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EXECTIVE SUM4ARY

1. Belarus has a population of about 10.3 million, and occupies a territory slightly smaller
than that of Poland. Belarus has one of the highest levels of GNP per capita in the former Soviet Union
(FSU), estimated at US$3,110 in 1991. While it has few natural resources, Belarus has a skilled labor
force. The economy is oriented toward industrial production, which represents nearly 40 percent of GDP
and is concentrated mostly in machinery and metallurgy, with a large component of military industries.
As regards trade, Belarus is highly integrated both within the FSU and with Eastern Europe. Prior to
the breakdown of the FSU, Belarus exported about 40 percent of its industrial output to other former
Soviet Republics (FSRs), and imported from them 90 percent of its primary energy and 70 percent of its
raw materials.

Developments in 1991-92

2. Owing to this high degree of integration, the process of dissolution of the Soviet Union
was a major shock to the economy. Beginning in 1991, the demand for Belarus' military products and
investment goods was sharply curtailed. In addition, the country experienced difficulties in obtaining
supplies of energy and raw materials, while prices of these commodities were substantially increased,
though they remained well below world levels.

3. The Government responded to the terms of trade shock and the loss of export markets
by using the existing administrative system to implement controls and regulate production, by maintaining
conservative fiscal and monetary policies, and by trying to minimize trade disruption through remaining
in the ruble zone. In order to stem inflation, prices were managed through extensive suosidies and
through ceilings on profit rates and distribution margins. Fiscal revenues - including contributions to
social security funds - were maintained at about 40 percent of GDP, to support the high level of
budgetary expenditures required by this policy. In order to limit the decline in output, the Government
maintained a direct command of the production process through mandatory state orders and directed credit
to enterprises. In an effort to support inter-republic trade and to secure supplies of raw materials, the
Government entered into bilateral trade agreements with other FSRs.

4. The Government did not attempt to adjust through rapid structural reform. Financial
discipline was not imposed on enterprises, and not a single enterprise was closed. Very little progress
was made in privatization. While private businesses were permitted, their development was hampered
by administrative obstacles and limited access to inputs, owing to an allocation system that remained
centralized and biased toward public enterprises.

5. These policies were successful in maintaining relative price and output stability in 1991
by postponing the necessary adjustment to the external shocks. Inflation remained under 100 percent,
GDP decreased by only one percentage point in real terms, and employment remained stable. Industrial
output was maintained, although agriculture was affected more severely, in part because of climatic
conditions. While a reliable breakdown of aggregate demand is not available, household consumption
and fixed investment appear to have declined, while inventory accumulation rose substantially.

6. The economic situation began to deteriorate in early 1992, when the surge in prices
following price liberalization in the Russian Federation spilled over into Belarus, and the decline in inter-
republic trade hit both the agricultural and the industrial sectors. GDP declined by over 15 percent and
retail prices rose in excess of 1,000 percent. Open unemployment remained almost unaffected by the
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drop in GDP, at less than 1 percent of the labor force, but unpaid leave and short work weeks were
reported to be increasing.

7. While the decline in GDP was comparatively lower than in the rest of the FSU, it was
again accompanied by the postponement of reform. Some measure of adjustment to the external shocks
took place with the reduction of real wages, but the maintenance of the previous administrative system
did not allow sufficient relative price realignment and the necessary reallocation of productive resources.

8. Outcomes in 1992 indicate that the current policy is not sustainable. First, fisca and
monetary indicators have begun to deteriorate, and this trend will continue if current policies are
maintained. Preliminary estimates indicate that the budget deficit was about 2 percent of GDP in 1992,
which remains smaller than in other FSRs but represents a substantial worsening from the surplus of over
2 percent of GDP recorded in 1991. Credit expansion to enterprises in the second half of 1992
contributed to an acceleration of wage and price inflation - which had temporarily subsided in mid-1992 -
- starting in October 1992. In 1993, the maintenance of this policy stance can be expected to lead to a
further substantial deterioration of the fiscal situation, which is also vulnerable to pressures from wage
and pension increases. And further credit expansion to support enterprises irrespective of their
profitability can be expected to cause higher inflation.

9. Second, the large decline in economic activity and continuing high inflation occurred in
spite of the absence of structural adjustment. This has not been the case in other FSRs, where the decline
in output has been in part the transitory consequence of economic restructuring. Substantial structural
adjustment is unavoidable in Belarus, as the current productive structure is not viable at international
prices and cannot generate the supply response that is necessary to sustain employment in the face of
external shocks.

10. The Belarus authorities recognize that the current path is not sustainable, and a start has
been made in implementing structural reforms. This late start is in part due to the perception that the
external shocks caused by the breakdown of the FSU - in particular, the loss of traditional export
markets in other FSRs - could be reversed and thus did not require a deep reorientation of the productive
structure. In addition, the choice of an administrative approach to macroeconomic adjustment contributed
to the slow pace of reform by preventing the necessary reallocation of resources.

11. Important initial steps toward realization of structural reform were taken recently, with
the approval of the Anti-Monopoly Law in December 1992 and the Privatization Law in January 1993.
While these developments are encouraging, additional complementary legislation and implementing
guidelines will be needed for privatization and de-monopolization to proceed. In addition, the law on
land reform is still under discussion, and provisions for simplified privatization of small businesses are
not yet in place. Finally, while financial sector reform has begun - with the establishment of new
commercial banks and the strengthening of prudential regulations - effective liberalization of lending
practices and interest rates and restructuring of the former specialized state banks will be necessary in
order to build an autonomous financial system capable of mobilizing financial resources and allocating
them efficiently.

The Reform Agenda

12. The Government is committed to transforming the economy to a market-based,
predominantly privately owned system, but it has not yet articulated a specific program to achieve these
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objectives. The strategy should focus on comparative advantage. Since Belarus is a relatively small
country with a limited domestic market and lacking raw materials and energy resources, there is a need
to shift to skill-intensive high-value industrial and agricultural products that could be sold competitively
in the FSU and in international markets. Whether this strategy is implemented in the context of stronger
economic integration in the FSU, or whether it is directed toward more active participation in
international markets, the nature of the adjustment required for Belarus will not differ, since it is unlikely
that the FSU's gradual shift toward trade on the basis of international prices will be reversed.

13. The specifics of the agenda for the transition to a market economy are discussed in the
core report and in the various sectoral annexes. In this agenda, the linkages between enterprise and
financial sector restructuring and the overall concept of the roles of the private and Government sectors
during the transition figure prominently. The main recommendations in this regard include the following:

- The Government should re-establish macroeconomic stability. Prospects for stabilization
are threatened in particular by growing budgetary subsidies and cash benefits, such as
pensions, and by the maintenance of a credit policy involving highly negative interest
rates and directed credit. The decision to remain in the ruble zone should be re-evaluated
in light of its implications for stabilization.

- The elimination of current restrictions on prices and trade should be a priority of the
Government. The development of a competitive environment and the improvement in
allocative efficiency cannot take place without the elimination of the remaining distortions
in pricing and trade policy, both domestically and with the rest of the world.

The development of the private sector should be facilitated by the accelerated
privatizaon of small businesses and by increased access to inputs and markets. These
measures are necessary to promote supply response and job creation by the nascent
private sector during the transition, and thus accelerate the recovery process.

- Adequate corporate governance systems and a hard budget constraint should be imposed
on enterprises. These steps need to accompany the process of commercialization and the
establishment of clear ownership of enterprises during the transition. Otherwise, neither
macroeconomic stabilization nor industrial restructuring will be possible.

- Financial secaor reform will need to be pursued to promote the mobilization offinancial
resources and efficient allocation of credit. The development of an autonomous financial
system, under the guidance and supervision of an independent National Bank, will be
necessary for the restructuring of the economy. In the process of financial liberalization,
it will be necessary to restructure the portfolio and to recapitalize former state banks,
which have been commercialized but not strengthened sufficiently to be competitive at
market-determined interest rates.

- A financially sustainable social safety net should be established. This requires not only
temporary measures to deal with the increase in unemployment expected during the
transition and the increased pressure on the budget expected during stabilization, but also
longer-term reform of the current structure, in particular the pension system.
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- Ownership reform in both industry and agriculture needs to be pursued forcefuly.
Privatization of medium-size and large enterprises can be expected to be a long and
complicated process, but the establishment of clear policies in this regard is necessary to
avoid the disruption of production. Ownership reform should avoid encouraging specific
management forms, should allow for a plurality of approaches, and should permit the
participation of different investors.

14. This agenda for structural reform is well established. The challenge that the Government
faces now is to move from these general prescriptions to the development of specific and time-bound
programs to implement them. The Government and the Parliament of Belarus have chosen to pursue a
gradual approach to structural reform, in order to maintain social peace during the transition and to
ensure that widespread consensus accompanies the reform process. Even under these circumstances, the
Government should move rapidly to define the specifics of the transition, to avoid the possibility that
uncertainty regarding the direction of the process may further disrupt economic activity.

15. The development and the implementation of specific and time-bound programs will depend
critically on institutional capacity, both in the Government and in the private sector. Emphasis should
be placed on strengthening the institutions in charge of macroeconomic management, and on developing
adequate capacity in the private sector. Belarus has a good record on implementation, and with a strong
commitment to transforming the economy to a market-based system it has the potential to implement this
reform agenda successfully.

External Fnancing Requirements

16. The reform process and in particular the restructuring of the industrial sector will require
substantial private investment and complementary public investment in infrastructure. In addition, it will
give rise almost inevitably to a large transitory increase in unemployment. This, in turn, will require the
establishment of an effective social safety net and the promotion of private sector development, where
a potential exists for supply response and job creation. The financing needs of Belarus can thus be
expected to be substantial over the next few years.

17. The uncertainty of the data makes it difficult to assess the external position of Belarus.
Belarus has a very low level of foreign debt following the agreement with Russia in July 1992, in which
the latter assumed Belarus' share of external assets and liabilities ("zero option"). For 1992, external
financing from non-FSU sources is estimated at approximately US$200 million, and financing from FSU
sources at about US$250 million. Under the current assumptions for terms of trade developments, and
in particular under the assumption that the price of crude oil imports will reach world levels by the end
of 1993, the financing requirements for 1993 will be substantially higher, and are currently estimated at
approximately US$1 billion, in spite of the relatively low level of economic activity.

18. Financing assistance of this magnitude can be forthcoming only on the basis of a strong
program for macroeconomic stabilization and structural reform. On the basis of such program, there is
a realistic prospect that the external financing needs of Belarus could be met from official and commercial
sources. Belarus has the potential for rapid adjustment and growth, but it will need decisive Government
action to promote reform, and substantial external financing of such action, for this potential to be
realized.



1. RECENT ECONOMIC DEVELOPMENTS
AND SHORT-TERM OUTLOOK

BASIC COUNTRY CHARACTERISTICS

1.1 Belarus has a population of about 10.3 million, and occupies a territory slightly smaller
than that of Poland, which borders Belarus on the west. Although relatively small in terms of population,
Belarus was considered in economic terms to be the third most important republic of the former Soviet
Union (FSU) after Russia and Ukraine. The population of Belarus is highly educated, with a literacy rate
estimated at close to 100 percent. Several institutions of higher education rank among the better ones in
the FSU.

1.2 Belarus has few natural resources other than its human capital. The economy is oriented
toward industrial production (consisting mostly of machinery, trucks, and metal industries) which
represents about 40 percent of GDP (Table 1.1); agricultural production (argely meat, milk, potatoes,
flax and some grains) constitutes nearly 20 percent of GDP. The economic structure of Belarus has been
so closely connected with those of the other republics that Belarus has been called the "assembly line of
the Soviet Union." In terms of inter-republic trade, Belarus has been the most integrated among all the
former Soviet Republics (FSRs) and the Eastern European countries (Table 1.2). At its peak, Belarus'
share of industrial output sold to the other FSRs was around 40 percent, while 90 percent of its primary
energy and 70 percent of its basic raw materials were bought from the other republics. The agricultural
sector has also traditionally produced a sizable exportable surplus, delivered mainly to the other FSRs.

1.3 Historically, Belarus has been very close to Russia, both in the economic and in the
cultural and political spheres. Belarus' demographic characteristics and its historical development,
however, have fostered a national outlook that has traditionally been characterized by a sense of both
realism and compromise.

THE BREAKUP OF THE FSU AND THE INTIAL SHOCKS

1.4 The disintegration of the Soviet Union led to the declaration of independence by Belarus
in August 1991. However, given its strong economic and cultural links with the other FSRs, Belarus has
not been eager to dissociate itself from them and has looked particularly toward the maintenance of solid
ties with Russia. The breakdown of the former economic system was, to a large extent, forced upon
Belarus. Indeed, Belarus has benefited economically from the previous arrangements, and there has been
a widespread interest in preventing their total collapse.

1.5 The establishment of an independent Republic of Belarus was followed neither by
sweeping political changes nor by substantial institutional reforms, and this affected the pace of
transformation of the economy. To date, the pace of structural reform has been slower and more cautious
than that in many other republics. The Government has continued to provide overall guidance and
planning for the economy through the State Economic Committee (STEC), which took over some of the
functions of the former Gosplan and which has voiced its determination to encourage a gradual
transformation to a market economy. The only major institutional reform that took place before 1992
was the establishment of the National Bank of Belarus (NBB) in December 1990, which operates currently
as the central bank. New local specialized banks were formed on the basis of the Belarus branches of
former All-Union specialized banks.
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TABLE 1.1: MAIN ECONOMIC INDICATORS

Populston (1 ) 10,328 th ad
Gross Natonal Product in Rubls (GNP 19) 71,600 ilio
Gross National Product in USS (11)' 32,131 m
Per Capia GNP in Rubles (11) 6,932
Per Capi GNP in USS (11r 3,110

_ 0 _. _f : 4 : t: L :1990 199 1,9Zi : t:: :j ty X f.:

Grow Ra

Gros Domestc Product -3.0 -0.8 -15.6

Pacent of GDP

Industry 38.9 39.4 na.

Agricdl 18.5 17.7 na.

Comctio 11.4 11.5 n.

Transport and Comunicaiom 2.9 2.9 na.

Services 18.9 19.3 na.

Growth BM

Retail Price Index (average) 4.5 94A 1076.2

Aveag Wae (oonta price) 11.1 -1.0 -22.1

US Dolbr. Mli

Exports 21,920 21,920 3,780

IMpois 33,680 22,950 4,071

Trade Balance -11,760 -1,030 -291

Percent of GDP

Coral Govenent Budget

Revenue 38.2 42.9 32.0

Expenditur 34.7 40.6 33.9

Overmll Balanee 3.5 2.2 -1.9

Money and Credit (end period)
27.9 49.1 n.a.

Total Deposit

Housdw 10.9 24.1 n.a.

Net Credit to dte Govn_nnt 4.1 4.1 n.a.

* World Bank Aia.
' The excbange raw used for oonverion are: Rb.0.59 per USS in 1990, Rb.1.75 per USS in 1991, and Rb.152

per USS in 1992.
I includes tansfer, to and from the stae budget of de FSU.

Soli[u: G _osoat, NBB, and Bank cauladios.
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1.6 Since 1991 the severe disruptions in trade between Belarus and other FSRs constituted
a major shock to the country. This resulted in both a steep reduction in demand for Belarus products and
a contraction in the supply, as well as an increase in the price, of imported oil and raw materials. The
decline of the terms of trade for inter-republic trade and the collapse in the volume of this trade were
large enough to shake the foundations of the economy, and both trends are expected to continue in 1993.

1.7 Several factors affected the demand by other FSRs for Belarus products. First, the
massive reduction in Soviet defense expenditures since 1991, and the contraction in the export of Soviet
military equipment, caused the demand for Belarus military products and components to decline sharply.
Second, since total imports of capital goods by Russia and other FSRs dropped by 75 percent from 1990
to 1992, the demand for investment goods produced by Belarus was also drastically reduced. Third, the
steep drop in real income in the FSU resulted in a decline in the demand for consumer durables, which
constitute the other important component of Belarus exports. On the supty side, with the collapse of
the FSU trade and payment system and the systemic changes and production disruptions in Russia and
the other republics, the prices of imported raw materials and energy were sharply increased and their
supplies were cut, or their availability became uncertain. Thus, the major problem that faces the
Government is how to react to these supply and demand shocks and, at the same time, how to initiate the
movement toward a market economy.

MAJOR DEVELOPMENTS IN 1991 AND 1992

1.8 Owing to the high degree of integration with the rest of the FSU, the severe disruptions
in trade flows, the sharp rise in oil prices, and the decline in economic activity in the FSU since 1991
have been extremely damaging for Belarus: after a modest contraction in 1991, GDP declined by an
estimated 16 percent in 1992. The disruption of monetary and credit arrangements in the ruble zone -
with the lack of policy coordination and the breakdown of settlement systems - contributed further to the
disruption of inter-republic trade and the loss of markets. The surge in inflation that followed the first
round of price adjustments in early 1992 was accompanied by a dramatic devaluation of the exchange rate
and could still become entrenched.

1.9 During 1991 and 1992, Belarus responded to these shocks with policies aimed at
cushioning their impact on employment and living standards rather than at adjusting to the new
environment. The Govermnent maintained a heavy direct command of the production process through
state orders, coupled with widespread subsidies to industrial enterprises and farms. In spite of price
'liberalization," a large portion of producer prices and virtually all retail prices continued to be controlled
through the imposition of ceilings on profit rates and distribution margins. Credit was extended to state
enterprises at highly negative interest rates, owing to limits on lending rate spreads and to an extremely
low NBB discount rate (30 percent at end-1992, and presently 70 percent).

1 10 These policies were accompanied by some measure of macroeconomic adjustment by the
reduction of aggregate demand. The realization of the first installment of the terms of trade shock
resulting from changes in inter-republic trade prices - estimated at 11.7 percent' - has been met by a
reduction in real wages, household consumption, and enterprise investments. The monetary overhang

' Cf. D.G. Tarr, 'How Moving to World Prices Affects the Terms of Trade in 15 Countries of the Former Soviet
Union,a World Bank Policy Research Working Paper No. 1074, Janury 1993.
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of the 1980s was reduced by the price increases in early 1992, and then was wiped out by continuing high
inflation in the rest of the year. These developments more than compensated for the increase in
Government consumption and in enterprise inventories caused by higher subsidies and directed credit.
The modest deficit in international trade reflects both the loss of export markets and the effects on imports
of the exchange rate devaluation.

1.11 The reduction in absorption levels has not been accompanied by the necessary reallocation
of productive resources. In addition to maintaining the previous administrative system, including
extensive state orders, the Government has not yet completed the introduction of the structural reforms
that are necessary to enhance efficiency. Prices are managed by limits on profit rates or distribution
margins, and international trade is hindered by complex administrative restrictions. Important legislation
on privatization and land reform has not been approved, and implementation of these reforms is not
expected to start until mid-1993 at the earliest. While this stems from the prevalent view of the
Government and the Parliament that transformation should be implemented gradually to spread its costs
over time, little consideration is given to the costs imposed by lack of reform. Finally, profitability and
comparative advantage continue to be obscured by various forms of price control and by the still
pervasive system of state orders.

Output and Employment

1.12 In the FSU, Belarus had been a substantial net gainer in its trade relations with Russia.
According to Goskomstat, Belarus' 1990 commodity trade surplus of close to 2.4 billion rubles in
domestic prices would have turned into a deficit of 1.2 billion rubles if calculated in foreign prices.2

Thus, the direct net gain of the commodity trading of Belarus was 3.6 billion rubles, or 9 percent of
GDP. During 1991-92, Belarus suffered an estimated terms of trade loss of 12 percent, as a result of
larger increases in the price of imports than of exports to the rest of the FSU.

1.13 GDP declined by an estimated 15.6 percent in 1992, after a small drop in 1991. Output
declined sharply in all sectors of the economy; tentative estimates indicate that agricultural output declined
by 13.3 percent and industrial output by 12.5 percent in 1992. The decline in industrial production, for
which preliminary monthly data are available, was particularly sharp in the first half of 1992, but showed
signs of recovery in the latter half, in particular in machine building, wood and paper products, and
consumer goods other than food.

1.14 Employment has not experienced a comparable decline. In spite of the elimination of
restrictions on hiring and firing in early 1992, labor shedding has generally taken the form of unpaid
leave, and the unemployment rate has remained below 0.5 percent of the labor force.

2 The World Bank, Russian Economic Reform: Crossing the Threshold of Struaural Change, World Bank Country
Study, September 5, 1992, Table 8-2.
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Table 1.2: TOTAL AND INTRA-REGIONAL FOREIGN TRADE
AS A PERCENTAGE OF GNP,

FORMER U.S.S.R. AND EASTERN EUROPE (CMEA), 1989 OR 1990

Fonner USSR

Armenia 28.4 25.6 90.1

Azerbaijan 33.9 29.8 87.7

Belarus 47.3 41.0 86.8

Estonia 32.9 30.2 91.6

Georgia 28.9 24.8 85.9

Kazakhstan 23.5 20.8 88.7

Kyrgyzstan 32.3 27.7 85.7

Latvia 41.4 36.7 88.6

lithuania 45.5 40.9 89.7

Moldova 33.0 28.9 87.7

Russian Federation 18.3 11.1 60.6

Tadjikstan 35.6 33.0 92.5

Turkmenistan 35.6 33.0 92.5

Ukraine 29.0 23.8 82.1

Uzbekistan 28.5 25.5 89.4

Eastern Europe (CMEA)

Bulgaria 30.1 16.1 53.4

Czechoslovakia 23.0 10.9 47.2

Hungary 34.1 13.7 40.3

Poland 19.6 8.4 43.1

Romania 17.6 3.7 21.0

Trade is measured by the average of exports and imports as a percentage of GNP.
b Intra-regional trade refers to trade within the former U.S.S.R. and the CMEA, respectively.
Note: Data for 1990 are used for the former U.S.S.R., 1989 data for Easter Europe.
Sources: Former U.S.S.R.: Goskomstat for trade data in foreign trade prices, and unpublished World
Bank estimates for GNP; Eastern Europe: UNECE (1990) for trade data, and World Bank Atlas for
GNP.
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Trade

1.15 The collapse of the FSU led to a sharp decline in Belarus' trade with the other FSRs.
Imports of crude oil and raw materials, including iron ore and chemicals, declined sharply. Trade with
the former Council for Mutual Economic Assistance (CMEA) countries also declined steeply, as
settlements shifted to a convertible currency basis after the beginning of 1991.

1.16 To secure supplies of vital imports, Belarus, in early 1992, signed bilateral agreements
with Russia and other FSRs. The agreement for 1992 with Russia set the volume of imports of crude
oil and of coal at 20 and 70 percent less, respectively, than in 1991. Actul deliveries of crude oil during
the year are reported to have fallen even shorter of the volumes agreed upon, and a substantial part of
oil imports had to be bought at free market prices. In 1993, further reductions are expected in the
volume of fuels imported in the context of inter-republic bilateral agreements.

1.17 Belarus enterprises have taken measures to deal with the shortage of imported raw
materials in various ways - most of them entailing substantial distortions and waste. Many enterprises
have resorted to hoarding and have pursued complex barter deals with enterprises in other FSRs. Often
such deals require that enterprises not only exchange their products for raw materials, but that they also
supply products, such as meat or consumer appliances, bought from other Belarus enterprises.

1.18 Most Belarus exports to FSRs are regulated by bilateral agreements which specify
volumes and prices of about 200 essential commodities, as well as a bulk value total for the rest of the
trade. With Russia, these essential commodities covered an estimated 80 to 90 percent of their turnover
in 1992. In order to secure the fulfillment of exports, state orders have been widely used despite Russia's
discontinuation of that system.

1.19 Exports outside of the FSU are also subject to extensive administrative restrictions, in the
form of both licensing and quotas. In addition, exports outside the FSU are heavily taxed. The Council
of Ministers (COM) issued a decree in February 1992 imposing licensing for exports outside the FSU.4
This measure was taken to limit the export of 'essential' products, whose prices are low in Belarus as
a result of subsidies or bilateral trade agreements, as well as to monitor export earnings by enterprises.
In addition, until the end of 1992, exporters were required to surrender to the Government a percentage
of their foreign currency receipts (between 0 and 70 percent, depending upon the sector of activity) at
multiple, below-market exchange rates. This retention scheme constituted a large and not uniform tax
on exports which, in practice, was widely eroded by under-reporting of foreign currency earnings. This
regime contributed to the dramatic decline of exports in hard currency which took place through 1992,
and to the shift toward barter arrangements. This retention system was modified in January 1993, with
the imposition of a flat tax of 10 percent of foreign currency receipts of exporters, and a surrender

' Data on inter-republic trade and on foreign trade are available only in domestic prices. Buse of the sharp
increams in domeic prices and exchange raes in 1991 and 1992, it is extremely difficult to quantify the real
changes in trade flows.

Amendments to this decree were isued in April and September 1992.
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requirement of an additional 20 percent of foreign currency receipts at a uniform but still below-market
exchange rate.5

1.20 Most imports from outside the FSU are unrestricted - except for health and safety reasons
- and are subject to a uniform 15 percent tariff. Imports of 'essential" goods (mostly pharmaceuticals)
receive a subsidy in the form of allocations of foreign currency at below-market exchange rates, funded
with the receipts of implicit and explicit taxes on exporters. All other imports are effectively restricted
by the extreme scarcity of foreign exchange, although foreign exchange may be freely sold by licensed
commercial banks to importers.

Prices and Wages

1.21 Prices, as measured by the Retail Price Index (RPI) of consumer goods and services,
increased by about 80 percent and 1,000 percent, respectively, in 1991 and 1992 (yearly average). While
in 1991 and the first half of 1992 the major cause was inflation imported from the rest of the FSU, in
the latter part of 1992 the domestic monetary and credit stimulus became increasingly important,
following the introduction of a parallel national currency in Belarus and the breakdown of the settlement
system in the ruble zone. The rate of price increase in Belarus has, however, been one of the lowest
among the FSRs. It was moderated to some extent by the prudent fiscal policy of the Belarus
Government, which limited excess demand for nontradable goods and services, but mostly by indirect
price controls and by budgetary subsidies. As inflation has accelerated, public utilities, fuel and
transportation, a variety of food items, and rents have been increasingly subsidized.

1.22 Substantial nominal wage increases during 1991 succeeded in maintaining the real wage
approximately constant in 1991, in terms of retail prices. This was due to a combination of two factors.
In early 1991, an indexation mechanism was introduced, on a declining scale based on the level of wages.
The minimum wage was also raised in late 1991. In addition, lacking a hard budget constraint,
enterprises could maintain wage growth in line with inflation. Despite these mechanisms, real wages
declined substantially after the acceleration of retail price inflation at the beginning of 1992. This decline
recovered only in part during the rest of the year, and, on average, real wages declined by about 22
percent in 1992.

Fiscal and Monetary Developments

1.23 In contrast to other FSRs, Belarus had a budget surplus of 2.2 percent of GDP in 1991,
which was largely made possible by substantial increases in fiscal revenues and by moderate expenditure
growth, while a modest deficit is estimated for 1992 (1.9 percent of GDP). Reallocation of revenues and
expenditures between the FSU budget and the national budget do not appear to account for the surplus
in 1991, but may have contributed to the worsening of the budgetary situation in 1992. The emergence
of large expenditures classified as costs for cleanup and relocation following the Chernobyl accident may
also reflect, to some extent, reclassification of health and housing expenditures. The most important
positive development appears to be that the replacement of the turnover tax with the value-added tax has

I The exchange rate at which exporters are compensated for the mmndatory surrender of 20 percent of their foreign
currency receipt - the o-called 'investment rate" - is prently 300 rubles per U.S. dollar, or about 40 percent
of the 'unified' rate.
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not led to sizable revenue losses (unlike the experience in many other countries). Extrabudgetary funds -
- most notably, the Pension Fund - have recorded small surpluses throughout the period.

1.24 In spite of the comparatively better performance of 1992, fiscal discipline will be difficult
to maintain in 1993. Revenue performance cannot be expected to improve given the current level of tax
effort, and there are several perverse mechanisms in place that can be expected to feed expenditures.
Wage-related indexation of pensions, although less than full, could produce substantial budgetary costs.
Price subsidies will provide pressures on expenditures that will be extremely hard to control. Unless
these two mechanisms are corrected, the tradition of fiscal discipline of the Government of Belarus will
soon be dissipated.

1.25 Monetary and credit policy developments were relatively restrictive in 1991 and in the
first part of 1992. Monetary policy in particular was largely contingent on that of Russia, owing to the
permanence of Belarus in the ruble zone. The largely restrictive credit policy carried out in Russia over
the first half of 1992 constrained the availability of credit in Belarus, and led to an explosion in inter-
enterprise arrears that spilled over into Belarus. In addition, the demand for base money increased
rapidly, owing to attempts by the population to restore real cash balances following the dramatic price
increase in early 1992 and to attempts by commercial banks to increase their liquidity positions following
growing difficulties in settlements. Since the availability of currency was also restricted, an acute
shortage of ruble notes in Belarus led to the introduction, in June 1992, of the Belars ruble (rubel),
which has a fixed conversion rate of 10 rubles to 1 rubel and circulates parallel with the ruble.

1.26 In the latter part of 1992, monetary management was further complicated by the co-
existence of different means of payment used for different purposes. In early October 1992, the Belarus
rubel was declared the only legal tender for all cash transactions in the border areas with the Baltic states
and Ukraine, and for payment for 'essential" goods (food, alcohol, and tobacco). This move was
designed to prevent an influx of rubles into Belarus following the introduction of new currencies by its
neighbors and the flight of 'essential" goods. In addition, domestic inter-enterprise transactions were
carried out in "non-cash" rubles, which could not be cashed for purposes other than wage payments.
Inter-republic trade was carried out in rubles on the basis of bilateral trade and credit arrangements, so
that a ruble credit with one FSR could not be used to settle a ruble debt with another.

1.27 In the latter half of 1992, in an effort to arrest the decline in industrial and agricultural
output, a very substantial domestic credit expansion took place. Although domestic credit is estimated
to have decreased in real terms for the year as a whole, the rapid increase in the latter part of 1992
contributed to an acceleration of wage and price inflation.

1.28 Interest rates on deposits and loans were nominally "liberalized" in 1992 for commercial
banks. In practice, however, deposit rates for the quasi-monopolist Savings Bank are set by Parliament,
and lending rates are subject to a ceiling on the spread over the cost of funds. Since the primary source
of funds for commercial banks is the discount window of the NBB, and since the discount rate is set by
Parliament and has remained well below discount rates in other FSRs (it stood at 30 percent at end-1992,
versus 80 percent in Russia) interest rates have remained not only highly negative but also on average
below those in the rest of the FSU.

1.29 The expansion of money and credit, beginning in the middle of 1992, resulted in a rapid
acoeeration of inflation, which had been slowly declining after the surge of January 1992. Monthly RPI
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inflation retumed to double-digit levels from October 1992, and was estimated at over 35 percent in
December 1992.

Price Liberalization

1.30 The first half of 1992 marked a sharp acceleration in price increases as well as in output
decline. On January 2, 1992, Russia liberalized the prices of 90 percent of consumer goods. Following
Russia, Belarus also liberalized the producer prices of most goods. In the first quarter of 1992, the
Belarus RPI increased sixfold, while the wholesale price index (WPI) increased almost elevenfold.'

1.31 After prices were formally liberalized, the Belarus Government took restrictive measures
to check the increase in retail prices, particularly of food and services. In addition to higher subsidies,
indirect price controls and regulations on "basic" products were adopted. These measures resulted in
serious relative price disarray, with very high terms of trade losses for agricultural producers. In January
1992, agricultural producer prices increased 5 times, while agricultural input prices increased 8 to 24
times. A mechanism to compensate farmers for the deterioration of the terms of trade of agricultural
output relative to inputs, with a very high fiscal cost, was introduced during the first quarter.

1.32 As of January 1993, retail prices of products accounting for about 10 percent of retail
price index basket were directly controlled. Prices of products accounting for an estimated 30 percent
of industrial output are controlled through the imposition of ceilings on profit margins, on the grounds
that enterprises operate in monopolistic conditions. In addition, ceilings are imposed on gross distribution
margins of all products, whether industrial or agricultural, produced and distributed by monopolistic or
competitive enterprises. The ceilings limit the mark-up between producer and wholesale prices, and
between wholesale and retail prices, and are officially justified on the grounds that they limit profiteering
and re-selling of products. As of January 1993, the ceilings on total distribution margins (including
wholesale and retail margins) were equal to 30 percent for private traders and 20 percent, but exclusive
of transport costs, for public traders.

The Industrial Sector

1.33 The industrial sector provides close to 40 percent of the country's GDP. The most
important subsector is machine building. All together, heavy industry, including machine building,
chemicals, and power contributes to about 40 percent of industrial output. About half of the machine
building output has been destined for military uses. Other important subsectors are wood and paper, and
building materials. The other major subsectors are light industries and food industries, each accounting
for about 25 percent of industrial output.

1.34 In August 1991, industry experienced a major ownership change; 517 All-Union
enterprises - the largest enterprises - were taken over by the Belarus Government. Previously the
Government had the limited task of local coordination, while the main directives had come from the
Moscow authorities. When the old central command system collapsed, neither the Belarus Government
nor the enterprise managers had the time or the expertise necessary for designing a strategy of transition
to a new market system. Thus, the takeover overwhelmed an inexperienced administration with the

6The same differential between retail and wholesale inflation was observed in Russia and is attributed to the ability
of enterprises to quote very high prices to each other, while actual payments are not made.
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difficult ownership and guidance of a complex industrial system. This task has since been entrusted to
the newly formed State Committee for Industry (SCI).

1.35 The industrial output decline was mitigated in 1991 and 1992 not only by Government
intervention in the sector with state orders, subsidies, and credits, but also by the ability of the enterprises
to adjust to the drastic changes, particularly through conversion from military to civilian production (Box
1.1), through the retraining of workers within enterprises, and through barter deals between enterprises
within Belarus and other FSRs. The industrial output decline was largely concentrated in the oil refining
and chemical industries - those hardest hit by the increase in raw material prices and disruptions in inter-
republic trade - as well as in some sub-branches of machine building.

BOX 1.1 

CONVERSION OF MIlTARY INDUSTRIRES

In.the B.lan intialsector, probbl the most impressive phomeno has bi the
preom of conversion of militaty industie. Geeslly, in prvios systm militay go*d and
coif Nents were prcd inmxed toita iaeti .SD a ities which
hae" be enhemain p c f miitar p -such pr00oducsbas, dedined frow
45 percent in 198 to :Z0 peront in 1992. Presently, nogle issp mor 
70 percent of Is otput for dfaie. A lag ctroiwcs issoca l he pt pu
guidance _m for rocko e to producti of preion. nmxmit ivin use,
inclding medical :imments It ocveted from p icro i circuits to
consumr dumbles, such As': television et. A large associaton which makes i for
m.itary uie convrted to the production of lighting eqtdpnm frtht m?ed
gse, an lenses. Someb prdu ts have been made unde .abcontracting.agreemnt signed_:
rcntldy with Western fis.

Such coveion enal heavy tranition costs, for soveal _a . Kit equipmt used
to make military products (ome We European or 3apne) appeas oveqlualified fproduction
of eivilim goods, pamiculdy for non-igh-ech products. Nevertheless, the civiian products
presently made in Belamas do not appear to be of high qlt required by Weste mar_t, except
in a few cases when thes me rbeing prduced under cooprtion sgreements with Westdan firms.
Second, retraining of wodcs is done within the entwepri, at thir costL Tird, enterprise have
accumulated inventories of componts and, in ome cass, of finished products desoiod for
military use; in extreme caes, they have to be written off. Some of the trnsition costs am being
financed by the Government.

1.36 To date, the Government has not taken steps to impose a hard budget constraint on its
industrial enterprises. Not a single enterprise has been closed or declared bankrupt. At the same time,
a Council of Ministers (COM) decree of March 6, 1992 sanctioned a variety of fiscal, budgetary, and
monetary measures for providing financial assistance to enterprises that have prepared programs for
survival and for reorientation of production. The COM has requested the NBB as well as the commercial
banks to extend credits on concessional terms to such enterprises. Moreover, the Ministry of Finance
(MOF) was asked to provide guarantee to commercial banks up to 50 percent of credits to enterprises
that have carried out such programs under the control of the banks. Up to 50 percent of the interest paid
by the enterprises is to be subsidized out of the state budget.
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Privatization

1.37 The Government has recognized the privatization of state-owned enterprises (SOEs) as
one of the major steps in the transition to a market economy. In January 1991, the Committee of State
Property (CSP) was established. Its functions are to manage the SOEs and to coordinate the process of
privatization. In May 1991, the COM approved Provisional Regulations, which set guidelines for
privatization. These regulations permit the leasing of SOEs as well as their sale by different methods:
bidding, auctions, and workers' buyouts. In practice, workers' buyouts have to date been almost the
exclusive method of privatization of SOEs. From September 1991 to November 1992 - when the
effectiveness of the Provisional Regulations was suspended - 44 medium-size enterprises, mostly in light
industries, had been sold to workers' collectives.

1.38 The Provisional Regulations also authorized local authorities to privatize municipally
owned enterprises, in practice smaller units. Approximately 100 municipal enterprises were privatized
up until November 1992, again mostly by workers' buyouts. The pace of privatization has been very
uneven, however, and has been dependent on the attitude of individual municipalities toward privatization.

1.39 The Law on Privatization of State Property was approved by the Parliament in January
1993, and approval of complementary legislation on vouchers and the privatization program for 1993-97
is scheduled for the spring 1993 session. Until these other pieces of legislation are approved, the process
of privatization cannot resume.

1.40 The Law on Privatization of Housing took effect on July 1, 1992. During the period
1993-94, the Government intends to privatize the majority of the housing stock, largely through the issue
of vouchers to the adult population. Housing privatization is still at a very early stage, in part because
of the large subsidies still accruing to tenants on rents and on operation and maintenance expenses. Until
these subsidies are removed, it is unlikely that housing privatization will gain momentum. In addition,
this process, and the subsequent development of a secondary housing market, will require the clarification
of legal property rights and the adoption of the land privatization law.

1.41 Some private sector enterprises have been established in construction, trade, and services.
Although a few thousand business have been registered no precise data are available on their scope and
size. The main obstacle to private sector development is the high level of uncertainty stemming from the
unclear legal environment, as well as the proliferation of numerous taxes and fees that largely distort the
business environment. Access to bank credit as well as to banking facilities are additional obstacles.
Bureaucratic and lengthy procedures by municipal authorities impose high transaction costs on new
private enterprises.

Agriculture

1.42 Agriculture, which is largely based on meat products, grain, and forage inputs for animal
husbandry, accounted for 18 percent of GDP in 1991. The sector traditionally produced an exportable
surplus, which was mainly delivered to the other FSRs. The kolkhoz/sovkhoz system in Belarus
generally performed better than in other FSRs.

1.43 In 1991 agricultural production declined about 6 percent, mainly because of adverse
climatic conditions. The decline in 1992 (-13.3 percent) was in line with the overall decline in economic
activity, and was caused by a decline in demand as well as a shortage of inputs.
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1.44 As was stated above, prices of agricultural inputs increased at a much more rapid rate
than output prices, which continued to be controlled at the retail level. Despite high and increasing
Government subsidies, the financial position of the agricultural sector deteriorated in 1991 and 1992.
About 500 state and collective farms are facing serious financial problems even though many of the farms
have not yet felt the full impact of input price increases, since they accumulated large stocks of inputs
in the previous year, and have been able to operate without substantial new purchases during several
months. It is evident that without significant efficiency improvements brought about by the establishment
of a competitive environment - requiring price liberalization and ownership reform - the agricultural
sector will confront a serious financial and productive crisis in the very near future.

OUTL4OOK FOR 1993

1.45 The severe shocks arising from the collapse of the FSU have been absorbed in Belarus
better than in Russia and in most other FSRs, with a smaller output decline and lower inflation. Fiscal
and monetary policies in Belarus have been comparatively more conservative. The decline in GDP has
been smaller, and inflation lower, than in other FSRs. However, the consequences of the inevitable
adjustment have only been postponed by the slowing down of reforms and the maintenance of the
centralization of the economy. While continuing reliance on direct Govemment intervention in the
economy sheltered, at least in part, large state enterprises and farms from these external shocks, it also
prevented the development of a more resilient and flexible market-based system. Unless a clear program
for structural adjustment in all sectors of the economy is designed and vigorously implemented, the effects
of the shock will be felt increasingly and will undoubtedly result in a further, sharp contraction of output
and in higher inflation.

1.46 In the next 12 to 18 months Belarus is bound to go through a difficult transition period
which will be marked by a further decline in output and by strong inflationary pressures. The full impact
of the collapse of the old system and the transition to a market economy, which was absorbed only in part
during 1991 and 1992, will be felt increasingly in the near future, and the Government will be faced with
the double challenge of stabilization and of the introduction of major structural reforms.

Tenis of Trade Shock and Ouqtp Decline

1.47 The negative external developments that characterized 1991-92 can be expected to
continue over the next couple of years. In spite of the terms of trade shock and the loss of inter-republic
markets experienced in 1991-92, further increases in raw material prices and further declines in export
demand are anticipated. At end-1992, the price of crude oil imported from Russia was estimated at about
40 percent of world levels; further increases thus appear inevitable. In addition, economic prospects in
the rest of the FSU point at continuing declines in output, although at a lower rate than in 1992.

1.48 In addition to the impact of these external shocks, the transformation of the economy to
a market-based system will require a major reallocation of productive resources and can be expected to
lead to a decline in output in the process. Table 1.3 indicates the declines in GDP experienced by
economies in transition in the period from 1990 to 1992. It would appear that in transforming economies
an output decline is inevitable. The process is, however, temporary: Poland, and to some extent
Hungary, which embarked on reforms earlier than the other countries, have recently shown signs of
recovery.
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Table 1.3: OUTPUT COLLAPSE
IN TRANSITION ECONOMIES

........... ''

Mehrum - 3 - 0.8 -15.6
Ukaine -3.4 -11.3 -15
Husgay -4 - a - 5
Polnd -11.9 - 7 1.5
Romana - 8.4 -13 - 10
czeohoalovaka - 3 -15.9 -9
Bulparia -10 -22.9 - 4
Abania -10 -30 -10
Runu -3.6 -9 -18 to -22

Sou: aGoematat, World Bank saff eaimate, and M. Bmuno,
&abUjuIo and Reform in FA0erX Europe: A P'reInary
Evaitio, IMP (May 1992).

1.49 In this regard, the Govenument program for 1993 (Box 1.2) appears optimistic. A decline
in GDP of 3 percent is predicated on a decrease in industrial output of 5.5 percent (following an increase
in the production of consumer goods and a larger decline in the production of investment goods) and a
smaller decline in the output of agriculture and material services. This pattern is predicated on the
maintence of a heavy role for state orders, in particular for consumer goods and foodstuffs. Inflation
is projected at 250 percent.

Fl Prospects

1.50 There is a serious danger that, under the current revenue and expenditure regime, the
fiscal situation may deteriorate sharply in 1993. The Government forecasts a budget deficit7 of 6 percent
of GDP (rable 1.4), based on a real increase in revenues (from 32 to 39 percent of GDP) and an even
larger increase in expenditures (from 34 to 45 percent of GDP). In addition, the Pension Fund is forecast
to incur a deficit, estimated by the Government at about 1 percent of GDP.

1.51 While the 1993 budget may appear prudent when compared with that of other FSRs, it
constitutes a departure from the tradition of fiscal conservatism of the Belarus Government. More
seriously, the projected growth in revenues appears optimistic, even under the Government's own
assumptions, given the expected decline in economic activity and the fact that revenue measures to finance
a substantial part of the funds for Chernobyl have not yet been identified. On the expenditure side,
investment and Chernobyl-related outlays are projected to increase moderately, while larger increases are
forecast for social sector expenditures and subsidies.

1.52 Given this expenditure structure, the fiscal deficit will be very vulnerable to higher than
expected inflation. In addition, it should be noted that the budget does not include provisions for

' Including rvenues ad expmdir relatd to Chenobyl, ad excluding extabudgetary funds, which am
eoimAod to have registered a modest wrplus in 1992.
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BOX 1.2

THE GOVERNMENT PROGRAMFOR-1993

In January 1993 dIe oiPr ofb Re of Beimni.or93t Bauiine.
for die Futue Devdopmt of the Natiol Eoonomym was approved. 'fa docuen- fe t of -s klnd
to be prepared in Bdarus _is a anwy of de obudget and woe] sotal p_sng doo . Th
progrmSellsamaHsm fnwge-trhfbs_Ad724

A. To impve the qulity of life of ee popltion by neug Srowf basd on .soci"ly-
oriaentd and regulat d t eco n,:-omy

b. To bring about the eonmc recovery, stia t :n ai d p
integration I. die .wo eonoomy

c. To prmoe snwtcal adjustmt in priolq secwon -ie., siuwSA auda clared
onsume goods. housig, defene inury convnon expt sefcor, d R&D.

In die dllshor , t progp envisages the ma: te:5n . .fdlteCt ..G.@ Owb* Iat er cmi the

economy, ru cedit al3ocatom, P rean soft Ord% sadw giofii
* n&astini acHivits. Th7e foowinas e -inded mi the pro-r--

a. An icreas in domestic Cr of o20 pee alcated a l 38. 3 p t so
enterprse, 464 parcmt to *e budget, and 14pxa

b. An expanioninte 1s of good ubjecttoi luip*poft e as b

A dece in sott ordr s. peracntage of hOtput: of ieomt and i_nemediate
goods (from 39 pwroontin 1992 to419 percot in 1993)and maifauredgo
(from 58 percent n 1992 to 49 percent in 1993), MOd an armebm im th dre of oft
orders in foodstff (fro 50 pecn in 1992 to 53A percent. 19M:)

d. An alocation of 139 bIlion ruble for investmet in agron&Us lai_vites, ampun 
to 46.5 percen of toa inve_nt oulays excluding Chwuubyl-sltd infvesmets.

iTbe outcomes of ibi progrm *r 1993, given de eqpeted exteral devl are projocted as
follows:

A. A declin of GDP of 3.2 percent, resultins Atom a dooms. in inusti out of S.S
pelcaet and salle drops in apicUr ad materal gmevce

b. A decline of RPI inflion to 250 p aer (year avea)

c. An increase in not exportB in hard cunoy, yieldiw an o in e State Forgn
Currecy Fund of US$180 million.
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pensions and unemployment benefits, which are also very sensitive to inflation, given the current
indexation mechanisms, and which are financed by extrabudgetary funds. There is thus a danger that,
if the Government estimates for economic activity and inflation prove optimistic, a serious fiscal crisis
may ensue.

1.53 There is therefore a real danger of a sharp increase in the budgetary deficit. This,
together with cost-push pressures from import input prices and pressures for credit expansion from the
enterprise sector, might accelerate the rate of inflation. An additional potential source of inflationary
pressures would be an increase in wages in excess of the increase in prices. Wage indexation, the lack
of a well-articulated income policy, and the lack of a hard budget constraint on enterprises might lead
to a wage-induced inflation.

1.54 To prevent explosive inflation, the Government needs to design and implement a
stabilization program. Such a program should encompass comprehensive fiscal, monetary, exchange rate,
commercial, and wage policies, which will be briefly referred to in Chapter 3.

Table 1.4: GOVERNMENT FINANCES
(Share of GDP, current prices)

___________________________ 1990 1991 t992 1993
Revenues 38.2% 42.9% 32.0% 39.0%

of which, Chernobyl Tax 2.7% 2.9%
Expenditures 34.7% 40.6% 33.9% 45.0%

of which, Chernobyl Costs 4.3% 4.9%

Balance 3.5% 2.2% -1.9% -6.0%

Memo: GDP (ruble billions) 40.1 71.6 929.0 3,140.0

Sources: IMF Economic Review, Belarus, April 1992, for 1990 and 1991; Belarus Ministry of Finance,
Preliminary Estimates of Budgetary Executions, Febniary 1993, for 1992; Belarus Ministry of Finance, 1993
Budget, January 1993, for 1993.

Balance of Payments

1.55 A rough estimate of the balance of payments for 1992 as well as projections for 1993
are presented in Table 1.5. The existing statistical system makes it extremely difficult to estimate both
inter-republic and non-FSU trade flows, which often take place on a barter basis or are accounted for
at different exchange rates. Considerable uncertainties about the price of raw materials traded on the
basis of bilateral agreements, about the exchange rate, and about monetary and credit arrangements
within the ruble zone render these estimates highly tentative.
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Table 1.5: BALANCE OF PAYMENTS (1992)"
(USS millions)

1992 1993

Resource Balance 40 -1,319

Exports of GNFS 3,933 5,250

FSU 2,836 3,894

ROWb 1,097 1,356

Imports of GNFS 3,893 6,569

FSU 3,086 5,322

ROW 807 1,297

Net Factor Incomes -7 -26

(Interest Payments) 7 25

Net Current Transfers 70 50

Current Account Balance 103 -1,295

Long-Term Capital Flows 182 480

Direct Investment 7 20

Net Long-Term Loans 175 460

Disbursements 175 460

Amortization 0 0

Other Capital Flowe -326 1,015

Change in Net Reserves 41 -200

*Tbe data are highly tentative, owing to valuation and coveage.
The exchange rate for conversion to U.S. doll is 152.

Rest of the world.
Including bilateral trade credit from the FSU, credit extended

by Belams enterprise, errors and omimiona, for 1992. For 1993,
it is equal to the gap.
Sour:o Goskomstat; MOF; NBB; World Bank staff estmates.
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CONCLUSIONS

1.56 During the next 18 months, Belarus is likely to experience further declines in output.
The country will also face inflationary pressures. Similar developments have been experienced by Eastern
European countries during their transitions to a market economy. The pace of recovery will depend not
only on exogenous factors, such as developments in Russia, but to a large extent also on the
macroeconomic stabilization policies and the structural reforms that need to be implemented by the
Belarus Government.

1.57 While the current policies have been successful at containing the decline in output and
the rise of inflation in 1991-92, they cannot be sustained in the medium term, because of the increase in
the fiscal deficit - or quasi-fiscal deficit, through directed credit expansion - that they entail. In
addition, while postponing structural reform may reduce the costs of the transition in the short term, it
will also reduce its benefits in the longer term. These issues will be discussed in Chapters 2 and 3.





2. THE TRANSMON TO A MARKET ECONOMY AND MAJOR
POLICY ISSUES FACING BELARUS

THE GOVERNMET STRATEGY FOR TRANSITION

2.1 The Government of Belarus has indicated its commitment to transform the economy into
a market-based, predominantly privately owned, system. The principles guiding this transformation
include, according to the Government program, developing entrepreneurship and competition, reducing
the share of state ownership in the economy, encouraging export-oriented activities, and reducing
dependence on imported inputs. The strategy for achieving these objectives is, however, still under
formulation, and measures that conflict with these objectives are being introduced to cope with the current
crisis.

2.2 Guidelines for the development of a consistent strategy should be based on Belarus'
comparative advantage. Since it is a relatively small country with a limited domestic market, Belarus
must adopt a strong export orientation as the main engine for growth. Lacking domestic raw materials
and energy resources, Belarus should shift to skill-intensive industrial and agricultural products that could
be sold competitively in the FSU and in international markets.

2.3 A successful export-oriented strategy would require a commitment to a liberal trade policy
and to a supportive exchange rate management, in addition to macroeconomic stability. The current
system of restrictions on domestic and international trade and excessive taxation of exports is inconsistent
with the promotion of the integration of Belarus in the world economy.

2.4 In addition, a successful export-oriented strategy should not be based on incentives that
would promote inefficient import substitution. While it is true that Belarus is excessively dependent on
imported raw materials, there is scope to reduce this dependency by increasing efficiency in production
and consumption - for example, of energy. This could best be accomplished by eliminating direct and
indirect subsidies on fuels and household energy and by promoting investment in energ conservation.

2.5 Whether this export-oriented strategy is implemented in the context of stronger economic
integration with the FSU, or whether it is directed toward more active participation in international
markets, the nature of the adjustment required for Belarus to become competitive will not differ. In fact,
it is unlikely that the FSU's gradual shift toward trade on the basis of international prices will be
reversed. Therefore, Belarus products are likely to face competition in the FSU from other sources of
supply. In the same way, Belarus enterprises should seek to purchase raw materials and equipment from
the best worldwide sources, on the basis of quality and price considerations.

2.6 Even if this export-oriented strategy is implemented rapidly and successfully, Belarus will
still experience a further, substantial decline in income as a result of the past (not yet fully absorbed) and
future terms of trade shocks and the market share losses. However, over the medium and long terms,
with increased efficiency and better use of its human and material resources, Belarus should be able to
recuperate from these losses and also raise its standard of living.

2.7 Despite its many weaknesses, Belarus has the following advantages which could help
strengthen its competitive position:
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Skilled Labor Force. Belarus has a wide network of high-tech industries, including
military industries, in which the labor force is generally highly skilled. It also has many
scientific and research and development institutes.

Proximity to Central Europe and Good Transport Infrastructure. The geographical
position of Belarus - west of Russia and close to Central Europe - as well as good rail
and road connections, could facilitate close trade relations with Central and Western
Europe.

OUTWARD ORIENTATION OF THE ECONOMY:
INTEGRATION WITH FSU VERSUS PARTICIPATION IN INTERNATIONAL MARKETS

2.8 An export-oriented strategy based on Belarus' comparative advantage has important
implications for future relations between Belarus and other FSRs, particularly Russia. Obviously, Belarus
should maintain its close links with the FSU, both as a major source of supply of raw materials and
energy and as an important market for its industrial and agricultural products. However, the progressive
shift to inter-republic trade on the basis of international prices will require the same type of adjustment
as an increased participation in international trade. Thus, the basic criterion for decisions on restructuring
existing enterprises and farms, and for investments in new ones, must be their ability to create value
added on the basis of international prices of inputs and outputs.

2.9 Stronger economic ties with the FSU would require the coordination of economic policies,
not only at the macroeconomic level but also with regard to pricing policy, trade regulations, and
institutional arrangements. In this regard, a common currency was seen as the most effective vehicle for
economic policy coordination and support of inter-republic trade. Yet, in spite of the maintenance of the
ruble zone, settlement systems and credit arrangements capable of fostering stronger economic ties and
replacing previous arrangements have not been developed.

2.10 Belarus has undoubtedly benefited from bilateral trade agreements with Russia in 1991
and 1992, by obtaining access to credit and below-market prices for oil and raw materials, but these
benefits are being progressively eliminated by the reduction of supplies delivered under bilateral
agreements and the rise in their prices. In addition, the relation between these concessions and Belarus'
permanence in the ruble zone is somewhat ambiguous, as a preferential trade and credit regime may be
established independently of currency arrangements, in the context of regional economic and political
cooperation. Thus, the question of rebuilding strong ties with the FSU or venturing more aggressively
into international markets should be kept separate from the issues posed by monetary and credit
arrangements within the ruble area.

2.11 Owing to political considerations and to its position as a major beneficiary of the previous
trade arrangements in the FSU, Belarus has continued to call for closer economic coordination within the
FSU. Most recently, a proposal was advanced by the Russian Federation for an economic union with
Belarus, Ukraine, and Kazakhstan, and this has produced strong interest on the part of Belarus. This
proposal has not yet been met by concrete initiatives on a multilateral basis.

2.12 Even if stronger economic ties with the FSU were resumed, it is unlikely that Belarus
could obtain benefits of the kind and magnitude of those received prior to the breakdown of the FSU.
As has been noted above, the shift to inter-republican trade on the basis of international prices appears
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unavoidable. The benefits from closer integration with other FSRs will have to come from lower
transaction costs and easier access to commodity and financial markets.

2.13 If Belarus is to benefit from a closer economic integration with the FSU, it will have to
move away from the highly inefficient arrangements, based on barter and/or bilateral agreements, that
have became widespread in the last two years. These arrangements limit price and quality competition,
entail high transaction costs, are not transparent, and often avoid taxation. Moving away from these
arrangements will require a substantial change in policy orientation and the strengthening of inter-republic
institutions, not only from Belarus but also from the rest of the FSU. In Belarus, however, the system
of state orders, which is used in part to fulfill bilateral trade agreements, will have to be liberalized -
with the elimination of mandatory orders and the introduction of competitive public procurement
regulations - and eventually replaced by the development of an adequate market infrastructure. On the
institutional side, it will be necessary at minimum to develop an adequate inter-republic payments system.
Unfortunately, discussions on the creation of the so-called Inter-State Bank, which would be in charge
of settling trade balances in the FSU, have not yet produced concrete results.

MACROECONOMIC IEIMCATIONS OF A GRADUAL PACE OF REFORM

2.14 The Government and the Parliament of Belarus have chosen to pursue a gradual approach
to structural reform. The overriding concerns appear to be to maintain social peace during the transition
and to ensure that widespread consensus accompanies each step of the process; these concerns are viewed
as outweighing the advantages of a rapid transformation.

2.15 Gradual implementation will spread the costs of transforming the economy over time, but
may have serious implications in terms of macroeconomic stabilization and overall economic efficiency.
Among structural reforms, the liberalization of prices and the imposition of a hard budget constraint on
state enterprises should be implemented in the early stages, even if ownership and institutional reforms
are introduced gradually. In the first place, delaying price adjustment by subsidizing 'essential' goods
has direct effects on fiscal policy, and it may fail to reduce inflation if credit expansion is fueled by
unwillingness to allow bankruptcies. Second, managing prices by imposing ceilings on profit rates and
distribution margins distorts relative prices and interferes with resource allocation.

2.16 The magnitude of these effects should not be overlooked. In 1992, subsidies to control
retail prices for basic foodstuffs amounted to 6 percent of GDP. In comparison with other budgetary
items, this expenditure was larger than outlays for the Chernobyl program, was larger than education
expenditures, and absorbed three-quarters of the amount collected by the profits tax.

2.17 The magnitude of these effects on resource allocation are not as easily measured. The
costs of postponing the adjustment of relative prices by managing selected prices can, however, be
considerable. Lack of relative price adjustment and/or uncertainty about relative prices will obscure
profitability, and thus may discourage investment or may lead to inefficient allocation of investment.
Similarly, managing interest rates through directed credit, credit subsidies, selective access to lower-cost
funds, and ceilings on lending rate spreads over cost of funds interfere with the ability of lenders to
discriminate among borrowers and thus to allocate credit to the most efficient uses.

2.18 The growth that has taken place in domestic credit in order to sustain economic activity
and avoid bankruptcies has also posed serious disadvantages since it has been an important source of
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inflationary pressures. While inflation continues to be affected by developments in the rest of the ruble
zone, the sharp increase in credit to enterprises, especially long-term credit, in the second half of 1992
has been accompanied, with a short lag, by an acceleration of wage and price inflation - which has
returned to double digits, on a monthly basis, since October 1992.'

2.19 Because of the high costs of maintaining distorted relative prices and supporting
enterprises irrespective of their profitability, the Government, even under its policy of gradualism, should
move rapidly to liberalize prices and to impose financial discipline on enterprises. Concens regarding
the impacts of price liberalization and enterprise bankruptcies should be addressed by a well-targeted and
financially sustainable safety net (discussed in detail in Annex G). The impact on employment should
also be ameliorated by promoting an early supply response from the nascent private sector and by
accelerating small-scale privatization.

THE GOVERNMENT ROLE VERSUS TE PRIVATE SECTOR ROLE

2.20 At present, almost all economic activities in Belarus are undertaken by the public sector,
and the role of the private sector is still extremely limited. State-owned enterprises accounted for
approximately 84 percent of industrial output in 1992; in agriculture the share was smaller, at about 60
percent. The presence of private business is limited even in the distribution sector; indeed, all wholesale
traders are state-owned enterprises.

2.21 A market economy requires the existence of a sizable private sector. Privatization would
provide a considerable impetus to its development, but the process can be expected to require several
years. The necasary legislative framework is not yet complete. Under the optimistic assumption that
all necessary laws will be approved in the spring session of Parliament, the Government expects to
privatize about 160 industrial state-owned enterprises in 1993, reducing the share of industrial output by
state-owned enterprises from 84 percent in 1992 to 75 percent in 1993. A separate, "fast track" program
for the privatization of small businesses, mostly owned by municipalities, has not yet been approved.
Finally, the approval of a law on land reform is necessary for the privatization of farms.

2.22 In addition to moving forward on privatization, the Government needs to design and
implement a comprehensive program that will both create and nurture the private sector. The
Government approved a program for the development of entrepreneurship in December 1992, aimed at
removing constraints on access by new entrepreneurs to credit and real estate. This program is a first
step, although a very limited one, toward fostering private sector development, but it is not financially
self-sustaining, as it involves credit subsidies. Considering the existing formal and informal constraints
on private sector development, it is legitimate that the sector be given preferential treatment, at least in
the transition period; however, dependence on Government subsidies should not be encouraged.

2.23 Since the process of privatization and the development of a new private sector will require
a considerable period of time, the issue of the respective roles of the Government and the private sector
during the transition period and also at an advanced stage of reform needs to be addressed.

| A detailed discusion of credit developments is presntod in Annex I.
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2.24 The role of the Government should gradually change from that of direct management of
all enterprises to macroeconomic management and sectoral regulation. In other words, the Government
should focus increasingly on the creation of a macroeconomic and sectoral environment conducive to
private sector activities, and on the establishment of an adequate social safety net to protect vulnerable
groups during the transition and beyond. This is a far-reaching change that would require the
transformation of the Government's mode of operations.

2.25 Recently some Government ministries (for example, the Ministry for Light Industries)
have been converted into 'associations." Such a transformation is dangerous, since it leads to the creation
of monopolistic or oligopolistic associations, which also play industrial policy and regulatory roles. Even
in the transition period there is a need to separate the regulatory function of the Government from that
of managing enterprises, particularly monopolistic associations.

2.26 As progress is made on enterprise reform and privatization, the Government should turn
increasingly to indirect policy intervention through macroeconomic and regulatory sectoral policies. This
requires strengthening the core economic institutions, such as the Ministry of Finance and the National
Bank, as well as the major sectoral ministries, which should be consolidated. For example, a single
ministry should be in charge of industrial policy, instead of several industrial ministries which still exist
(see Box 2.1).

BOX 2.1-

INUSTRL SECTOR MINIS91 IN, BELARWS

Ownership and guidance of the largest share-of te i0dustrial enterpris has bee
entrusted to the newly formed State Committee for lnds (SCI). It is sponsible for 317 former
All-Union enterprises, as well as 30 form republic-owned entepdses, in thc machine building,
chemical, and electronics subsectors. Although about 80 percent of industrial output in Belarus
is produced by enterprises reporting to SCI, Is otber ministries and committees supervise raw
materials, woodwork, agriculture, and food processing. A separate Ministry of Bakeries still
exists. The Ministries of Communications, Transport, andEnergy own enterprises producing
equipment, such as telephone exchanges, railways, and transformers, respctively. Even the
Ministry of Culture owns enterprises producing musical instruments and cosmetics. In brief, for
the time being the administrative industrial surrut in Belarus is stil based on the perception
that each ministry must own onterprises in order to seure the supply of the products needed for
its particular area of responsibility.

2.27 Another important Government task is to put in place a legal system conducive to the
creation and functioning of a market economy. Several new laws have been passed since the Republic
of Belarus became independent, but other necessary legislation is still missing (e.g., in the area of public
procurement). More important, institutional arrangements (such as cadastre, public company register,
etc.) necessary for the implementation of the laws on property, companies, and secured transactions still
need to be developed.





3. MACROECONOMIC STABILIZATION

3.1 In the short term the major task facing the Government is to design and implement both
a stabilization program and a comprehensive structural reform program. Work on these two programs
must be undertaken simultaneously, since stabilization is a prerequisite for the successful implementation
of structural reforms. On the other hand, structural reforms in the productive and social sectors are
needed to initiate a supply response.

3.2 The basic strategy underlying macroeconomic stabilization should take the following into
account: (i) a prudent fiscal policy should focus on restraining expenditures, because of the current high
level of tax effort; (ii) enterprise restructuring will require a flexible credit policy and thus will constrain
the anti-inflation policies; (iii) the recovery of financial savings mobilization will be crucial to the
sustaining of enterprise restructuring and to the development of the private sector; and (iv) an open trade
policy and flexible exchange rate management will be necessary to support the reallocation of resources
toward exportables.

3.3 In addition to these basic conditions, the strategy for stabilization should also recognize
the constraints imposed by permanence in the ruble zone. Although monetary arrangements are now such
that only the non-food cash transactions take place in rubles, while all food cash transactions and all
domestic noncash transactions take place in what is effectively the national currency, inflationary
developments in Russia will continue to have a direct impact on Belarus.

FISCAL POUCY

3.4 The Government has maintained a comparatively more conservative fiscal stance than that
of other FSRs in 1992, in spite of declining economic activity and high subsidies, as a result of the tax
effort. Fiscal balances have, however, recorded a substantial deterioration, from a budget surplus of
about 2 percent of GDP to a budget deficit to about 2 percent of GDP. The budget for 1993, recently
approved by the Parliament, envisages a further deterioration, to 6 percent of GDP, under optimistic
assumptions for output and inflation. While the Govemnment has expressed its intention to limit the deficit
below the amount authorized by the Parliament, the current structure of revenues and expenditures
appears vulnerable, and a much larger deficit may occur if economic conditions worsen.

Tax Policy

3.5 The current level of tax effort amounts to approximately 30 percent of GDP, but reaches
almost 40 percent when contributions to the various extrabudgetary funds are included. This high level
of tax effort results from a combination of high rates of value added, profits, and income taxes, numerous
exemptions and privileges, and high levels of tax compliance.

3.6 In early 1993, amendments to the tax laws were approved, with the main objectives of
harmonizing value added tax (VAT) rates with Russia; reducing bracket creeping on personal income tax;
broadening the base for excise taxes and adjusting for inflation those taxes based on volumes (e.g., land
tax and natural resources tax); and introducing a temporary exemption from profits taxes for newly
established enterprises. The extraordinary tax to fund the Chernobyl program, which was introduced in
1992 on a temporary basis, was extended through 1993.
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3.7 The tax system will require careful consideration as the transition to a market economy
proceeds. Horizontal equity should be improved by reducing exemptions for different kinds of personal
income and harmonizing tax rates; incomes from "brokerage," which is defined to include trading in
commodity exchanges, are taxed at 80 percent, while the highest personal income tax rate is 60 percent.
Tax neutrality should also be improved, so that the allocation of resources among different sectors will
not be biased by the tax structure; and the tax base should be broadened, by the reduction of exemptions
from VAT and profits taxes. These measures would also simplify tax administration. Finally, as Belarus
becomes more integrated in the world economy, a shift toward taxation of international trade would be
advisable. This should be carefully coordinated with the FSU and with the design of the VAT, which
is currently biased against exports, and will also require the elimination of excessive and nontransparent
taxation of exporters (for example, through surrender requirements).

3.8 Increasing the equity and neutrality of the tax system while preserving its yield will be
necessary to provide fiscal policy with adequate flexibility during the transition. The current high
dependence on the profits tax - which contributes 8 to 9 percent of GDP - renders the budget vulnerable
to a prolonged recession and to enterprise restructuring, and constitutes an additional obstacle to private
sector development.

Public Exnditure Management

3.9 As was discussed in Chapter 1, the present composition of public expenditures (including
both the budget and the extrabudgetary funds) makes fiscal balances extremely vulnerable to continuing
high inflation and declining economic activity. Two items are particularly worrisome: subsidies, and
wages and cash benefits. Consumer subsidies (to maintain fixed prices for consumer goods and services
and for energy), subsidies to agricultural producers (to compensate for terms of trade loss vis-a-vis
inputs), and credit subsidies for military industry conversion and 'priority" housing development are all
directly affected by inflationary pressures. Public sector wages are indexed to past price inflation, and
pensions and other cash benefits (unemployment benefits, child allowances, etc.) are indexed to past wage
inflation.

3.10 The Government has not articulated a policy to phase out subsidies but only to target the
level of expenditure financing subsidies. The Government should implement a policy of gradual
elimination of price subsidies, to avoid sudden adjustments of controlled prices, or an additional fiscal
burden in the event of higher than expected inflation. Such a policy could target specific cost-recovery
ratios for utilities and other services - including rents - and similar ratios for subsidies to producer
prices for foodstuffs. With regard to subsidies for fuels and household energy, prices should be adjusted
to cost without delay, and taxes could be used to gradually raise these prices to world levels, in
anticipation of future import price hikes. These measures would allow the adjustment of consumption
patterns to the new prices over time, would bring forward energy savings resulting from higher prices,
and would provide additional, albeit temporary, revenues. Finally, the budgetary allocations to price
subsidies, if not spent, could be transferred to social safety programs targeted to vulnerable groups.

3.11 Concerning wages and cash benefits, the Government intends to reduce wage indexation
to 70 to 75 percent of past price increases. Since wage indexation is based on the so-called Minimum
Consumer Basket - a subset of the basket used for the RPI, heavily weighted toward subsidized goods -
- this less than full indexation may not be sufficient to control the real growth of government wages, as
prices of subsidized goods are expected to rise more rapidly than the rest of the RPI basket. In addition,
demographic developments, low retirement age and generous replacement ratios, and indexation to past
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wage inflation all point to pensions as the most dangerous source of fiscal instability, together with
subsidies.

3.12 Measures to improve efficiency in the delivery of social services and to introduce
elements of cost recovery in health and education are discussed in Annex G. While these measures may
not appear urgent and are unlikely to generate sizable savings in the short run, they should be considered
as a medium-term means of increasing control over social expenditures and flexibility in the overall
budget.

MONETARY AND CREDIT POLICY

3.13 The Government of Belarus opted to be part of the ruble zone in 1991, and intends to
continue to be a member in the near future. In 1992, however, the monetary linkages imposed by
participation in a common currency area have gradually weakened. In the first place, the inter-republic
payment system disintegrated and bilateral credit and settlement arrangements were established.
Secondly, the rubel was introduced as national currency, in circulation alongside the ruble, in June 1992;
since November 1992, the rubel has been the only means of payment for purchase of "essential' goods -
- food, alcohol, and tobacco - and for cash transactions in border areas.

3.14 Credit policy has also been affected by the establishment between republics of bilateral
settlement arrangements that do not allow domestic credit instruments - deposits in local banks - to be
used as payment for inter-republic transactions.

3.15 The previously weak links between domestic monetary and credit policy and inflation have
thus been intensified. The expansion of domestic credit in the middle of 1992 - after the dramatic
contraction earlier in the year - was followed by a large increase in wages and an acceleration of price
inflation in the last quarter of 1992.

3.16 Monetary management is particularly complicated under the current arrangements. An
independent monetary policy is not yet possible because part of the currency in circulation is not under
the control of the NBB. However, the direct monetary linkages that had immediately translated the first
round of price liberalization in Russia into inflation in Belarus are not in place. The current arrangements
appear inadequate to support monetary stability, in particular in light of the lack of policy coordination
within the ruble zone.

3.17 As a result of the current monetary arrangements, on the one hand domestic stabilization
continues to be dependent on monetary and fiscal policy in the rest of the ruble zone and in particular
in the Russian Federation, and on the other hand domestic credit and fiscal policy have become necessary
for stabilization.

3.18 While the surge in inflation in 1992 effectively eliminated the monetary overhang of the
1980s, a recovery of financial savings and their mobilization by the banking system is necessary to
support the restructuring of the enterprise sector. The current system, in which the Savings Bank still
has a de facto monopoly on household deposits and in which deposit and lending rates are effectively
fixed by the NBB at highly negative real levels, will need to be profoundly reformed in order to recover
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a true intermediation role. The establishment of positive real interest rates and the restructuring and
recapitalization of the Savings Bank and the former state banks will be crucial steps in this process.

INTERNATIONAL TRADE POUCY

3.19 Belarus is under a dual system of trade and exchange rat.s, with different rules for trade
with hard currency areas and trade with other FSRs. Since Belarus is a member of the ruble zone, trade
with the other FSRs in the currency area is settled in rubles while the exchange regime applies to hard
currency transactions. The Belarus system is also based on trade commitments by state enterprises and
ministries, with a highly centralized attempt by Government authorities to control trade flows. Trade
restrictions are determined predominantly by the derived demand for raw materials and energy, and also
by the maintenance of comparatively high subsidies relative to the rest of the FSU.

Trade with Hard Curency Areas

3.20 Although it is a member of the ruble zone, Belarus maintained a different exchange rate
structure throughout 1992. In addition to the market exchanpge rate as determined in Moscow, this
structure included rates for personal transactions, commerci export and import operations, state
purchases, and foreign investment operations. The system also included surrender requirements for
exporters at below-market exchange rates, which constituted a heavy implicit tax on exports and
encouraged barter.

3.21 This system was substantially improved in January 1993, when a 'unified" exchange rate
was introduced for most transactions, and when explicit and implicit export taxes were substantially
reduced. A different "investment" rate, which is currently equal to approximately 40 percent of the
"unified" rate, was also introduced and is applied to foreign investment and export surrender
requirements. In spite of the permanence of Belarus in the ruble zone, the "unified" rate is not anchored
to the Moscow rate but is determined, with a one-week lag, on the basis of domestic inter-bank
transactions. The resulting exchange rate has been systematically more depreciated than the Moscow rate,
with the discount fluctuating around 20 percent. The arbitrage possibilities created by this situation are
reportedly being exploited by cash arbitrageurs, given the restriction on capital movements in the FSU.

3.22 The reduction of taxation on exports in hard currency is a substantial improvement over
the previous regime. However, a pervasive system of licenses and quotas for exports is still in place:
the rationale for this is to avoid the export to other countries of subsidized goods and goods regulated by
bilateral trade agreements in the FSU. This system needs to be dismantled, and all sources of bias in
favor of barter need to be eliminated.

3.23 In contrast with the heavy taxation and licensing of exports, explicit tariffs and import
barriers are virtually nonexistent. However, trade in hard currency is severely limited by the limited
ability to generate foreign exchange to pay for imports. A gradual movement toward the introduction
of low and uniform taxes on imports should be considered.

Inter-republic Trade

3.24 In 1992 inter-republic trade was conducted primarily on the basis of bilateral agreements,
and recently bilateral agreements for 1993 have been concluded. This approach to trade implies a
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profound diversion from a more market-oriented economy in which, given trade taxes, enterprises are
free to decide where, with whom, and under what terms they are to trade. The inter-governmental
bilateral agreements operate as a licensing system, with its concomitant adverse effects in terms of
bureaucratic decisionmaking and lack of transparency. In addition, to fulfill bilateral agreements, the
Government maintains state orders on a mandatory and non-competitive basis.

3.25 The lack of a multilateral settlement system is an additional barrier to efficient inter-
republic trade. A decision to establish such a system, with the institution of the so-called Inter-State
Bank, was taken in late 1992 but has not yet produced concrete results.

Options for Trade Policy

3.26 Various options on trade and exchange rate policy are open to the Government. As a
general principle, trade policy reform during the transition should be oriented toward the following goals:
(i) the need for the state trading system should be eliminated, to allow state-owned and private enterprises
to be free to engage directly in international transactions, whether with other FSRs or in the world
market; (ii) a simple and transparent trade regime is highly desirable, avoiding bureaucratic decisions and
delays in trade transactions and eliminating the scope for discretional protection which becomes captive
to the strongest pressure groups; and (iii) there are reasonable arguments for import tariffs for trade
outside the FSU, in order to raise tax revenues, and for tariffs for balance of payments support if the use
of the exchange rate is ruled out.

3.27 One implication of the above is that removing all quantitative restrictions and replacing
them by tariffs and explicit export taxes is highly desirable. Considering the implications of the effects
of a non-uniform tariff system on effective protection and on the political economy of a tariff system with
selective tariffs, there is a strong presumption in favor of a uniform tariff. However, a non-uniform tariff
may be unavoidable, in which case there should be few exceptions. A drawback on imported inputs may
be provided on exports.

3.28 The removal of quantitative restrictions is important. Import quotas, export licenses,
foreign exchange allocations for imports, pre-import deposits, the surrender of convertible currency at
lower exchange rates, and state trading, should all be avoided.

3.29 The need to promote competition in local markets, as well as the economic importance
of avoiding the anti-export bias implicit in a high uniform tariff, indicate that the external tariff should
not be "high." A target tariff level of about 10 to 20 percent at the end of the transition period is
suggested. While the path of tariff reductions should be established in advance, the decision on the tariff
reduction program is inevitably linked to decisions on the exchange rate regime. Ideally, both should be
tackled early in the reform program.

3.30 For certain commodities, such as oil, to the extent that the Government continues to
maintain the domestic price below world market price levels, some form of export restraint is required.
An export tax (equivalent to the price differential between domestic prices and world prices) is preferable
to export licensing. The former is transparent, it reduces uncertainty for exporters, and it generates
revenues.

3.31 Export controls that supplement price controls postpone the implementation of a
transparent trade policy, both in the FSU and with the rest of the world. To the extent that Belarus
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chooses to maintain some price controls, the implementation of export controls is unavoidable. Thus,
the current policy of price controls has one additional cost in that it prevents Belarus from moving
decisively toward an export-oriented strategy.



4. STRUCTURAL REFORM AND SECTORAL ISSUES

4.1 The transition to a market economy requires major transformations of the "real" sectors,
the building up of an autonomous financial system, and reforms in the social sectors. Since such major
transformations can be implemented only gradually, it is important to distinguish between reforms that
can be implemented in a relatively short time (perhaps up to 18 months) and those that require a longer
term. The following is the agenda suggested for structural reform.

INDUSTRY AND ENTERPRISE REFORM

4.2 The industrial sector, the largest sector in Belarus, must take the lead in the
implementation of reform. The major challenge is to design and implement a comprehensive program
for enterprise reform, including demonopolization, privatization, and restructuring. While actual reforms
would have to be implemented by the enterprises themselves, the Government needs to introduce a system
of incentives and disincentives ("carrots' and "sticks") that would lead enterprises to these reforms.

4.3 As a prerequisite to enterprise reform, the Government should impose a hard budget
constraint on enterprises, without delay. In particular, the Government should cease requesting that the
National Bank of Belarus (NBB) and the banks provide direct credits on concessional terms to enterprises
facing financial difficulties. It should refrain from giving guarantees to banks on credits to enterprises,
and it should also cease granting budgetary subsidies and tax concessions to enterprises.

4.4 To promote competition and to facilitate privatzation of state-owned enterprises (SOEs),
the Anti-Monopoly Law was approved by the Parliament in December 1992. The law is generally
comparable to most modern anti-monopoly legislation. There is, however, a need to develop carefully
definitions of what constitutes a monopoly and what constitutes abuse of dominant position, in order to
allow for transparent implementation of the law. In addition, the activities of the Anti-Monopoly
Committee need to be focused more clearly on the issues of importance for Belarus, such as the
demonopolization of trade and distribution and coordination with the privatization process.

Privatization

4.5 The Government should make every effort to complete the legislative framework for
privatization. The Prinaizadion Law was approved by Parliament in January 1993, but two additional
pieces of legislation - the Mass Privatization Law and the State Privatization Program - are necessary
for its implementation. Since privatization of SOEs would inevitably be a lengthy process, as has been
demonstrated by the experience in Eastern Europe, it is important that a multi-track approach be adopted,
including mass privatization through vouchers; negotiated deals for large enterprises, particularly with
foreign investors; workers' buyouts; and auctions for medium-size and small enterprises.

4.6 The Committee of State Property (CSP), which is in charge of privatization, appears to
be well placed and well intentioned, but it has very limited experience. The CSP will need external
technical assistance (TA) in the preparation of guidelines and regulations, as well as in initial
implementation. One of the urgent tasks of the Government is to mobilize external assistance for such
TA.
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4.7 In contrast to the privatization of SOEs, smallprvatization can be implemented in a short
time - as was the case in Eastern Europe. The Government and municipalities should expedite the
privatization of shops, services, workshops, and even small industrial enterprises. As was stated earlier,
the process of small privatization in Belarus to date has been slow and cumbersome. A single and rapid
implementation strategy should be devised. This could be achieved by auctions open to all bidders, which
would make it possible to phase out the valuation commissions. Workers' collectives should be permitted
to participate in the auctions and should even be given some discount of the highest bid price, but they
should not be permitted to block a rapid process of sales. Rather than using detailed contracts specifying
obligations on the level of service, market competition should be relied upon as a sufficient incentive for
private owners of small business to provide good service to customers.

Private Sector Development

4.8 The Government should take measures to accelerate the development of a vibrant private
sector. To that end, the Government should provide for an adequate legal framework for property rights
for land, buildings, and other property. It should facilitate provision of credits to small businesses
through development of collateral arrangements. The Government should encourage SOEs to lease
equipment and premises to small entrepreneurs and should encourage municipalities to streamline
registration and remove bureaucratic obstacles to the establishment of private sector enterprises.

Restruturing

4.9 The major challenge for the Belarus industrial enterprises is to make high value added
products which can be sold in Western markets. Even in the FSU, Belarus' products will have to
compete with imports from foreign countries. To survive, enterprises have no choice but to upgrade their
products to international standards, and this requires a major restructuring of the industrial enterprises.
Since privatization is a lengthy process, this restructuring cannot be delayed until the SOEs have been
privatized.

4.10 Enterprises should be required to prepare medium-term and long-term business plans that
would indicate their prospects for becoming competitive in international markets. These plans should
specify the measures needed to upgrade technology and product quality to international standards, to
change the product mix in accordance with market demand, and to introduce modern management
systems. The enterprise managers are well aware of their lack of experience in operating in market
conditions and in preparing business plans. In most cases, particularly with the larger enterprises, the
preparation of business plans will require the assistance of external consultants, which could be financed
from external sources. Those enterprises or product lines that do not show strong prospects for viability
under competitive market conditions should be liquidated and their assets sold off.

4.11 Enterprises should make every effort to find foreign partners, particularly strategic ones
capable of providing technological, marketing, and management assistance. Enterprises should shed off
non-core activities, such as construction and transport services, hat can be efficiently performed by
private firms owned either by former employees or by other small entrepreneurs. Enterprises should also
be permitted to sell off assets not essential to their core activities. They should lay off excess workers
and take other measures to reduce costs.
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Research and Development Institutes

4.12 The Government should initiate a comprehensive study of the existing academies,
universities, and research and development and design institutes, in preparation for a program for using
their scientific and technological potential to upgrade technology in industrial enterprises. Some of the
existing institutes financed by the budget do not appear to make a significant contribution to such
technological upgrading; these institutes should be required to sell their services to enterprises on a
commercial basis, and some of them should be downsized. To the extent feasible, academies and
institutes should be required to sell their services for fees.

Corporate Governance

4.13 The industrial enterprises in Belarus still have the internal management system of SOEs
under central planning. General managers report directly to the relevant line ministry. Associations and
enterprises have no boards of directors. To improve the performance of those enterprises that will remain
state owned until privatized, corporate governance should be introduced that would clearly define the
respective roles of the owners, the boards of directors, and the management. The owner (the state)
should exercise its rights by appointing the board of directors, which should provide strategic guidance
to the managers and monitor their performance. Most directors should be outsiders, with a professional
background in technology, economics, law, etc., as well as in management of other companies.

4.14 Since senior managers generally have an engineering background, the Government, jointly
with universities and large enterprises, should provide for training of managers in marketing, finance,
and other aspects of business management. Compensation of managers should be commensurate with
their responsibilities and their success in meeting targets set by the board of directors.

4.15 According to a decision of the Council of Ministers, the CSP, which is the central
privatization agency, is entrusted with the ownership of all state assets and enterprises. The CSP should
appoint directors to represent state ownership rights in joint stock companies. In practice, the staff of
the CSP is small and is hardly capable of dealing with privatization. To make it effective in looking after
state interests, the CSP should be properly staffed and trained. Technical assistance will be needed to
define its role, to assist in the first stages of implementation, and to train its staff.

AGRICULTURE

4.16 The agricultural sector of Belarus has considerable potential, but needs comprehensive
reform. The elements of such reform include: (i) ownership reform; (ii) land privatization and the
restructuring of the kolkhoz/sovkhoz system; (iii) the development of a market structure in agriculture;
and (iv) a changing government role. Since such a program can be realized only over the medium term,
there is a need to phase the program to the short and medium terms.

4.17 In the near term, the Government should complete the process of price liberalization,
particularly of producer prices, to provide the incentives necessary to increase production and to use
farms more efficiently. Existing monopolies in the marketing of agricultural inputs and outputs should
be broken up. The Government should phase out subsidies on the prices of produce. Presently,
subsidized and controlled prices are aimed at keeping prices low at state shops. In practice, quality meat
and sugar are scarce in these shops, while they can be bought at the free market at much higher prices.
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In addition, relative prices are distorted by subsidies, which are delaying the necessary adjustment in
production and consumption patterns.

4.18 The state monopoly of foreign trade for agricultural products has been abolished, but
restrictions on agricultural exports are still pervasive. Foreign trade should be liberalized and agricultural
enterprises should be encouraged to trade. The current system of bilateral agreements and state orders
that support it should be reformed to encourage competition.

4.19 A major reform is needed in land ownership. The U.S.S.R. land law adopted in February
1990 established the principle of land proprietorship for life with the right to bequeath. The law also
stipulated that the republics adopt their own land legislation within this general framework. The Belarus
legislation acknowledged the principle of private land ownership in late 1991. Full private land
ownership, however, has not been legally accepted. The present legislation and government policy
envisage collective ownership as the dominant form of land ownership (90 percent of land). Private
agriculture is intended to be kept as supplementary. The establishment of private agriculture has begun
along this line. In recent months, 900,000 ha - about 10 percent of the total kolkhoz/sovkhoz land, was
set aside for private farming. Independent family farms can be established by both farm members and
others. The upper limit for holdings is set at a maximum of 50 ha of arable land, but more land can be
rented. Land is also provided to increase the size of household plots and family gardens.

4.20 A land reform law is under discussion by Parliament. The land reform program should
be introduced rapidly and should begin with the immediate titling of land to the kolkhoz/sovkhoz
members. Every individual should receive a plot of land, free of charge or at a nominal price. The
vouchers of the privatization scheme should be accepted at least as major payment. Any restrictions on
private land ownership should be lifted.

4.21 Sovkhozes and kolkhozes in their present form are not suitable for the market economy
environment. The Government should design a program and should set a timetable for kolkhoz/sovichoz
restructuring. The land and other assets should be transferred to private ownership, and members should
decide freely on the future of farm management. The breakup of large farms into more manageable units
should be encouraged. Various forms of cooperation found in Western countries should be promoted.
Newly established shareholding companies should be of an open type with transparent ownership. The
remaining large-scale farms should be managed as business entities; employment and ownership should
be separated and scale should be adjusted to local conditions. The food processing industry and services
should be privatized on the same principles as those used for the industrial and service sectors.

4.22 The restructuring of farms will require that the social functions now undertaken by farms
and agricultural enterprises - schools, hospitals, nursing homes, houses of culture, road maintenance -
be transferred to municipal or other local governments.

4.23 Individual family farms are an important vehicle for meeting the objectives of agrarian
reform. To ensure their success, the following arrangements are needed: (i) there should be a
competitive land mortgage system for financing investments, including the purchasing of equipment and
land; (ii) a competitive bank credit system is needed for financing working capital; (iii) the state should
give up its control of input and commodity markets and should encourage free competitive markets; (iv)
the state should finance investments in public goods, (i.e., infrastructure, transportation, roads, and public
services); (v) family farms should be permitted to hire labor; and (vi) individual farms should not be
limited in size.
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4.24 Direct government intervention in agriculture, such as the establishment of mandatory
targets for production and/or delivery of goods and central distribution of investments and inputs, should
be phased out. The appropriate government role should be to establish the general rules and facilitate
the conditions for the smooth operation of agricultural markets. The new agricultural structure requires
that the Government establish and operate an organized extension service.

4.25 If these reforms are successfully implemented, they are likely not only to increase the
supply of agricultural produce to the Belarus markcet, but also to considerably increase exports to the FSU
and to foreign markets, particularly of livestock products.

ENERGY

4.26 The Belarus economy is characterized by high energy intensity in relation to industrial
output and GDP. Belarus used about 70 percent more energy in 1991 than might be expected on the
basis of its per capita GDP level. The reasons for this high energy intensity are the low capability of the
economy to produce value added, and the low efficiency of industrial processes and energy consumption
technologies.

4.27 The energy sector requires major reforms in pricing. At the present time industrial
energy prices are generally between 10 and 30 percent of economic cost; the level of household energy
prices (with the exception of gasoline and diesel oil prices) is a very small fraction of both economic costs
and industrial energy prices; and natural gas is the most undervalued energy source. Domestic energy
prices should not be allowed to fall below the price of imported energy. This will automatically be
ensured in the petroleum and solid fuels subsectors if the Government decontrols petroleum products and
solid fuel prices. For natural monopolies (i.e., electricity, heat, and gas supply), the Government should
develop industry-specific price regulation formulas or criteria to control the changes in prices. The
Government should also develop a program to eliminate household energy subsidies over a period of three
to five years.

4.28 Steps should be taken (i) to rapidly privatize enterprises in those subsectors which are
not natural monopolies (i.e., coal, petroleum refining, and marketing) and (ii) to increase the autonomy
of enterprises that remain under state ownership. In those subsectors which are not natural monopolies,
the objectives of the Government's regulatory function can best be achieved by ensuring the existence of
a competitive environment. This implies freedom of entry and exit, import liberalization, and decontrol
of domestic prices. In the medium term, for extractive industries with great in situ value (i.e., oil and
gas exploration) and for natural monopolies (i.e., electricity, heat, and gas distribution), the Government
should create a licensing/concession regime. For natural monopolies, the Government should establish
a regulatory agency.

ENVIRONMENT

4.29 The population of several major industrial cities suffers from severe environmental health
problems. As in other former Soviet Republics (FSRs), the life expectancy of males in Belarus has
continued to decline over the past 20 years, reaching an all time low of 66.3 years in 1990. While the
reasons for this alarming trend are not clear, a combination of life-style factors (such as smoking and
poor diets) and environmental degradation is thought to be responsible.
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4.30 To reduce hazardous pollution, the Government should take steps to increase the use and
effoctiveness of control instruments, such as permits, civil penalties, and closures of plants or processes.

4.31 As is well known, the most serious environmental problem in Belarus is the Chernobyl
catastrophe. In early 1990, the Parliament passed a law on compensation to the victims of Chernobyl.
The Chernobyl program represented over 4 percent of GDP in 1992. This program places a heavy
burden on the budget and results in a significant reallocation of income between those who live (or lived)
in areas affected by the accident and the rest of the society. The contamination zones and compensation
categories were delineated on the basis of very rudimentary health risk assessments. The Government
should initiate an up-to-date health risk assessment in the contaminated areas and should revise the
program accordingly.

TRANSPORT

4.32 The Belarus transport infratructure is in fair condition. Nevertheless, services can be
improved if structural reforms are implemented, particularly in the road freight system. Privatization of
trucking should have a very high priority among reform measures, and should be carried out in such a
way as to break up local and regional monopolies or near-monopolies. Taxi enterprise and inter-city
bus operations should also be privatized under the same principles.

4.33 In highways, the construction and maintenance fimctions must be separated from planning
and finance and moved into the private sector - not as one large contractor but as several contractors.
Govenment procurement of construction and maitenance services should be through competitive
bidding, open to any firm that can demonstrate its ability to do the work.

FINANCIAL SECTOR

4.34 The transition to a market economy requires an efficient financial system. The major
reforms which need to be introduced in the financial system are summarized below.

4.35 The central objective should be to build up an autonomous financial system free of the
interference of the Parliament and the Government and capable of mobilizing financial resources and
allocating them on the basis of economic and financial considerations to creditworthy customers. To
provide guidance for such a system, the NBB should be given fiill autonomy. Its staff should be trained
by technical assistance from international financial institutions and from central banks. Strengthening the
NBB is necessary whether or not Belarus stays within the ruble zone.

4.36 The NBB should cease directing credit to sectors or to enterprises in accordance with
Government directives. Instead, an interbank market should be established in which commercial banks
could place excess funds. Interest rates in the market would be determined by the supply and demand
of funds and by the targets of monetary policy. To develop the interbank market, the authorities should
allow the Savings Bank to lend in the market, but only after the resolution of the Savings Bank's loss of
asets and the establishment of a reliable system of prudential regulations, to reduce its credit risk when
lending to other banks. In addition the NBB should reconsider its reserve requirements on banks, in
order to reduce the number of rates and lower their present level.



37

4.37 The authorities should gradually move toward effective liberalization of interest rates and
should simultaneously refrain from using the banking sector for granting subsidized credit. The
Government and the NBB should introduce several steps to gradually raise interest rates to positive real
levels and to ensure full compliance with prudential regulations following international standards. In this
process, former state specialized banks will need to restructure their portfolios and be recapitalized, in
order to become competitive at market-determined interest rates.

4.38 Non-recoverable assets of the existing banks should basically be written off against the
shareholders' capital. The remainder of the bad loans would have to be taken over by the Government,
possibly through a special institution such as a restructuring agency.

4.39 The reform of the financial system could be strengthened by the entry of foreign banks,
which should be allowed to inject capital into emerging private commercial banks.

SOCIAL SECTORS

4.40 As part of the FSU through December 1991, Belarus bad a well-developed system of
social protection and government provision of social services. This system included free access to
education and health services, the provision of a vast array of cash and in-kind benefits to a large fraction
of the population, and consumer price subsidies for basic commodities. Overall, about 40 percent of the
population received some cash assistance (such as pensions, family allowances, and student stipends), and
everyone qualified for such in-kind assistance as health care, education, and price subsidies. As a result,
public social spending represented in 1991 a high share of total public spending (73.0 percent) and of
GDP (28.5 percent).

4.41 In 1992, following Independence, Belarus began restructuring the social safety net,
making it more generous and, therefore, a heavier burden for public finance. The demand for expanded
social protection was boosted by the uncertainty created by the new economic environment, the sudden
experience of rapid inflation, and the abandonment of lifetime guarantees of employment - a key
instrument in the former social protection system.

4.42 The Government is, however, facing increasing difficulties in sustaining the existing set
of social programs and in further implementing the reforms under consideration, especially in the context
of the deterioration of the current situation. In 1992, social expenditures represented nearly 80 percent
of total public expenditures and 39 percent of GDP (up from 28.5 percent for the previous year). To
achieve this level of spending without too large an increase in the public sector deficit, and to compensate
for the contraction of economic activity experienced in 1992 and the parallel decline in the wage bill and
tax base, the rate of payroll taxes was increased substantially in 1992. It now reaches 60 percent. In the
short run, the financial sustainability of the existing set of social programs seems unlikely as it may
undermine the Government's capacity to embark on a stabilization program. At the same time, existing
programs seem ill adapted to addressing social problems that were unknown in the past, such as rising
unemployment and increased poverty for certain population groups.

4.43 Obviously, there is no option other than to restructure the social safety net by reducing
some expenditures and targeting the available resources to those who most need them. The existing set
of social programs may also be inadequate for the transition to a market economy in which the private
sector should play an increasing role both in the determination of peoples's income and in the delivery
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of social services. The Government is thus facing a dual challenge: to identify a satisfactory package of
benefits and services that would in the short run reconcile the needs of the most vulnerable groups with
existing financial constraints, and to prepare for long-term reforms adequate for a market economy.

Social Protection

4.44 The overall system of social protection needs to be carefully analyzed and reviewed. The
main extrabudgetary fund, the Pension Fund, which administers pensions and some child benefits, is
facing increasing financial difficulties, linked to the economic situation but also enhanced by demographic
factors. It is thus necessary to review both the eligibility conditions and the benefit levels of pensions,
and to analyze options under alternative economic and demographic scenarios to ensure the financial
sustainability of the fund. Transitory schemes may need to be considered for the stabilization period.
The entire set of social assistance programs should also be reviewed to ensure that they are appropriately
targeted to those who truly need the assistance. To this end, improvements in the Government's capacity
to monitor changes in the population's standards of living and to identify the vulnerable groups appear
to be a priority.

4.45 The system of unemployment compenution also needs to be carefully reviewed.
Currently, unemployment benefits represent only a tiny fraction (less than 1 percent) of total cash
benefits. However, at their current level, the resources of the Employment Fund could hardly respond
to any rapid increase in unemployment without drawing from other resources allocated to the public
sector or creating an increased deficit. Plans should be prepared for reviewing options in such an
eventuaity. Finally, reforms to social protection programs will need to be accompanied by significant
administrative changes, as the current administrative structure is ill adapted to a market economy in which
the state control on enterprises will be loosened.

Education

4.46 Educational achievement has been substantial in Belarus, as is indicated by literacy rates
approaching 100 percent. General secondary education is good and several institutions of higher
education are acknowledged as ranking among the top few in the FSU. Nonetheless, efficiency has
always been low and quality has stagnated over the last decade. In recent years there has been rising
pressure to increase the amount of resources devoted to the sector, and the 1991 Law on Education in
the Republic of Belarus stipulates that no less than 10 percent of GDP be spent on education. This goal
was not met in 1992 and the current economic and financial situation makes it unlikely that such a target
will be met in the near future. Thus, the only solution appears to be to drastically increase the efficiency
of service delivery - for example, by reducing nonteaching personnel and by using the teaching staff
more efficiently. Reviewing the student subsidy policy, introducing cost-recovery measures, and
promoting the participation of the private sector should also be considered as options. Such reforms will
be necessary to maintain what appears to be the main asset of Belarus: its human capital.

Health

4.47 Health indicators in Belarus, such as life expectany, death rates, and infant mortality
rates, are at levels similar to those in neighboring countries, but are still at some distance from levels in
Western Europe and North Ameica. Furthamore, some indicators such as life expectancy have
stagnated or slightly worsened over recent years and there is an increased concern that further worsening
could occur during the transition period. A close review of the sector indicates that a number of actions
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should be taken, within the overall budget currently allocated to the sector, to improve efficiency and
performance. These actions include: (i) reviewing the number and mix of health care personnel to bring
it into line with the profile of diseases; (ii) refocusing resource allocation on primary care, prevention,
and health promotion, with special attention to target groups; (iii) introducing accountability mechanisms
as well as management and financial control mechanisms; and (iv) designing an immunization strategy.

HOUSING

4.48 Belarus' living space standards compare favorably with those of other FSRs. The average
living area (excluding halls, bathrooms, and kitchens) was 19m2, considerably better than that in Russia
and in Ukraine and than the FSU average. Since 1980, Belarus has consistently invested more per capita
in housing and community development than have the other FSRs.

4.49 Until recently, virtually every aspect of housing production was heavily subsidized,
including the costs of raw materials supplied by state facilities, energy and transportation costs,
manufacturing costs, and infrastructure services. Within the past two years, the prices of raw materials
have increased to more closely reflect production costs. In January 1992, state housing rents were
increased for the first time since 1926. Water, gas, electricity, and heating charges have also been raised
since January 1992. Even with these increases, housing is still heavily subsidized. The Government
intends to charge full costs for all housing services following privatization of state housing.

4.50 The housing waiting list currently has 630,000 applicants countrywide, with a typical
waiting period of 11 years. Relocation following Chernobyl is taking 85 percent of the total budget for
housing and infrastructure, resulting in further pressures on the housing waiting list. However, some
state officials expect the waiting list itself to become an anachronism, with the forthcoming privatization
of housing and the repeal of the "propiska" (residence permit) laws.

4.51 The Law on Housing Privatization passed Parliament and became effective on July 1,
1992. The law applies to all apartments which are enterprise owned or state owned and is designed so
that all citizens will be entitled to apply. All apartments are being valued at 1991 prices, and each family
will receive a voucher with which to 'purchase" an apartment. Cash payments will make up the
difference.

4.52 An estimated 15,000 private companies are engaged in the housing industry; 40 to 50
percent are contractors large enough to compete with state enterprises. Many were privatized from state
organizations under 1987 laws which reduced taxes for four to five years. During this period these
companies leased and purchased state equipment. Taxes have now been reintroduced, and newly forming
companies would find it hard to privatize in the present economic climate.

4.53 The following four key issues face the industry:

- The availability of funds for construction financing.

- The absence of a mortgage market secured by the land and property being
financed. Ultimately, this requires a court system to enforce property claims.

- The effective removal of tax incentives which encouraged privatization in the late
1980s.
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- Modernization of equipment, phasing in of new materials such as plastics and
products using wood waste, and phasing out of hazardous materials such as
asbestos.

The Government needs to design a policy to solve these problems, and to accelerate the process of
privatization of construction companies and of land.

LABOR MARK1T

4.54 Historically, labor hoarding has prevented any major manifestation of open unemployment
in Belarus and - as in other countries in Central and Eastern Europe and in the FSU - labor hoarding
was accompanied by labor shortages. Labor shortages discouraged firms from firing unnecessary
workers, yet numerous workers on the payroll were underemployed. Although in the post-War period
employment growth was high, the number of vacancies was always much higher than the negligible
number of registered unemployed.

4.55 In spite of the massive output contraction, the rate of unemployment in Belarus is still
low, and there are numerous reports showing that workers are given unpaid leave rather than being laid
off. The enterprises' strategy of choosing unpaid leave or short-time work is consistent with the general
reluctance to impose involuntary separation and with the Government's tendency to promote active job
searching by reducing wages and time allocation in primary employment rather than by shedding labor.
This tendency, however, would not appear sustainable if the enterprise restructuring process were to start,
and high open unemployment is likely to be imminent.

4.56 The Government has already begun to reform the labor market, albeit in an inconsistent
manner. On one hand, it has developed a network of labor exchanges and has launched labor market
policies based on a mixture of active and passive measures. On the other hand, various constraints to
labor mobility are still in place and the Government is not sufficiendy active to do something about the
situation.

4.57 There are two major constraints to labor mobility. First, the worker may only be
employed in the area of his 'propiska' (residence permit), which stops many rural residents from taking
jobs in the cities. Second, the ordinary propiska is supported by the practice of imposing a tax on an
employer or employee in cases in which an educated person is given a permission to move. Not only
is this system unjust, it is also inefficient - it precludes seection from a larger pool of candidates and
thus hinders competition. The Government expresses its intention of abandoning the system whereby the
local councils can grant permission for settlement in a locality, but the time frame for this change is not
as yet known.

4.58 Further restrictions are also in place. Some categories of workers cannot be laid off
freely, and there are quotas for a guaranteed employment for some protected groups. While such a
system may appear just and humane, it is counter-productive, and it would be much more effective to
replace it with a system of income support and investment in human capital, and, possibly, of wage
subsidies for first-time job seekers, long-term unemployed, and invalids, for example.

4.59 Although in principle wage setting was lifted in January 1992, new constraints were
introduced. In order to contain inflationary pressures and to ensure that real wages declined, on one
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hand, and that the poorest did not fall below a certain level of income on the other hand, the Government
introduced both a tax-based incomes policy and an indexation mechanism at the beginning of 1992. The
minimum wage was also frequently adjusted. As a result of these conflicting measures, real wages
dropped substantially in 1992.

4.60 The current system of active labor market policies is still nascent. In particular, training
is limited to state-owned institutions and is not sufficiently linked to potential employers. The higher
involvement of private institutions in training is desirable. Consideration should also be given to
establishing a training fund, financed jointly by employers and a direct budgetary contribution. The
contribution of employers in such a case should be reduced to the extent that companies provide their own
training for workers.

4.61 There is a need for regulations dealing with mass, large-scale layoffs. In particular, these
regulations should determine the period of advance notice for employees and the actions which should
be undertaken by employment centers. Among these actions, one of the most important is counseling
and job matching, already provided on-site in some cases.





5. MDIUM-TERM PROSPECTS

5.1 This chapter presents a tentative scenario of the future prospects of the Belarus economy,
with the objective of identifying the main macroeconomic constraints and financing requirements for a
gradual recovery of growth.

5.2 On the policy front, the main factors affecting the medium-term outlook are the
Government's determination to rapidly restore macroeconomic stability, and its gradual approach to
structural reform. The projections discussed in this chapter are predicated on the implementation of a
comprehensive program of macroeconomic stabilization and structural reform.

5.3 One important source of uncertainty regarding medium-term prospects is the ability of
Belarus to adjust to the large terms of trade shock caused by the gradual increasing of the price of
Russian energy exports toward international levels. Given the permanent nature of this shock and the
very high energy intensity of output, existing subsidies to energy users should be eliminated and import
price increases should be passed on quickly in order to promote the necessary demand response.

5.4 One additional source of uncertainty is the future path of the ruble and ruble inflation.
Recently, and unexpectedly, the ruble depreciated, from 120 rubles per U.S dollar at the beginning of
1992 to over 500 rubles in January 1993, to over 900 in April 1993. Domestically, uncertainty regarding
the value of the ruble affects Belarus' prospects for stabilizing the macroeconomic framework while
remaining in the ruble zone. Externally, this uncertainty affects prospects for the resumption of inter-
republic trade on commercial - non-barter - terms.

5.5 Even assuming that Belarus is successful in restoring macroeconomic stability, that a
comprehensive program of structural reforms is implemented gradually but steadily, and that trade
recovers in the ruble zone, the resumption of growth will require substantial external financial flows.
The balance of trade with the rest of the FSU has been positive historically, but it is estimated to have
become negative in 1992 as a result of oil price increases. The balance of trade with the FSU and
particularly the Russian Federation is expected to register large deficits in 1993-94, as the expected
further increase in oil and other energy prices continues and world levels are reached. The balance of
trade with the rest of the world, on the other hand, is estimated to have turned positive, as a result of a
large decline in imports owing to lack of foreign exchange. Overall, the balance of trade is projected to
remain negative, as necessary imports contribute to stemming the decline in consumption while output
declines and while industrial restructuring is in progress. The distribution of the trade deficit between
the FSU and the rest of the world will depend on the orientation of trade preferences that Belarus will
pursue, as well as on the trade financing arrangements that will be put in place.

5.6 Belarus has not assumed any liability for the external debt of the FSU (owing to
consolidation of external liabilities with claims on external assets and inter-republic enterprise arrears).
Disbursements on foreign non-FSU loans are estimated as between US$150 million and US$200 million
in 1992, and disbursements on FSU loans as the equivalent of about US$250 million. Although the bulk
of the foreign debt accumulated in 1992 is on commercial terms - and the terms of the FSU credit are
not known - foreign debt service is negligible at this time. The extent to which further external debt
accumulation will be sustainable will depend, however, on the future level and composifion of trade and
source of financing in addition to economic growth.
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Growth Prospects

5.7 Given the degree of Belarus' economic integration in the FSU, developments in the latter
will continue to be of paramount importance. The projections for output growth and inflation are thus
predicated on the developments currently anticipated for the Russian Federation - in particular, the
recovery of economic activity starting in 1996-97 and the deceleration of inflation to approximately 10
percent per month starting in the last quarter of 1993, converging to world levels by 1997-98.

5.8 Under the assumptions that Belarus can implement a gradual but strong program of
stabilization and reform, that policies in the ruble zone support a recovery of inter-republic trade, and
that the economy adjusts successfully to the continuing 'oil shock," a moderate resumption of growth can
be expected, beginning in 1995-96. Table 5.1 shows the projected developments of the main
macroeconomic indicators.

Tabl S.1: MACItOB00NO&AC DIDICATORS

At*el 3siime pi

1991 1992 199 1994 1995 1996 1997 199 1999

Sbwe of 1991 level (S)

ODP 100.0 63.5 75.1 72.9 74.0 76.6 40.4 34.4 U6.6

Privae C _muspio 100.0 62.5 92.6 93.1 93.4 94.3 97.8 102.7 106.5

A_mul Gawth Rhts (S)

RuWan GDP, C _ Prioe -13.0 -15.0 -15.0 4.0 -3.0 -1.0 1.0 3.0 4.0

Rizirn GDP Ddlator 96.0 1.640.0 750.0 150.0 35.0 15.0 3.0 5.0 5.0

Beoh GDP, CaPo Pri -0.6 -16.5 -10.0 -3.0 1.5 3.5 5.0 5.0 5.0
Bebnu GDP Ddeior t1.6 1,450.0 600.0 100.0 20.0 15.0 3.0 5.0 5.0

Nal GDP Slat (S)

C <_,,o 66.2 70.0 91.0 69.0 U6.0 34.0 63.0 U3.0 82.0
Private 65.8 65.0 81.0 4.0 63.0 61.0 60.0 60.0 79.0

Public 2.4 5.0 10.0 5.0 3.0 3.0 3.0 3.0 3.0
Capital Acauulio 34.4 29.3 32.4 22.9 22.3 21.9 23.4 22.9 23.2

Net Fixed Inv _uncat 13.3 19.3 22.4 17.9 17.3 17.9 19.4 16.9 19.2
Stock Cbuae 15.6 10.0 10.0 5.0 5.0 4.0 4.0 4.0 4.0

Rcurce BDaince -2.6 0.7 -23.4 -11.9 4.3 -5.9 -6.4 -5.9 -5.2
ImponaGNPS 56.0 63.8 116.5 37.8 61.1 76.5 74.9 75.1 75.3
EZPOIUGNPS 53.4 64.5 9t. 76.0 72.7 70.6 66.5 69.2 70.1

ICOR -1.1 -1.9 -7.5 11.9 5.0 3.6 3.9 3.6
Import Eladicity 1.2 2.0 0.5 0.6 0.7 0.6 1.0 1.0

5.9 The scenario envisages declina in GDP and consumption until 1995, when the
stabilization of prices and the processes of privatization and industrial restructuring are expected to be
well under way. This in turn requires the consistent implementation of a stabilization program centered
on fiscal and monetary restraint, and of a structural reform program; these actions are indispensable to
foster private sector initiative and an orderly reorientation of the presence of the Government in the
economy. Under these conditions, GDP growth is forecast to recover to about 5 percent per year by
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1996, and private consumption to return to its 1990-91 level by 1998-99. The recovery is projected to
be based on a more efficient use of resources and on adequate external financing assistance.

External Trade Prospects and Flnandng Needs

5.10 Assumptions regarding trade patterns are highly tentative, because of uncertainties about
the speed of adjustment of oil and energy prices to world levels, price and output developments in the
ruble area, and the orientation of Belarus' trade policy. Under the current assumptions - most important,
that of the price of oil reaching world levels by end-1993 - the resource balance will record a large
deficit in 1993 and 1994, largely in inter-republic trade. Continuing although narrowing trade gaps are
expected throughout the 1990s, on the assumption that the Government will pursue reform gradually and
that a strong supply response will not take place at an early stage. The composition of the trade gap
between the FSU and non-FSU countries will depend on trade preferences and credit arrangements; it is,
however, likely that both trade balances will be in deficit during the recovery period, as imports of
material inputs from the FSU recover and imports of capital equipment from the rest of the world grow
to support the process of industrial restructuring. Exports are projected to become oriented more toward
non-FSU markets as a result of increased integration in the world economy, stronger competition from
other countries in the FSU markets, and improved competitiveness on price and quality bases.

5.11 Under these assumptions, the resource balance is expected to worsen in 1993-94, reaching
a deficit of US$1.1 to US$1.3 billion, and then to recover gradually while remaining negative throughout
the period. The deterioration in 1993-94, as is discussed above, is caused largely by the anticipated 'oil
shock." Subsequent improvement requires that domestic energy price adjustments result in an adequate
demand response (see Table 5.2).

5.12 The factor income balance is expected to worsen gradually as a result of interest payments
on external debt. External debt accumulation in 1993 is tentatively estimated at about US$1.5 billion,
of which the source of approximately US$1 billion is, as of now, unidentified. Financing gaps resulting
from these projections decline to approximately US$600 to US$800 million in the following years. These
gaps are obtained after allowing for moderate reserve accumulation, gross disbursements of medium- and
long-term loans averaging about US$300 million per year, and a modest inflow of foreign direct
investment.

5.13 It should be noted that, while they are expressed in U.S. dollars, these gaps include the
financing of trade deficits within the ruble area. Because of uncertainty about credit arrangements in the
ruble area and the future course of the oil price, a separate accounting of external ruble financing
requirements and external hard currency financing requirements has not been attempted, but the former
can be expected to amount to approximately half of the financing gap in the projection period.
Permanence in, or exit from, the ruble area can thus have substantial implications for the financing
requirements of Belarus.
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Creditworthiness

5.14 For trade and financing requirements, the fate of the ruble zone has important implications
for creditworthiness. In the event that Belarus remains in the ruble zone, the establishment of full
convertibility of the ruble and of appropriate credit mechanism to allow Belarus to finance its projected
inter-republic trade deficit will be neceuary. If Belarus should leave the ruble zone, its exports would
face much more severe competition from non-FSU countrie6 - especially regarding quality - and the
export prospect in the scenario presned in this chapter might prove too optimistic.

5.15 In either cue, however, the need for large borrowing in foreign currency to finance
critical imports while the FSU is experiencing a large output decline would lead to the accumulation of
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some hard currency debt in the short term. Already, approximately US$200 million in trade and
suppliers' credits have been disbursed, and commitments for an addition US$1 billion have been made.
Creditworthiness will be seriously impaired if this accumulation is not accompanied by a commensurate
increase in export earnings in hard currency. The emergence of barter arrangements with non-FSU
countries should thus be carefully avoided, and the heavy tax burden currently placed on exporters should
be reduced.

5.16 The evaluation of creditworthiness indicators underlying the projections is limited not only
by the considerations discussed above but also by the large and unexpected devaluation of the ruble in
recent months. As a result, ratios of current account deficit, financing requirements, and external debt
to GDP are very difficult to interpret. At the absolute level, however, total financing requirements -
both within the ruble zone and in hard currency - lead to the accumulation of approximately US$10
billion by the projection period. For this level to be sustainable, particular attention should be placed on
the export generation ability of the productive sector.
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THE INDUSTRIAL SECTOR AND ENTERPRISE REFORM,
PRIVATIZATION, AND PRIVATE SECTOR DEVELOPMENT

SuMMARY

Main Issues

1. Industial Sector and Enterprise Reform. The output of the industrial sector declined
by about 10 percent in 1992 compared with 1991. The decline was largely due to a sharp fall in demand
for military products (defense spending in Russia is reported to have dropped by 70 percent) and for
capital goods, as well as for consumer durables, owing to a steep increase in prices. Shortages of inputs -
- such as energy and raw materials - have been another cause of output decline.

2. Most enterprises are facing severe financial problems, owing to declines in profitability
and, particularly, in liquidity. According to the State Committee for Industry (SCI), inventories of
finished products in Belarussian enterprises are reported to have increased to four times the normal level.
Some enterprises have shortened the workweek. Others have laid off workers, sometimes up to 10
percent of their work force. The higher inventories were financed partly by bank credits (at highly
negative real interest rates) but mainly by inter-enterprise credits. Despite the increase in debts, Belarus
enterprises have continued to supply their clients, mostly in Russia and Ukraine, because they have no
alternative markets, nor do they want to jeopardize long-standing good political and economic relations
with neighboring republics. In order to ameliorate the liquidity position of enterprises accumulating
credits towards other FSU enterprises, credit was expanded substantially in the second half of 1992.

3. Although most enterprises are now expected to finance all their own investments, the
Government has so far not fully imposed a hard budget constraint on the enterprises. Enterprises that
have prepared programs for survival and for reorientation of production continue to receive financial
assistance in the form of a variety of fiscal, budgetary, and monetary measures. The Council of Ministers
(COM) has requested the National Bank of Belarus (NBB) as well as the commercial banks to extend
credits on concessional terms to such enterprises. Moreover, the Ministry of Finance (MOF) was
requested to provide guarantees to commercial banks of up to 50 percent of credits to enterprises that
have realized such programs under the control of the banks. Up to 50 percent of the interest paid by
these enterprises can be subsidized out of the state budget.

4. In 50 Belarus enterprises which have been the main producers of military products, the
share of such products has declined from 45 percent in 1988 to 20 percent in 1992. Civilian equipment
and consumer durables and products have replaced military goods. Such conversion entails heavy
transition costs and involves inefficient use of capital resources, since the equipment is often overqualified
for civilian production, although the civilian products are not generally up to international standards.

5. Notwithstanding their efforts to survive, Belarus enterprises have not as yet prepared, nor
have they started to implement, credible restructuring programs, for the following reasons. First, they
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have not as yet been subjected to a hard budget constraint. Second, the legal and macroeconomic
environment is characterized by frequent and unpredictable decrees and ad hoc measures. The lack of a
macroeconomic, and a comprehensive legal, reform program makes any medium-term planning by
enterprises an impossible task. Third, enterprise managers, who appear technologically competent, lack
the capability to prepare bankable restructuring programs. Nor are experienced consulting services
available.

6. Privatization and Anti-Monopoly Measures. A law on privatization of state-owned
enterprises (SOEs) was approved by the Supreme Soviet in January 1993, and complementary legislation
on mass privatization by voucher, land reform, and privatization targets for 1993-97 is expected to be
approved during the spring 1993 session of the Supreme Soviet.

7. In the absence of a legal framework and despite conservatism in some Government
statements with respect to privatization, a considerable amount of privatization has already taken place.
According to information received from the Committee of State Property (CSP), some 40 medium-size
and large enterprises, mostly in light industries, have been privatized since September 1991. About
37,000 employees work in the privatized enterprises. Most privatization took the form of leasing, with
an option to buy, to the workers' collectives. Further privatization was suspended in November 1992,
as passage of the legislation on privatization was awaited.

8. Under the legislation already approved and the draft laws currently under discussion, the
agency responsible for privatizing republican property is the CSP and the agencies responsible for
privatizing municipal property are the municipalities. Belarus is not expected to experience the problems
caused by the complex institutional framework for privatization in Russia and Ukraine. The CSP has
overall responsibility, and it delegates implementation in the regions to the local government bodies, even
for republican property. There is, therefore, no duplication of the implementation structures. The
proposed State Property Fund would be a separate body but it would report directly to the CSP and
therefore would be under its control.

9. In spite of the progress made to date in establishing an effective legal and institutional
framework for privatization, it was evident from visits to enterprises that the delay in establishing this
framework is a major obstacle to progress. Many enterprise managers are ready for privatization but are
uncertain of the next steps to take. This was confirmed by the staff of the CSP, who are acutely aware
of the need to finalize the basic laws and to develop detailed and standard methodological guidelines.

10. The law on privatization and the draft companion legislation provide a reasonably
adequate basis for privatization in Belarus, but some modifications should be made to improve their
effectiveness. In summary, the main shortcomings are as follows:

- Throughout the law there is explicit and implicit priority given to the transfer of the
enterprises to the workers' collectives. Although other methods of privatization are
provided for in the law, this emphasis may prevent these other methods from taking place
in cases in which they might be more appropriate than transfer to the collectives.

- The law includes methods of valuation and other procedures that are appropriate for
medium-size and larger enterprises but which, if applied to smaller enterprises such as
shops, would lead to unnecessary delays. The experience of Russia and Eastern
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European countries is clear. Small privatization can and should move quickly, and
simpler procedures are required to achieve this.

11. The Anti-Monopoly Committee (AMC) was created in the summer of 1992 and the Anti-
Monopoly Law was approved in December 1992. The law is in most respects comparable in its coverage
to most modern anti-monopoly legislation. We have proposed a number of detailed changes, but two
general shortcomings in particular can be emphasized here:

There are no provisions for the screening, by the AMC, of privatization proposals, and
there is therefore a risk that large vertically or horizontally integrated monopolies would
be privatized in their current state.

No provision is made for appeals against committee decisions. Also, there is a risk that
the committee will have too much power and could become another central planning type
of agency with administrative responsibilities beyond those of a normal anti-monopoly
agency.

12. Private Sector Devdopment. Private enterprise growth is taking place via two important
routes:

- Private entrepreneurs who start as individuals, cooperatives, or companies

- "Collectives," which are established following employee buyouts of state enterprises
(partially or fully) with some or no outside ownership.

13. Detailed and up-to-date statistics are not available on new private businesses, but it is
clear that both sectors are growing. The main obstacle to growth in both sectors is uncertainty because
of the unclear and ill-defined legal environment.

14. In the case of new businesses, property rights to land, premises, and other property are
not clear because the appropriate laws either have not been passed or are subject to change. Rents are
raised arbitrarily, sometimes when the lessee realizes that the lessor's business is profitable. State
enterprises which control land, premises, and capital are often reluctant to lease them out to private
business persons. Income from rent received by state enterprises from such leasing is subject to a 50
percent tax, which lowers their incentives to lease out.

15. Access to credit is limited, given the situation of the financial sector. Development of
collateral instruments and a property register are essential.

16. New private sector actvites are mostly in constructon, trade, and services. These
sectors are less capital-intensive and therefore less sensitive to uncertainty. New production activities take
place, but it is not possible to estimate their importance.

17. Taxation of business is high. Not only profits taxes, but also contributions to the Pension
Fund, the Social Protection Fund, and the Chernobyl Fund are extremely high, although temporary
exemptions from the profits tax have been recently introduced for new businesses. Registration
procedures for new businesses are cumbersome and lengthy, and leave too much discretion to local
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authorities. On the other hand, it would appear that the Foreign Investment Law provides loopholes for
local business, mainly through Poland and probably in activities which are not related to the foreign
investment.

18. Bureaucratic obstacles and lengthy procedures impose high transacion costs on the new
private sector. Private business persons who have the proper contacts with officials of the old guard are
better placed to overcome these obstacles.

19. Because of the size of the state sector, private secaor dewelopment has to be largely an
outgrowth of the state enterprises. The breakup of 'concerns' into separate independent companies is
a step in this direction. Furthermore, the segmentation of a state enterprise often takes place through a
bottom-up process of "sub-contracting" within the enterprise. The growth of such sub-units within the
state enterprises, together with the establishment of "collectives," appears to be an important route for
private sector development.

Recomnmendations

20. In general, enterprise reform, privatization, and restructuring require simultaneous action
on several fronts. First, the Govermment should impose a hard budget constraint on enterprises by
phasing out all direct subsidies and subsidized credit. Second, the Government should complete the
establishment of the necessary legislative framework and should implement without delay a consistent
macroeconomic stabilization program. Third, an integrated program of systemic reform should be
implemented. Its main elements should include promoting competition (through demonopolization and
international trade), commercialization, and privatization, and supporting the local private sector and
foreign investnents. Fourth, the Government, with help from outside consultants, should promote the
establishment of local consulting services.

21. In the areas of privatization and demonopolization, the following actions are required:

- Completion of the legislation on privatization and introduction of provisions that would
facilitate forms of privatization other than the collectives and would allow rapid
privatization of small enterprises.

- Modification of the mandate of the Anti-Monopoly Committee, whose scope of activity
should be more narrowly focused on facilitating the privatization of large monopolies.

- Introduction of detailed methodological guidelines and regulations for all aspects of the
privatization program, including a legal framework in the following areas:

- Property rights for land, buildings, and other property

- An improved system of taxation

- Development of collateral instruments

- A streamlined registration process
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Obtaining, by the Government, of the necessary technical assistance to complete
the design and begin implementation of the program as soon as possible.

THE INDUSTRIAL SECTOR

Structure and Performance Pror to the Breakup of the FSU

22. Belarus is a highly industrialized republic. About 39 percent of GDP and 45.0 percent
of net material product (NMP) were provided by the industrial sector in 1991.1 The share of industry
in employment was 31.0 percent. The most important subsector is machine building, which accounts for
27.0 percent of industrial output (see Table 1). This subsector includes production of instruments, as well
as other electronic industries. These activities are probably under-reported in official statistics because
of the subsector's military nature. Chemicals2 are another large subsector, accounting for 11.5 percent
of total industrial output. In all, heavy industry, including machine building, chemicals, and power,
contributed about 40.0 percent of industrial output. About half of machine building output was destined
for military uses.

23. Other important subsectors include wood and paper (4.6 percent of industrial output) and
building materials (3.8 percent). The other major subsectors are light industries (mostly textiles),
accounting for over 20.0 percent, and food industries (in which meat and dairy products represent the
major share) accounting for 29.4 percent.

24. Some 46.0 percent of all industrial workers are employed in machine building and
electronics. These figures indicate an extremely high labor intensity in the engineering industries. On
the other hand, the share of workers employed in the food industries (7.6 percent) is extremely low, much
lower than the share of this subsector in output. In chemical industries, the share of workers (8.0
percent) has been relatively low, owing to the capital intensity of the subsector. The extreme differences
between the shares of employment and output in the machine building and food industries raise questions
as to the consistency of the official statistics.

25. A major characteristic of Belarus industry is a high degree of integration in the industrial
structure of the former Soviet Union (FSU). Belarus has bought 90 percent of its primary energy from
other former Soviet Republics (FSRs) as well as 70 percent of the basic raw materials (including steel,
basic chemicals, pulp, and even cotton). Conversely, most of the output of the machine building and
electronics subsectors is sold to other FSRs. The heavy industry of Belarus has been defined as an
assembly industry for the FSRs. Including light industries and food sold mostly in Belarus, the share of
total industrial output sold to other FSRs has been around 40 percent. The closest trade links of Belarus
are with the Russian Federation and Ukraine.

All figures in pargraphs 22 to 24 are for 1991.

2 Including oil refining and products.
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Table 1: INDUSTR1AL OUTPUT AND EMPLOYMENT BY SUBSECITORS, 1991

output EMployeer

Subsector Rb Million Pifctage T1ihousands Peentge

Electric Power 1,566 1.7 31.6 2.2

Chemical and 10,322 11.5 115.9 8.0
Oil Refining

Machine 24,210 27.0 666.7 45.9
Building

Wood and Paper 4,102 4.6 97.5 6.7

Building 3,419 3.8 88.5 6.1
Materials

Light Industries 18,359 20.4 252.7 17.4
of which:

Textiles and 16,005
Garments

Leather and 2,378
Shoes

Food Industries 26,499 29.4 109.8 7.6

Other 1,403 1.6 90.5 6.1

TOTAL 89,880 100.0 1,453.0 100.0

' Figures do not add up to totals.
b Including metl works inmenttion, electronics, automotive, and agricultuanl machinery.
Soure: Goskomstat.

26. The largest industrial enterprises in Belarus, particularly in heavy industry, were
"All-Union," owned and controlled by some 20 All-Union branch ministries in Moscow. These
enterprises received planning instructions from Gosplan, and were provided with raw materials from
Gosnab and financing from Gosbank. The main task of the enterprises was to meet physical output
targets. Decisions on investments were made by the central Soviet authorities, unrelated to considerations
of comparative advantage. Belarus Government officials agree that the terms of trade were biased in
favor of Belarus, owing to the extremely low prices paid for energy and raw materials. Although output
was also sold at below international prices, on balance Belarus was a net gainer.
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27. During the 1970s industrial output grew at a very rapid rate. Between 1970 and 1980
output in constant prices increased 2.3 times, at an annual compound rate of 8.7 percent (see Table 2).
In the 1980s (up to 1989) industrial output continued to grow, albeit at a somewhat lower rate of 5.6
percent a year. However, the major source of increase in industrial output has been a continuous rapid
increase in capital stock, at a remarkably high annual compound rate of 7.3 percent. The capital stock
per worker in 1989 was 3.26 times higher than in 1970. The steep increase in capital intensity reflected
a deliberate policy of industrialization directed by the central Soviet authorities. Investments in capital
stock were mostly financed by Gosbank, at extremely low interest rates. The ample supply of equipment
on very easy terms has led to an excessive accumulation of equipment, which often has not been utilized
efficiently. Simultaneously, the Belarus enterprises appear to have had an excess of labor. Presently,
the total overmanning in Belarus enterprises is estimated at up to 30 percent of the labor force.
Consequently, the efficiency of the utilization of both physical and human capital appears to have been
low.

Table 2: INDICATORS OF INDUSTRLAL SECTOR
(Rubles in 1982 constant prices)

'1- ' 'MOl9700 ' '9 '. 1989"': 19 9 .11I

Output (millions) 10,704 24,893 32,194 40,754 41,610 40,736

Growth rate (%) 8.8% 5.3% 6.1% 2.1% -2.1%

Workers (thousands) 1,030 1,389 1,502 1,525 1,490 1,440

Growth rate (%) 3.0% 1.6% 0.4% -2.3% -3.4%

Output per worker 10,392 17,922 21,434 26,724 27,926 28,289
(millions)

Growth rate (%) 5.6% 3.6% 5.7% 4.5% 1.3%

Capital stock 6,356 16,353 24,120 30,173 32,249 33,538
(millions)

Growth rate (%) 9.9% 8.1% 5.8% 6.9% 4.0%

Capital per worker 6,171 11,773 16,059 19,786 21,644 23,290
(millions)

Growth rate (%) 6.7% 6.4% 5.4% 9.4% 7.6%

Total factor 2.1% -0.9% 1.8% -3.1% -5.3%
productivity

Source: Mission calculations based on Goskomstat.

28. Belarus enterprises, particularly in heavy industry, have been characterized by a high
degree of vertical integration. Most enterprises have produced in-house some of the equipment they have
needed, and they have owned in-house design, construction, transport, and other services. They have
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developed a high degree of autarky, in order to reduce their dependence on an unreliable supply of goods
and services, a common characteristic of the former Soviet economy.

29. Another characteristic of Belarus industry has been horizontal integration. In most
enterprises, associations have been established that have operated several plants in the same subsector.
These associations had a monopolistic or oligopolistic position, in some cases in the Soviet Union as a
whole, in others in Belarus. Such associations have been common not only in the engineering industries
but also in light industries. Generally, the associations have been responsible for relations with
supervising ministries and suppliers, overall planning, finance, and other staff functions. Only current
management, particularly of production, was left to plant managers.

30. Most associations have been large, owing to their vertical and horizontal integration. In
the specialized associations, which produced for the former Soviet Union as a whole, the nature of
production required large-scale operations. As with other parts of the former Soviet Union, Belarus has
lacked small enterprises and services.

31. Most associations own and operate a wide network of social services, including schools,
hospitals, recreation facilities, and housing. These services have not only imposed a heavy burden of
expenditures on the enterprises but have also reduced labor mobility. In many cases, workers and their
descendants have become totally dependent on the enterprise in all aspects of their lives.

32. Most enterprises have enjoyed an extremely favorable financial position in terms of both
profitability and liquidity. Operating in a shortage economy, producers had a strong position in setting
the terms of sales, despite the price controls of the central authorities. In fact, enterprises operated almost
on a cost-plus basis - with the exception of wage levels, which were controlled.

33. The cost of capital ("basic funds") of the enterprises was very low. Interest paid on such
capital ranged from 2 to 4 percent a year. Equipment bought in the West was financed by
Vnesheconombank in Moscow, to which enterprises paid very low interest.

34. Nevertheless, a small number of enterprises have experienced losses. The share of loss-
making enterprises gradually declined from 8.3 percent and 11.4 percent in 1970 and 1980, respectively,
to only 1.5 percent in 1990 (see Table 3). Total losses amounted to a relatively low level of around 12
million rubles in 1990, indicating that the loss makers were small enterprises. Despite these losses, very
few enterprises were liquidated, and they have kept operating supported by Government assistance.

Table 3: LOSS-MAKING INDUSTRLAL ENTERPRISES

0 it8s .! ...... E.

Number of Loss-Making Enterprises 140 109 60 29 40

Percentage of Total Enterprises 8.3 11.4 6.0 1.5 2.8

Losses (Rb million) 21.8 41.2 68.3 12.1 14.6 I

fiQU5: Gookomst.
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35. Enterprises have been required to pay several taxes to the central Soviet authorities. All
together, in 1989 Belarus enterprises paid about 50 percent in taxes on their gross profits. A large part
of the net profits has been spent on workers' welfare in various forms. The rest has been retained and
reinvested. The accumulation of net profits, in addition to the availability of low credits, has encouraged
excessive investment in equipment and plant which, as was stated earlier, have often been underutilized.

36. The liquidity position of most enterprises has also been extremely comfortable. The long-
term indebtedness has generally been low. According to the common practice of the Soviet financial
system, suppliers of products were automatically credited at their bank account a short time after supply
(unless the customer raised objections owing to errors in documents or for similar reasons). Some
enterprises visited by the mission had not used any short-term bank credits to finance working capital.
Others had no difficulty in borrowing from the banks as long as they produced according to the state
plans, and interest rates were low.

Breakdown of the Old System

37. Recent Changes. The Belarus industrial sector has undergone drastic changes since 1991
owing to a combination of several factors related to the disintegration of the FSU.

38. Steep Drop in Demandfor Military Products. The demand for Belarus' military products
and components has sharply declined. Overall figures on the size of the drop are unavailable, but general
indicators, as well as data supplied by some major associations producing military goods, point to a very
steep drop. Defense spending of the United Soviet Command is reported to have declined by 70 percent
in 1991. The demand of the former Council for Mutual Economic Assistance (CMEA) countries for
military goods has been sharply curtailed. Similarly, the demand of the Middle Eastern countries for
FSU weapon systems and components has also fallen.

39. Sharp Decline in Demand for Investment Goods Owing to the Low Level of Investments
in the FSU and Belarus. The demand for investment goods produced in Belarus has declined sharply.
Purchases of new equipment have been postponed, and even demand for spare parts has declined because
of the low level of utilization of existing capacity as well budgetary constraints of the governments of
FSRs and the financial constraints of enterprises.

40. Decline in Demand for Consumer Durables. The steep drop in real income in the FSU
resulted in a decline in demand for consumer durables, since a large share of the population has been
forced to limit expenditures to basics such as food, clothing, and other 'essential' outlays. This
phenomenon has been in sharp contrast to the characteristics of a "shortage economy" in which demand
for products including consumer durables has exceeded supply at controlled prices. Prices of food and
household energy products have continued to be controlled and have increased less than prices of
industrial products, including consumer durables. Therefore the demand for durables has been reduced.
Since Belarus industry has traditionally been a large-scale producer of consumer durables the production
of which had increased steeply in recent years owing to conversion, it was unfavorably affected by the
decline in this demand.

41. Macroeconomic Instabilisy. Galloping inflation, shifts in relative prices, large subsidies
concentrated on selected goods and services, and expectations of further increases in the price of energy
and raw materials resulted in an excess of demand for basic goods at prevailing prices and thus in
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shortages of such goods, particularly in the first half of 1991. Serious imbalances in the Belarus market
continued through 1992, mostly because of large subsidies on some food and basic items, which added
to the difficulties of the industrial sector, particularly in the food industry and in light industries.

42. Measures Taken by the Govenmment of Belamus. The following measures have been
taken by the Belarus Government to counteract problems stemming from the breakdown of the old
system.

43. Ownership and Insduaional Changes. In August 1991, when Belarus became an
independent republic, the industry sector underwent a major ownership change: 517 All-Union
enterprises - the largest in Belarus - were taken over by the Belarus Government, which previously
performed the limited task of local coordination while the main directives were given by the authorities
in Moscow. In fact, the takeover, which at least in terms of timing was unexpected, overwhelmed an
inexperienced administration with the difficult task of ownership and guidance of a complex industrial
system.

44. The responsibility for the overall guidance and planning of the Belarus economy fell on
the State Economic Committee (STEC), which took over some of the functions of Gosplan. Ownership
and guidance of the largest share of the industrial enterprises has been entrusted to the newly formed State
Committee for Industry (SCI). SCI is responsible for 317 former All-Union enterprises as well as 30
former republic-owned enterprises in the machine building, electronics, and chemical subsectors.
Although about 80 percent of industrial output in Belarus comes from enterprises reporting to SCI,
several other ministries and committees are supervising the other industrial enterprises. These include
the Ministries of Building Materials, Woodwork, Agriculture and Foodstuffs (responsible for food
processing), and a separate Ministry of Bakeries. The Ministries of Communications and Transport own
enterprises producing equipment such as telephone exchanges, railways, and transformers. Even the
Ministry of Culture owns enterprises, which produce musical instruments and cosmetics.

45. Some ministries, such as the Ministry for Light Industries, have converted into
associations. Such change might prove to be unsustainable and only transitional in nature. However,
creation of monopolistic or oligopolistic associations that simultaneously also play industrial policy and
regulatory roles is undesirable.

46. In general, the previous system of several industrial ministries and committees supervising
industrial enterprises still exists. Moreover, there is clearly some duplication in the functions of the
various supervising organs. For example, in theory the Committee for Economic Development (CED)
(former Gosplan) is responsible for overall macroeconomic and sectoral planning. Nevertheless, the
mission was told that enterprises facing financial difficulties can apply for financial assistance either to
the COM or to the CED or to the supervising Ministry or Committee, and can receive financial assistance
from them. While some duplication is understandable during the transition period, it is obviously
undesirable. Streamlining and clarification of the functions of the various planning, industrial policy, and
state ownership institutions are needed.

47. Following the ownership takeover, enterprises ceased to pay taxes to the FSU and started
paying taxes to the Belarus Government at higher rates. The basic profit tax is 30.0 percent. In addition,
enterprises have to pay contributions to the Pension Fund and the Social Protection Fund in the amount
of 40.8 percent of their wage bill, plus an extraordinary tax of 18.0 percent of sales to the Chernobyl
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Fund. Interest rates on "basic funds" (capital) were raised in steps, but remain highly negative in real
terms.

48. Trade Regulation. The Government also took several measures to maintain an orderly
supply of raw materials and energy from FSRs, mostly through intergovernmental agreements. These
agreements have been only partially effective, owing to the disintegration the inter-republic trade
relations. In fact, Belarus industrial enterprises have been facing serious shortages of inputs, which have
been partially mitigated by inter-enterprise barter deals.

49. The Government also imposed, in February 1992, licensing on all exports outside the
FSU, in order to regulate the outflow of goods in short supply. It also introduced a highly distortionary
retention scheme which required exporting enterprises to surrender to the Government a proportion of
their foreign currency receipts - varying between zero and 70 percent according to the sector of activity
of the exporter - at below-market exchange rates. This retention scheme constituted a powerful
disincentive to trade in foreign currency, and biased exporters toward barter. A new and less
distortionary system was introduced in January 1993; under the new regime, exporters pay a tax equal
to 10 percent of their foreign currency earnings, and in addition they surrender 20 percent of these
earnings at an exchange rate (the "investment exchange rate") which is currently approximately one-half
of the market rate. The current regime does not discriminate between different exporters, but it is still
distortionary in that a tax of unpredictable magnitude is imposed through the surrender requirement at
below-market exchange rates.

50. Conversion of Military Industries. STEC, in close cooperation with SCI and with the
enterprises, has prepared detailed programs for the conversion of military industries to civilian
production. The civilian products include equipment for food processing, agriculture, and construction;
medical equipment including sophisticated diagnostic instruments; and consumer durable appliances. A
wide range of tax concessions, as well as concessional bank credits, are provided to enterprises
implementing conversion programs. The actual conversion which has been implemented in enterprises
has been impressive, as is discussed below.

51. Strategyfor Industrial Restructuring. STEC has also prepared a comprehensive program
for restructuring the machine building and chemical subsectors for the years 1992 to 1995. The strategy
is to shift from making energy-and-raw-material intensive and polluting products to making skill-intensive,
higher value-added and less polluting products. In the chemical subsector, high value pharmaceutical
industries would be given priority. A program for development of computer hardware and software
products and services has also been prepared. These programs take account of Belarus' comparative
advantage over the FSRs in higher skills.

52. Recent Perfonnance. The output of the industrial sector declined about 2 percent in
1991, in real terms, and a deeper decline of 10 percent is estimated for 1992. In particular, output
declined for the oil refining and chemical industries, as well as for paper, food and light industries.
Physical output data also indicate a significant decline in production for investment products (such as
electric motors, harvesters and elevators) as well as for some consumer durables (television and radio
sets, motorcycles).

53. On the whole, there were no large-scale layoffs in the industrial sector, which points to
sizable labor hoarding by industrial enterprises. A number of associations visited by the mission reported
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layoffs of about 10 percent of their total labor force, and some 25 percent of their research and
development (R&D) staffs, either through early retirement or by workers leaving to establish small
private businesses. Several enterprises have shortened the workweek to four days. However, statistics
do not indicate a significant increase in unemployment, and not one industrial enterprise was reported to
have closed in 1992.

54. The developments in industrial output and employment in 1992 have proved to be less
ominous than was projected by the Belarus authorities earlier in the year. This better-than-expected
performance can be credited in part to the remarkable pace of adjustment of the enterprises converting
from military to civilian production, but it resulted mostly from the maintenance of the old system of state
orders and centralized domestic and international trading, from the large subsidization of selected
industries, and from the availability of credit at negative real interest rates.

55. The process of conversion of military industries has been impressive. Generally, in the
previous system military goods and components were produced in mixed military and civilian enterprises.
In 50 Belarus enterprises which have been the main producers of military products the share of such
products has declined from 45 percent in 1988 to 20 percent in 1992. At present, no single enterprise
is producing more than 70 percent of its output for defense. A large electronics association which in the
past produced guidance systems for rockets converted to production of precision instruments for civilian
uses, including medical instruments. It also converted from producing integrated micro circuits to
producing consumer durables, such as television sets. A large association that made optical products for
military uses converted to producing lighting equipment for theaters, medical instruments, glasses, and
lenses. Some products have been made under subcontracting agreements signed recently with Western
firms.

56. Such conversion entails heavy transition costs, for several reasons. First, equipment used
to make military products (some Western European or Japanese) appears overqualified for production of
civilian goods, particularly for non-high-tech products. Nevertheless, the civilianproducts presently made
in Belarus do not appear to be of the high quality required by Western markets, except in a few cases
when these are being produced under cooperation agreements with Westen firms. Second, retraining
of workers is done within the enterprises, at their costs. Third, enterprises have accumulated inventories
of components and, in some cases, of finished products destined for military uses; in extreme cases, they
have to be written off. As is stated below, some of the transition costs are being financed by the
Government.

57. The most important factor contributing to the relatively better performance of the
industrial sector has been the maintenance of the system of state orders. Under this system, enterprises
are required to meet specified targets of physical output and are supplied with inputs and equipment to
meet these targets. The share of state orders in total output has been reduced from 90 percent in 1990
to an estimated 40 percent in 1992, but it varies greatly for different sectors and i: aspecially high for
food processing industries. In principle, this system is maintained for the purpose of securing supplies
of products under inter-republic trade agreements. In practice, in addition to this purpose, state orders
are being implemented to control the supply of goods whose price is highly subsidized.

58. Despite the relatively moderate decline in real output, most enterprises in heavy industry
are facing financing difficulties. This is due in part to a decline in profitability and in part to liquidity
problems. The decline in profitability has resulted from a larger increase in the prices of raw materials
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and energy than in output prices. Despite their monopolistic position, most enterprises have been unable
to raise output prices at a rate commensurate with the increase in input prices, owing to the decline in
demand in Belarus and other FSRs for "nonessential" products, following the drop in real income.
Nevertheless, the profitability of most enterprises was still reported to be high through 1991, as is
indicated in Table 4. In 1991, 65.0 percent of industrial enterprises had profits of 20.0 percent or more
of sales. Almost a quarter of the enterprises had profits of more than 40.0 percent of sales. Such
profitability rates are much higher than in Western companies, although the rates are probably
exaggerated by the Soviet accounting system. In 1991, only some 40 enterprises (2.8 percent of all
enterprises) had losses, which totaled 14.6 million rubles, not much more than the losses in 1989 and
1990 (see Table 3).

59. Recurrent shortages of liquidity have been faced by enterprises in 1991-92, for the
following reasons. First, the level of inventories of finished products increased sharply, with the drop
in demand for military goods as well as for investment goods and durables. According to the SCI,
inventories of finished products in Belarus enterprises are reported to have increased four times the
normal level. In some cases, enterprises have been reported as hoarding finished products in anticipation
of additional price increases. Second, to prevent shortages of raw materials, enterprises hoarded as much
as they could get. 7hird, enterprises in the FSU have accumulated large arrears to supplies of other
enterprises, including Belarus enterprises. Although Belarus enterprises have also lagged in payments
to their suppliers, they were net creditors in 1992, especially of Russian and Ukrainian enterprises.

Table 4: PROFITABILITY DISTRIBUTION OF BELARUS INDUSTRIAL
ENTERPRISES IN 1991

Profitability as % of Sales Number of Enterprises Share of all Enterprises

Less than 0 30 2.3

0-5 44 3.4

5- 10 103 8.0

10- 15 105 8.1

15 - 20 113 8.8

20 -35 427 33.1

35 - 40 90 7.0

More than 40 319 24.7

Note: Percentage shares reported do not add to 100.0.
Source: Goskomstat.

60. In the second half of 1992, liquidity problems were ameliorated owing to a surge in
domestic credit. The increase in the provision of credits to industrial enterprises was to a large extent
the result of the unwillingness of the Government to allow bankruptcies and large-scale layoffs. A variety
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of monetary, fiscal, and budgetary measures were introduced in 1992 to provide financial assistance to
enterprises that had prepared programs for survival and for reorientation of production. The COM has
requested the National Bank of Belarus (NBB) as well as the commercial banks to extend credits on
concessional terms to such enterprises. Moreover, the Ministry of Finance (MOF) was requested to
provide guarantees to commercial banks up to 50 percent of credits to enterprises which have realized
such programs under the control of the banks. Up to 50 percent of the interest paid by the enterprises
can be subsidized out of the state budget. The interest rate charged by the banks remained highly negative
in real terras throughout 1992.

61. The applications that enterprises have been requested to make in order to receive
Government assistance have required taking measures for survival as well as making some changes in
output mix. Enterprises have not been required to present well founded restructuring programs based
on international prices for inputs and output. For example, between March and May 1992, 35
engineering enterprises presented such applications, and all except one were approved. In effect, the
Government has bailed out these enterprises, mainly through directed bank credits on concessional terms.
Enterprises have not as yet faced a hard budget constraint; nor has any single enterprise been liquidated.

62. STEC and SCI, as well as enterprise directors, are well aware that the financial assistance
provided to the enterprises by the Government (mostly through the banks) is merely a palliative. Belarus
has yet to face major shocks due to future increases of energy prices to intemational levels, and to
eventual competition from Western imports, even in the FSU.

63. Notwithstanding their efforts to survive, Belarus enterprises have as yet not prepared, nor
have they started to implement, credible restructuring programs, for the following reasons. First, they
have as yet not been subjected to a hard budget constraint. Second, the legal and macroeconomic
environments are characterized by frequent and unpredictable decrees and ad hoc measures. The lack of
a macroeconomic stabilization program and of a comprehensive legal reform program makes any medium-
term planning by enterprises an impossible task. Third, enterprise managers, who appear technologically
competent, lack the capability for the preparation of bankable restructuring programs. Nor are
experienced consulting services available.

Constraints on Competitive Perfornance

64. A prerequisite for suggesting a strategy for restructuring the industrial sector is the
identification of the major factors constraining the competitiveness of Belarus enterprises in international
markets. These constraints, which will have to be removed, are given below.

65. Inappropriate Products for Western Markets. Under the previous system, the amount of
exports of Belarus' industrial products to markets outside the Soviet Union and the CMEA has been
negligible (except for some wood products). Although the Belarus products are considered to be of better
quality than those of other FSRs, they are not up to standards that would make them marketable on a
significant scale in the West. Since Belarus lacks basic industrial raw materials and energy, it has no
choice but to produce high value-added products which can be sold in Western markets, but it can do this
only if it attracts experienced Western firms to cooperate in upgrading its technology and marketing.

66. Extreme Dependence on the FSU. Many machine building and electronics enterprises
have specialized in producing components tailored for the needs of enterprises in the FSU, or products
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specifically designed for the needs of the FSU. The sharp decline in the demand for such products means
that Belarus enterprises must make drastic changes in their product mix. At present, Belarus enterprises
are dependent exclusively on raw materials from other FSRs, which are often of lower quality than raw
materials in Western markets.

67. Excessive Production of Military Products and Components. The steep decline in the
defense expenditures of the United Soviet Command is only one reason to reduce the size of military
production. Other reasons include the decline in defense expenditures in other previous markets for
military goods, as well as worldwide excess capacity of defense industries. As it has been stated, the
Belarus authorities and enterprises are well aware of the need to convert military output and have already
taken some steps in this direction.

68. Monopolistic or Oligopolistic Position. Several engineering industries have been single
- or major - source suppliers for the FSU as a whole. In addition, most enterprises have been organized
in associations, which has prevented competition in the Belarus market. Implementation of a
demonopolization policy and an eventual flow of imported products are needed to expose Belarus
enterprises to effective competition.

69. Outdated Technology and Equipment. The technology and equipment used in Belarus
enterprises are Soviet in type and are not up to Western standards. Even those enterprises that have some
Western equipment have not used it efficiently, thanks to the low level of efficiency of general
management.

70. Managerial Capability. Enterprise managers appear to have strong technical capabilities,
but they are the first to admit that they have no background or experience in marketing, finance, and
other essential aspects of management. A number of senior enterprise managers told the mission that
until some months ago they had never heard the term marketing. Other drawbacks are that enterprise
managers are excessively dependent on workers' collectives and councils, and that enterprises carry the
heavy burden of an extensive network of social services, including hospitals, schools, housing, and
recreation facilities.

71. Corporate Governance. Belarus enterprises are still lacking corporate governance bodies.
Although contracts were signed recently between the supervising line ministries and the managers, these
contracts lack incentive systems for managers and they do not set well-defined targets for profitability and
efficiency.

72. Lack of Effective Financial Services. The Belarus financial system is underdeveloped to
the degree that it cannot adequately serve an industrial sector which needs to integrate in international
markets. The existing banks are not sufficiently autonomous to make decisions on the provision of credits
based on considerations of risk and creditworthiness.

73. Extreme Uncertainty over the Legal Framework and Macroeconomic Environment. Last,
but most important in the short term, is the extreme uncertainty over the legal framework and over the
macroeconomic environment; this renders the preparation of enterprise restructuring programs next to
impossible. Senior enterprise managers visited by the mission regarded this uncertainty as their most
serious problem at present.
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Potential for Strgthening Competitiveness

74. Among a number of advantages that could help strengthen the country's competitive
position are the following:

75. Sidlled Labor Force. Belarus has a wide network of high tech industries, including
military industries, in which the labor force is generally highly skilled, and also has many scientific and
R&D institutes.

76. Proniuty to Central Europe and a Good 7ansport Infrastructure. Close trade relations
with Central and Western Europe could be facilitated by both the geographical position of Belarus (west
of Russia and close to Central Europe) and good rail and road connections.

Suggestions for an Industrial Strategy

77. Basic Industrial Strategy. Before making recommendations on steps to be taken by the
enterprises and the Government, some basic guidelines for formulating an industrial strategy should be
considered.

78. This strategy should be based on Belarus' comparative advantage. Lacking basic
industrial raw materials and energy resources, Belarus should shift to making skill-intensive products that
could be sold in international markets. The highest priority should be given to a rapid increase in exports
of industrial products to Western markets. The basic criterion, then, for decisions on restructuring
existing enterprises and for investments in new ones must be the ability to create value-added on the basis
of international prices of inputs and outputs.

79. This basic strategy has important implications for future links with the FSU. Obviously,
Belarus should maintain its close links with these markets, both as a major source of supply of raw
materials and energy and as an important market for industrial products. These links should be
maintained regardless of monetary or currency arrangements in Belarus and the other republics.
However, the importance of the links with the FSU is bound to diminish in the medium term, with the
eventual shift of trade in the FSU itself on the basis of international prices for raw materials and products.
Therefore, Belarus is likely to face competition for its products in the FSRs from other sources of supply.
Similarly, Belarus enterprises should seek to purchase raw materials and equipment from the best
worldwide sources, on the basis of quality-price considerations. Thus, in preparing restructuring
programs, Belarus enterprises should not make any sharp distinction between markets in the FSU and
Western markets (except during the transitional period).

80. The industrial strategy of Belarus should have a strong export orientation, because of its
relatively small domestic market. It should also be based on the eventual free flow of imports,
unrestricted by high tariffs or by a shortage of foreign exchange.

81. This suggested strategy cannot spare Belarus f&rther substantial terms-of-trade losses,
since Belarus used to be a substantial gainer in its trade relations with the FSRs. The size of the
terms-of-trade loss, as well as the length of the difficult transition period, will, however, depend on the
design of an industrial strategy and particularly on the pace of implementation.
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82. The suggested strategy is generally consistent with that of the Belarus Government. The
main problem is the very slow pace of implementation. It is of great importance that the Government
and the enterprises accelerate the pace of the major needed reforms. As it is impossible to implement
such far-reaching reforms in a short period, there is a need to distinguish between short-term and
medium-term measures.

83. Short-Term Measures for Enterprises. Short-term measures should be designed to
facilitate the survival of the enterprises and to start the process of basic restructuring. These measures
cannot substitute for a medium-term strategy aimed at increasing efficiency in the industrial sector through
competition and privatization. These short-term measures should include the following.

84. Enterprises should strengthen their efforts to survive during the transitional period, both
by maintaining well-established trade relationships with enterprises in the FSU and by seeking to develop
new links with enterprises outside the FSU, such as subcontracting for Western firms. The former will
be crucial to enable Belarus enterprises to receive raw materials in exchange for products, and the latter
will be aimed at accessing new markets.

85. Enterprises should not hesitate to lay off excess workers. As much as is feasible,
enterprises should assist workers to establish private firms, by selling or leasing them equipment and
plant. A good example is the splitting of the laboratory in Plenar which became a worker-owned firm.

86. Enterprises should begin to shed social services, which should be transferred to the state
or to municipalities, and should reduce the level of the remaining expenditures on workers' welfare.

87. Enterprises shouldprepare programsforprivatization. Large associations should prepare
reorganization programs, for example, through the establishment of holding companies which would
facilitate the privatization of subsidiaries or by the complete breakup of associations into separate
companies.

88. Short-Term Measures for the Government. The Government should take the following
short-term steps.

- It should phase in a hard budget constraint on enterprises. In particular, it should cease
requesting the NBB and the banks to provide direct credits on concessional terms to
enterprises facing financial difficulties. It should refrain from giving guarantees to banks
on credits to enterprises, should phase out budgetary subsidies to enterprises and should
stop granting tax concessions.

- It should cease providing budgetary funds for investments in enterprises, with the
exception of enterprises which have prepared well-founded conversion programs.

- It should actively seek, in cooperation with the FSU authorities, to solve the problem of
inter-enterprise credits by the creation of a clearing system. Work currently in progress
to establish an Inter-State Bank in charge of multilateral clearing within the FSU is a
promising development, and should be vigorously pursued.
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- The Government, jointly with the National Bank of Belarus, should review the current
interest rates which are highly negative in real terms, and should raise interest rates to
real positive levels.

- It should complete the legislative program for the establishment of a market economy and
should reduce, in the interim, the uncertainty regarding the legal framework.

- It should prepare a comprehensive stabilization program, including removing
disincentives to exports.

- It should accelerate the preparation and implementation of anti-monopoly, privatization,
and private sector development programs.

- It should prepare a program for the introduction of internationally accepted standards of
accounting and auditing in financial and nonfinancial enterprises, and of adequate
corporate governance systems in state-owned enterprises.

It should prepare and implement retraining programs for industrial workers, preferably
in cooperation with the enterprises - but ensuring that the whole burden does not fall on
the enterprises.

It should mobilize external technical assistance for financing external consultants and
training programs and should consider establishing a central unit to coordinate these
activities. It should promote the establishment of domestic consulting firms.

89. Medium-Tenm Measures for Enterprises. The major task of restructuring should be
implemented by the enterprises themselves, on the basis of detailed programs prepared by consultants.
Enterprises that are not viable, on the basis of international prices for raw materials and energy and for
finished products, should be liquidated and their assets sold off.

90. Enterprises should shed off non-core activities, such as construction and transport
services, which can be efficiently performed by private firms, owned either by former employees or by
other small entrepreneurs. They should also be permitted to sell off assets that are not essential to their
core activities.

91. Enterprises should actively seek agreements with foreign strategic partners in various
forms, such as direct investments, joint ventures, or management contracts.

92. Medium-Term Measures for the Government. In addition to implementing a
macroeconomic stabilization program, the Government should muster all its political and administrative
resources to implement a privatization program.

93. The Government should formulate an appropriate industrial policy designed to promote
export growth to Western markets, to expose the industrial sector to competition, to upgrade technology,
and to efficiently use its human and physical resources. The instruments for this measure should include
appropriate measures to liberalize imports and exports, to promote export growth and to mobilize the
financing of imports. In addition to anti-monopoly measures, an increase in foreign trade is needed to
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expose enterprises to competition. Measures to promote foreign investments are needed to upgrade
technology. Positive real interest rates should be introduced to prevent wastage of scarce capital
resources, and industrial policy measures should replace the direct intervention of the Government in
individual enterprises.

94. The Government should initiate a comprehensive study of the existing academies,
universities, and R&D and design institutes, in order to prepare a program for using the scientific and
technological potential to upgrade technology in industrial enterprises. Some of the existing institutes
financed by the budget do not appear to make a significant contribution to technological upgrading of
enterprises. These should be required to sell their services to enterprises on a commercial basis, and
some should be downsized. As much as is feasible, academies and institutes should sell their services
for fees.

95. The Government should use its limited budgetary resources for investments in
infrastructure, particularly in telecommunications needed for integration in international markets.

96. The Government and the National Bank of Belarus should promote the establishment of
autonomous banks and financial institutions, which would provide short-term and medium-term credits
to industrial enterprises on the basis of creditworthiness and return on capital.

Corporate Governance

97. The internal management systems of state-owned industrial enterprises in Belarus is still
based on the old system. In the past, the major enterprises, particularly in heavy industries, were owned
by the Soviet branch ministries, who appointed the managers. Following the takeover of the All-Union
enterprises by the Government, the enterprise managers were reappointed by the relevant line ministry,
the most important of which is SCI, which is responsible for the machine building, electronics, and
chemical industries.

98. Senior managers were appointed by contract between the line ministry and the general
manager. The contract states in general terms the targets the manager has to achieve but does not state
specific targets of profitability and efficiency. The contract also sets the salary of the general manager,
which is low by international standards and is rarely higher than salaries of highly skilled workers.

99. General managers report directly to the relevant line ministries. In practice, general
managers are very powerful, belonging to the political-industrial elite. Very close ties are maintained
between the general managers and the senior officials of the ministries, who prior to their recent
appointment often were also senior enterprise managers. General managers appoint their deputies and
the senior staff, and also cooperate closely with the workers' council, which carries a great deal of formal
and informal power.

100. Associations and enterprises have no boards of directors.3 Large associations have a
management board, consisting of the general managers of the associations' enterprises as well as the

3 Plenar, the large electronics association, has a scientific/technical advisory council with some outside members.
This council was appointed by the general nanager, in consultation with the former Soviet Ministry of Electronics.
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senior managers of the association (chief engineer, financial manager, marketing manager, etc.). The
members of the managing board are full-time employees of the association. Smaller enterprises have a
small management board, comprised of the senior managers.

101. Even if a privatization program is implemented vigorously, it will take several years for
the majority of industrial enterprises to be privatized. To improve the performance of those enterprises
that will remain state owned, it is important that adequate systems for corporate governance be
introduced, which would clearly define the respective roles of the owners, the board of directors, and the
management. The owner (the state) should exercise its rights by appointing the board of directors, which
should provide strategic guidance to the managers and should monitor their performance. Most directors
should be outsiders with a professional background in technology, economics, law, etc., as well as in the
management of other companies. An effort should be made to promote training for potential directors.
In large companies, a foreign director might be very useful. Workers' councils could also be represented
by one or two directors.

102. Since senior managers generally have an engineering background, the Government, jointly
with universities and large enterprises, should provide for training of managers in marketing, finance,
and other aspects of business management. Managers' compensation should be commensurate with their
responsibilities and their success in meeting targets set by the board of directors.

103. The Committee of State Property (CSP), which is the central privatization agency, is also
entrusted with the ownership of all state assets and enterprises and should appoint directors to represent
state ownership rights in joint stock companies. In practice, the staff of the CSP is small and is hardly
capable of dealing with privatization.

104. The Belarus Government should reconsider the question of whether the same agency
would be capable of performing efficiently the roles of both a privatization agency and the central owner
of state assets. The option of establishing a separate unit for exercising state ownership rights should be
considered. Whatever decision is taken, the agency in charge of state ownership should be properly
staffed and trained. Substantial technical assistance will be needed to define its role, to assist in the first
stages of implementation, and to train the staff.

Reorganization of Industrial Ministries and Committes

105. Other than the takeover of the All-Union enterprises by the Government of Belarus, the
old structure of government supervision over the industrial sector has not changed. STEC performs the
functions of the former Gosplan, although the size of its staff has been reduced. In addition to SCI there
are several ministries and committees supervising various industrial subsectors.

106. Although the CSP was formally entrusted with the ownership of state enterprises, in
practice this function is delegated to and performed by the line ministries, who appoint the general
managers of the enterprises. These ministries thus perform simultaneously the functions of state
ownership, industrial policy, regulation, and provision of financial assistance to enterprises. The
ministries deal directly with a large number of individual enterprises, and, for the time being, are mainly
engaged in troubleshooting.
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107. Financial assistance to enterprises is provided in various forms and from various sources.
Subsidies and financing for investment are provided out of the budget, although the size of such assistance
has been very small in the last two years owing to budgetary constraints. Allocation of these funds to
individual enterprises is made by the line ministries. Financial assistance, primarily through directed
credits on concessional terms and partly guaranteed by the Government, is provided by the banks
according to decisions of STEC. Financial assistance for the conversion of military industries is being
allocated by STEC in consultation with the CED. Grants for R&D for the engineering industries are
being given by STEC, financed out of a levy of 1.5 percent of sales that these enterprises are required
to pay to STEC.

108. As has been stated earlier, enterprises facing financial difficulties can apply for assistance
to various bodies, including the COM, the CED, and the line ministries. In addition, they can apply to
the MOF for tax reductions or exemptions.

109. Basically, the existing setup of government oversight over the industrial sector is a legacy
of the old system and is inconsistent with the needs of a market economy. The present framework should
therefore be reviewed and revised, and a number of options for reorganization should be considered.
There is no unique arrangement which is the "right" one, and each option has its pros and cons. As a
basis for consideration, one option for reorganization, based on functions that the Government must
perform in a market economy, is suggested below.

110. Forecasting of industrial output might be done as part of macroeconomic forecasting
within the CED (which, however, should not deal directly with individual enterprises). Industrial policy
could be entrusted to one committee/ministry for all industrial subsectors. The obvious choice would be
STEC, which deals with the major industrial subsectors. The various other industrial line ministries could
be consolidated into this ministry. The exercise of state ownership rights could be performed by the CSP
or by a special unit reporting to either the COM or the MOF.

111. The reorganization should be based on two main considerations. First, as the process of
commercialization (or "destatization") and privatization of enterprises is implemented, intervention of
ministries in individual enterprises - as well as direct links between the ministries and the general
managers of enterprises - should diminish. Second, the total staff of the government bodies dealing with
the industrial sector should be kept at a minimal level.
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PRIVATIZATION AND DEMONOPOUIZATION

Privatization

112. Legal and Institutional Framework. In October 1990 the Government made a decision
to include privatization of state enterprises as an important component of the program of transformation
to a market economy. The CSP, created in January 1991, was given responsibility for designing and
managing the privatization program. In May 1991, provisional regulations were approved, setting
guidelines for privatization. In September 1991 a decree was issued, pending the approval by Parliament
of a privatization law. Privatization was proceeding until November 1992 under the authority of the
decree.

113. In November 1992, the effectiveness of the decree was suspended in anticipation of the
approval of legislation for privatization. The Privatization Law was approved in January 1993, and the
Mass Privatization Law - which includes provisions for the issuance of privatization vouchers - and the
Privatization Program - which specifies the list of enterprises that can be privatized and spells out time-
bound targets for their privatization - are to be discussed in final reading by the Supreme Soviet in the
spring 1993 session.

114. The legislation for privatization - part approved and part in draft form - allows many
forms of privatization but gives implicit preference to worker buyouts. Privatization proposals can be
advanced by workers' collectives, managers, or outside investors, and must be submitted to the CSP for
consideration. The CSP has one month to decide on the proposal, and refusal to approve can be appealed
in court by the proponent. If the proposal is approved, the CSP appoints the Privatization Commission,
which includes representatives from the CSP, government agencies and the workers' collective. Within
six months, the Privatization Commission must submit a recommendation to the CSP, including the value
of the enterprise to be privatized. On the basis of this recommendation, the CSP will proceed to decide
upon the privatization program. If it is approved, within one month the CSP publishes detailed
information on the privatization program, and allows investors other than the proponent of privatization
to bid for the enterprise. Rules on bidding have not been specified yet, except that (i) workers'
collectives can buy their enterprise at a 20 percent discount, and (ii) privatization vouchers should be used
for payment of at least 50 percent of the appraised value of the enterprise.

115. In the decree enacting the Law on Privatization, the Supreme Soviet stipulated that by
April 1, 1993 the COM and the municipalities will submit to the Supreme Soviet proposals for the
implementation of the privatization program, including financing arrangements and the establishment of
investment funds. However, the recently approved Law on Privatization cannot be implemented until
complementary legislation on mass privatization and vouchers is approved, and the framework for the
privatization programs - including the list of enterprises that can be privatized - is completed. It is thus
unlikely that privatization can proceed until mid-1993.

116. The CSP has overall responsibility for the privatization of republican property and the
municipalities for municipal property. In practice, however, the CSP has been delegating responsibility
in many cases to regional, local, and municipal governments for the implementation of the republican
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program. Privatization of small businesses is thus expected to proceed under the control of
municipalities. However, current legislation does not contemplate simplified procedures for small
businesses, which will be necessary to allow their rapid privatization by auctions.

117. There is as yet no state property fund in Belarus, although there are plans to create such
a fund. Unlike the situation in other FSRs, present plans are for the Belarus state property fund to be
under the control of the CSP. To date, therefore, Belarus has succeeded in avoiding the institutional
complexities, overlapping, and conflicts that produced problems and delays in the early stages of the
privatization programs of Russia and Ukraine.

118. The legislation for privatization also makes provision for the transformation of state
enterprises to joint-stock companies (JSCs). This provision was based on the old Soviet law which
permitted the creation of closed JSCs with shares sold only to workers and managers, with 40 percent
of the shares to remain in state hands.

119. The existing and proposed legislation for privatization in Belarus compares favorably with
legislation in Russia and Ukraine in that it is flexible, allows for many methodological options, and does
not attempt to overrefine or restrict the process. This legislation makes provision for a privatization
voucher scheme and also for the creation of privatization investment funds. There are, however, some
problems with its design; these are outlined below.

120. Main Issues. The two main issues relating to privatization are first, the slow pace at
which the Government is preparing the necessary legal and regulatory framework and second, the
preference given to date to buyouts by worker coUectives at low prices. The mission's visits to enterprises
indicated that enterprise managers are operating in a legal vacuum. Many would like to go ahead with
privatization of their enterprises but are not sure of the course of action to follow. Although many
managers favor worker-management buyouts, many have already drafted privatization plans that include
large strategic, and often foreign, investors.

121. Several factors have been responsible for the slow pace of development of the legal
framework. First, the Government is reluctant to risk the possibility of a destabilizing discussion in
Parliament on the very controversial subject of privatization. Second, the prevailing climate in Belarus
is to move slowly and carefully in the economic reform program and to avoid some of the mistakes
perceived to have been made in Russia. Third, there is virtually no expertise available for the detailed
design and implementation of the privatization program. The preference for worker buyouts is partially
due to natural conservatism and a wish to preserve the status quo at the enterprise level but is also related
to the lack of knowledge of, or absence of promotion of, the alternative methodologies for which the draft
law makes provision.

122. It should be noted that the legislation on privatization has a number of shortcomings that
need to be corrected. These include the following:

Implicit and explicit preferential treatment is given to workers' collectives. Worker
buyouts per se would not be a problem and they are permitted by the law; the problem
is the ill-defined amorphous status in law of the collectives and the preferential treatment
they are given.
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- There is a strong liklcihood that small privatization will be delayed if they remain subject
to the same relatively complicated valuation and approval procedures as large and
medium-size enterprises, as outlined in the law.

- For enterprise valuation the emphasis seems to be on accounting and financial
information rather than on market-determined methods. The former method is labor
intensive and unreliable, particularly where there is a lack of reliable financial
information.

- The role and composition of the Privatization Commissions could lead to delays in the
privatization process.

- The legislation contains no provisions for the prevention of the privatization of
monopolies in their present form.

123. Reconmdaouu. Given such a clear need to accelerate the preparation and
implementation of the privatization program, the Government should obtain specialist advice at the earliest
opportunity with the aims of preparing and finalizing the following:

A comprehensive strategy should be prepared for achieving wide-scale and rapid
privatization in a manner that is both transparent and equitable and that will encourage
domestic and foreign participation in the process.

- There should be separate provisions within the general implementing guidelines for
privatization to allow a 'fast track' for small businesses.

- The legislative framework for privatization should be completed rapidly, including:

- a voucher scheme for distribution of shares in privatized enterprises to the
general population

- the creation of investment trusts and/or holding companies

- valuation procedures

- the State Privatization Program.

Detailed operating manuals should be prepared for the implementation of the program.

A plan should be prepared for strengthening the implementing agencies for the program
including the definition of organization structures, staffing and financial resource
requirements, and an implementation program.

A pilot program of privatization of small and medium-size enterprises should be initiated
with a view to incorporating the lessons of experience into the design of the countrywide
program.
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Demonopolization

124. The Present Status. In early 1992, a decree on preliminary demonopolization measures
was issued and the Anti-Monopoly Committee (AMC) was created. According to the decree, monopolies
were defined as enterprises which supply more than 70 percent of the domestic market, which is high by
Western standards. But even by this definition the CSP estimated that there are several hundred
monopolies. Enterprise managers in general have always operated from monopoly positions and have
little awareness of the dangers of overconcentration.

125. After a long gestation, the Anti-Monopoly Law was approved in December 1992. Like
most modern anti-monopoly legislation, it attempts to prevent or eliminate the dominance of the market
by a single firm and to prevent or eliminate anti-competitive practices. The law does, however, have
some shortcomings that will need to be corrected.

126. The main problem is the exceedingly broad powers that are granted to the AMC. There
are also provisions in the law that could lead to the AMC's discouraging rather than fostering
competition.

127. Specific problems with the law include the following:

- Lack of focus on the present problems of Belarus (for example, on the widespread
occurrence of trade monopolies and associations)

- Lack of specificity as to which courts will be responsible for enforcing the law and the
appeals to decisions by the AMC

- Broad administrative measures that can be imposed by the AMC

- Lack of clear coordination mechanisms with the privatization process (the AMC should
screen all privatization proposals for monopolies to ensure that these monopolies are not
privatized in their present form).

128. Reconnnendations. The Anti-Monopoly Law and the institutional arrangements for its
enforcement should be examined, with the view of completing the legal framework for anti-monopoly
policy. In particular, definitions for what constitutes a monopoly and what is abuse of dominant position
need to be carefully developed, in the context of the Belarus situation. Guidelines for the role of the
AMC in the privatization process and its coordination with the CSP also need to be defined. Finally, an
action program for breaking up monopolistic enterprises, specifically targeted to the trade, transport, and
distribution sectors should be prepared rapidly.
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PRIVATE SECTOR DEVELOPMENT

Introduction

129. Private sector growth in Belarus is taking place via the following two channels:

- Business entities that develop as a "spin-off" of the state-sector, by leasing capital from
the state-owned enterprises, usually with a mixed private and collective ownership
structure, and subcontracting to the state sector

- New businesses developed by private entrepreneurs.

130. For both channels, the main obstacle to the growth of the private sector is the ill-defined
and uncertain legal environment and the related bureaucratic difficulties. Macroeconomic instability and
lack of clarity regarding the reform process are the main obstacles to growth cited by private
entrepreneurs; uncertainty about property rights seems to be their uppermost concern.

131. According to official data, on January 1, 1992 there were 3,375 "small" enterprises in
Belarus,' of which 31 percent were state owned, 27 percent were private, and 42 percent were collective
enterprises (that is, cooperatives, leased enterprises, and joint-stock companies). The shares in
employment of the three groups are 44, 14, and 43 percent, respectively. The average monthly wage
in 1991 was 1,159 rubles in the private sector compared with the national average of 558 rubles. The
growth of the small enterprises in 1991 was surprisingly large: employment rose from 22,000 to 65,000
workers.5 The largest growth was in Minsk (from 5,400 to 19,667 employees), and in Minsk Oblast
(from 1,700 to 9,480 employees).

Private Sector Development by "Spin-off"

132. Because of the size of the state sector, private sector development has to be largely an
outgrowth of state-owned enterprises. Since in Belarus the industrial sector, especially in the military
sector, is relatively advanced, it should be the source of physical and human capital for private sector
development.

133. A distinction must be made between the following two activities:

- The breakup of the "concerns," which replaced the former ministries, into separate
independent companies. This can take place before or simultaneously with privatization.
This breakup also includes separating transport, services, social enterprises (those

4Small enterprise is defined by employment figures and turnover, in the August 1990 USSR decree. In industry
and construction, snmfl enterprises consist of up to 200 employees.
5 The data for 1991 are corrected for a change in statistical procedures.
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providing nursery, recreation, and similar services), and research and teaching
institutes.6

- 'Spin-off" and privatization of productive units within an enterprise. Managers within
the enterprise identify viable units (for example, the raw material production unit, the
maintenance unit and the R&I) unit), that are able to sell services or products to the
parent company as wU as to the outside.

134. "Bottom-Up" Process. An important feature of the spin-off process is that it may be
self-initiated by the managers of the enterprises or by private entrepreneurs from outside. The initiators
identify a viable unit which is relatively independent and select it as a candidate for separation and partial
sale to an employee or outsider. Since the identification of a unit to be "privatized" within a state-owned
enterprise requires information on technology and internal organization, such an identification should be
made by the enterprise managers or by private entrepreneurs with foreign or domestic expertise, rather
than by privatization officials.

135. The size of the unit depends on balancing economies of scale and issues of "control span'
and "principal agents." Especially difficult is the problem of transfer prices. Because of current high
vertical integration, there are many input-output relations which will require transfer pricing. Arbitrary
determination of transfer prices is detrimental to managerial incentives and efficiency. A bottom-up
process of identifying these spin-off units will help to minimize the transfer pricing problem.

136. A common criticism of the spin-off process is that the most productive parts of the state-
owned enterprise are "privatized" while the unproductive units remain as a burden in state hands. In
other words, this is a process of "cream skimming" by private entrepreneurs.

137. However, it should be kept in mind that the "spin-off" method is in fact just another form
of restructuring. Regardless of whether restructuring comes before or after privatization, it usually
involves the closing down of nonviable units in the enterprise. In the spin-off method, viable units are
separated by private initiative and privatized, while nonviable units are left for later restructuring or
liquidation. This process gives the Government additional time to maintain employment in the nonviable
units until safety nets are in place.

138. Ownership and Transparency. Legally, the new unit is registered as a collective or as
a JSC. Usually, the parent state-owned enterprise holds some of the shares while the rest are offered to
managers or outsiders. In a particular case analyzed during the mission, 51 percent were held by the
parent enterprise and 49 percent were sold to one manager and one outsider.

139. The question is then raised of who chooses the buyer and how the value of the privatized
unit is determined. In the case studied, the workers' collective decided by vote to sell the unit to its
current manager (who appeared to be an effective manager), who bought it jointly with an outsider. The

' Similar observations about Russa and Ukraine were mrde by Enrique Rueda-Sabater.

7 In Russin they use the term Koopelroumnye Dostavi.
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capital assets were leased out by the parent state-owned enterprise and the manager-owners invested
24,000 rubles for 49 percent of the capital.

140. This process may lead to major transparency problems and may produce a political
backlash. The role of the CSP is to determine transparent rules for the evaluation of the spin-off and to
determine a transparent process for the approval and selection of managers and outsiders as buyers. A
major problem in evaluating units, where all the capital is leased, is the proper evaluation of the future
earnings potential for their R&D capacity.

141. The dominant position of a few individuals, including managers, in the ownership of a
JSC is useful for effective corporate governance. The diffused ownership in the 'collectives," which is
the preferred privatization method in the Belarus privatization legislation, is a major obstacle to corporate
governance. Therefore, when a unit is spun off, the possibility of a dominant owner is much greater.
Moreover, the spun-off enterprises may be more attractive for foreign investment because they are
smaller, free of redundant labor, and less integrated vertically.

LAgal Environment for New Busninues

142. Obstades for New Bus_es. 'New" private sector activities are found mostly in the
areas of construction, trade, and services. These sectors are less capital-intensive and therefore less
sensitive to uncertainty. Despite the growth in new small enterprises, business development is overrun
with obstacles, among the more formidable of which are: (i) inadequate legislation of entrepreneurial
activity; (ii) cumbersome and lengthy registration procedures; (iii) lack of access to under-utilized
business premises and equipment; (iv) slow progress in the auction of shops and workshops; (v) limited
access to credit; and (vi) a heavy tax burden for entrepreneurs. These obstacles are discussed in the
following paragraphs.

143. Legal Reguladon of Entrepreneuroi Act Why. Entrepreneurial activity in Belarus is
regulated by several laws that have taken effect since Jamuary 1, 1991.' Until recently, owing to a lack
of republic legislation, some laws of the former Soviet Union were still in effect, in particular the Council
of Ministers of the U.S.S.R. Decree No. 590, "Provision of Joint Stock Companies and Ltd.," of June
19, 1990. In January 1993 a new Company Law (Law on Joint Stock Companies, Limited Liability
Companies and Companies with Additional Liabilities, No. 2021-XII of December 9, 1992) came into
effect.

144. According to these laws, entrepeneurial activity may be carried out in the form of
cooperatives, private enterprises (by a single individual), limited companies (two persons, 50,000 rubles
constituent fund), joint stock companies, collective enterprises, lease enterprises, and an entrepreneur.
A major drawback, however, of the legislation is that it does not allow engagement of entrepreneurial
activity in a simple partnership.

January 1, 1991 - Property Law; Enterprises Law; Iae Law. July 1, 1991 - Enterprise Activity Law;
Bankruptcy Law. COM of BSSR Decra - N. 272 "On State Registion of Enteprises and Organizations' (Nov.
1, 1990); N. 386 'On Procedurs of Lunce of Iicon for Carrying Out Certain Types of Activities to the
Economic Subjects and State Registation of BuWinsmen, Working Without Formation of Legal Person (Oct. 16,
1991); and, N. 192 'On Small Enterprises' (May 20, 1991).
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145. Registraion and Licensing Procedures. Existing procedures for state registration for new
businesses are complicated and leave too much to the discretion of local authorities. For entrepreneurs
who do not possess the status of a legal person, the registration process is lengthy and cumbersome,
especially if they are engaged in activities that require licenses. On the one hand, only 'entrepreneurs'
can be given a license, which makes it necessary to first submit an entrepreneur certificate. On the other
hand, the executive committees refuse to register entrepreneurial activities without a license. To
circumvent this problem, entrepreneurs must first register an activity that does not require a license,
thereby qualifying for an entrepreneur certificate. Once they have this certificate, entrepreneurs can apply
for a license, and then for state registration from the executive committee.

146. The weak capacity of the notarial offices connected with the state monopoly on notarial
services makes the registration process more difficult for entrepreneurs, as the work overload at notarial
offices means that entrepreneurs must to wait an average of two weeks for their turn to register.

147. Local authorities exercise an important position as the executive bodies for most laws and
decisions taken by the republican Government. This is relevant for privatization of small businesses, for
registration and licensing, and for foreign investment. In the City of Minsk, local authorities have
adopted a conservative approach, and bureaucratic obstacles and lengthy procedures impose high
transaction costs on the new private sector. Consequently, more growth in new businesses is occurring
outside the city, in the Minsk Oblast.

148. In order to facilitate registration for new businesses, the existing state registration
procedure should be improved: the grounds for refusal of state registration should be strictly determined
by law; an exhaustive list of documents to be submitted for registration should be compiled, in order to
prevent authorizing bodies from demanding documents not stipulated by law; the waiting period for a
registration should be reduced; and a process for protesting decisions made by the executive committees
should be introduced. In some areas it is possible to introduce automatic licensing, in which the applicant
submits the required documents and is then considered registered, unless the local authorities notify the
applicant of their objection.

149. Leasing of Business Premises and Equipment. Office and business space is in very short
supply, which forces new and small workshops to be located in shabby and overcrowded premises. In
addition, rents are sometimes raised arbitrarily, particularly when the landlord realizes that the lessor's
business is profitable.

150. It is only after an entrepreneur becomes a legal person, that he or she has the right to sign
a premise lease contract or any other economic contract. However, although vast amounts of unutilized
space and equipment exist in some of the large state-owned enterprises, the enterprises have little
incentive to lease these vacant premises. Tax legislation stipulates a 50 percent tax on revenues received
from the leasing of premises (workshops, equipment) (Article 4, Clause 3 of the Income and Profit Tax
Law).

151. From January 1, 1992, all enterprises were to pay a new tax - an assets tax amounting
to 2 percent of the value of basic production and nonproduction funds, as well as of new and incomplete
construction. In May 1992 the assets tax for state enterprises was raised to 5 percent. This may
encourage the enterprises to lease out assets to the private sector.
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152. Other alternatives to encourage state enterprises to lease vacant premises to entrepreneurs
are: (i) reducing or annulling the 5 percent assets tax for state enterprises that lease equipment or space
to entrepreneurs; (ii) exempting lease income from taxation; and (iii) introducing a new tax for enterprises
having vacant space not on lease. These options may have only limited success, since they would require
the identification of unused space. It would be difficult to prove that premises and equipment are idle.

153. Until sale of land becomes institutionalized, long-term leasing should be facilitated. The
leases should be long enough to encourage investment but not so long as to pre-empt land reform in the
future. It is crucial that the leases be transferred so that they have some collateral value.

154. Slow Progress in Priaizadon of Shops and Workshops. There is an important connection
between small-business privatization and private sector development. Auctions of shops and workshops
will open up new opportunities for entrepreneurs to lease or buy premises and to trade with the newly
privatized businesses. The slow progress in this area has been a major obstacle to private sector
development in Belarus.

155. Credit Access for Entrepreneurs. Access to credit for new businsses is limited, given
the situation of the financial sector: all commercial banks are former state banks working with old
clients; private commercial banks are not yet in place; interest rates on short-term credits are as high as
70 percent; and it is impossible to find financially sound guarantors on whom banks will rely.

156. Therefore, development of collateral instruments and a property register are essential.
At present, there are no mortgage regulations in place. The banking system will not be able to function
without such regulations, and credit may be restricted even if money for lending is available.

157. Since the banking structure is closely tied to the state structure, private and small
businesses have difficulties in accessing credit. Until the banking system is reorganized, interim measures
to facilitate credit to the private sector may be necessary. A special fund providing guarantees to first-
time private borrowers lacking collateral has been established, although it is very limited in size and it
is not self-financing.

158. Business Taxation. Taxation of businesses is high, although some tax breaks have
recently been introduced for small and new enterprises. The former are subject to a lower profits tax rate
exemption (15 percent instead of 30 percent), and in 1993 the latter (defined as enterprises established
during 1991 and 1993) are exempt from profit tax. In addition to the extremely high burden of taxation,
an issue of much concern for businesses is uncertainty about taxation, including retroactive taxation.

159. Following recent modifications introduced in 1993, entrepreneurs must pay the following
types of taxes:

Value Added Tax (VAT) in the amount of 25 percent of value added (with substantial
exemptions); the VAT is income based and exempts exports to non-FSU countries

Excise taxes on sales revenues, for specific products (for example, selected energy and
petrochemical products, selected consumer goods and luxury items, alcohol), with rates
varying between 15 and 75 percent
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Profits tax, at the standard rate of 30 percent with the following exceptions:

- full exemption for newly established enterprises, for 1993 only
- 15 percent for small businesses
- 44 percent for commercial and cooperative banks and insurance organizations
- between 7 and 20 percent for agricultural and agroprocessing enterprises

- Income tax on selected profitable activities, most important, on intermediary trade
activities with a rate of 40 percent

- International trade taxes, levied in the form of explicit taxes on selected imports and
exports, and levied implicitly in the form of surrender requirements on foreign currency
receipts of exporters

- Contributions to the Pension Fund and the Social Protection Fund (40.8 percent of the
wages bill)

- Contributions to the Chernobyl Fund (18 percent of the wages bill).

160. Coordinating Government Policy in Private Sector Development. Coordination of
Government policy in the area of private sector development is important for promoting development,
especially during the transition to a market economy. The Government has established a fund for the
support of private businesses and there are several business associations whose main objective is to lobby
the Government on issues of taxation and access to public contracts. The latter are important in the
construction sector, since, for example, the renovation of infrastructure and housing projects for the city
of Minsk are carried out jointly by state-owned enterprises and private contractors.

161. While some state-owned enterprise managers view private businesses negatively and are
reluctant to use their services, others use them in barter deals to obtain inputs, foreign currency, and
spare parts, as well as financial services. Contracting activity between the state-owned sectors and the
emerging private sector will help to increase private business development opportunities. There is thus
a need to motivate enterprise managers to contract with private entrepreneurs, instead of using in-house
production or contracting with other state-owned enterprises. The concept of competitive bidding should
be introduced in government dealings with the private sector.

162. Local authorities in general exercise strong powers, particularly vis-a-vis the emerging
private sector.

Foreign Investment in Belarus

163. Foreign investment can contribute to the development of the country. However, foreign
investment legislation can function well only in a stable and developed legal environment. In order to
reduce political sensitivities, foreign investment laws must provide a comprehensive legal framework.
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164. The first Foreign Investments Law in Belarus, which came into force in 1991, entitles
foreign investors to carry out economic activity within joint ventures (Vs), and foreign capital
enterprises, with 100 percent foreign ownership.

165. The State Committee for Foreign Economic Relations (SCFER) oversees the formation
of ventures under foreign investment and regulates their activities. The Belarus Foreign Investments Law
has very broad objectives. It deals with the formation of companies, protection from further legislative
changes, profit repatriation, and labor issues.

166. The law makes reference to other laws, some of which are not yet in place, and leaves
some areas for negotiation on a case-by-case basis. Under such circumstances, the outcome of official
determination is unpredictable and can impede foreign investment, especially for small investments.

167. At the end of 1990 there were 54 JVs; there were over 200 at the end of 1991. The
process of creating JVs intensified after the functions of registration were transferred to the republic
(beginning January 1, 1991). In the first nine months of 1991, the capital investment of foreign joint
ventures exceeded 124 million rubles. A relatively high percentage of JVs registered in Belarus have
already begun to function (52 percent compared with 12 percent in the former Soviet Union as a whole).

168. Major issues faced by the JVs are convertibility, multiple exchange rates, and taxation
problems owing to the disintegration of the FSU, especially since JVs often sell to clients in Russia.
Interviews with JV managers in the computer industry revealed their concern that, because of bigher
taxation rates in Belarus, Minsk can hardly serve as a 'gateway to Russia," as was the original idea when
Minsk was chosen as an assembly center and import venue for sales in the other republics.

169. According to the guidelines provided by SCFER to foreign investors, priority areas for
foreign investments are electronics, chemicals, transport and communications, construction materials, and
agricultural processing. A specific proposal is to sell unfinished structures to interested foreign partners,
particularly since the construction of about 500 buildings has been halted in Belarus.

170. The Government of Belarus is planning to set up three free economic zones: in Brest,
Grodno, and the Minsk-2 airport area. At present free economic zone for Brest is under way and the first
duty-free shop has recently been opened. Land will be granted on lease for 70 years.

Recommendations

171. The Belarus Government needs to stimulate the development of new private businesses
and should encourage private sector development in general. To do this, the Government needs to:

- Clarify, supplement, and, if necessary, establish property rights for land, buildings, and
capital

- Set up collateral and property registers to assist in providing credit to small businesses,
and bank reform in general, and encourage the development of private legal and
accounting professions, including notarial services



ANNEX A 33

- Permit automatic registration of new businesses and reduce the number of activities that
require licensing

- Encourage state-owned enterprises to lease out premises and capital to private businesses,
for instance by developing office parks

- Motivate state-owned enterprises to trade with new private businesses

- Speed up the privatization of shops and workshops in particular through auctions, to
create a market for small businesses

- Assist the self-initiated spin-off process by managers by setting up transparent evaluation
and selection rules for privatization

- Review business taxation, especially VAT and contributions to special funds

- Review the Foreign Investment Law and foreign investment opportunities (for example,
tax regime differences with Russia and the effect of multiple exchange rates and
nonconvertibility on the market potential for JVs)

- Provide local authorities with incentives for encouraging private sector development and
privatization

- Create a small business agency that will act as an advocate for private sector
development.
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AGRICULTURE

INTRODUCTION

1. In 1991, agriculture in Belarus accounted for 23.0 percent of net material product (NMP)
and employed 19.3 percent of the working population. Prior to 1980, the importance of agriculture in
the economy had declined, but it remained more or less unchanged during the 1980s (see Table 1).
Traditionally the sector produced an exportable surplus which went mainly to the other former Soviet
Republics (FSRs). Belarus has a kolkioz/sovkhoz system that is similar to that in the other FSRs and has
had a better performance record. In the past decade, arable land in Belarus decreased by about 5
percent. In 1991, agricultural production declined by about 10 percent, mainly because of adverse
climatic conditions. The decline in livestock production continued durmg 1992. At present the central
control of agriculture has decreased, but sufficient markets and producer incentives have not yet been
created.

Table 1: STRUCTURE OF NMP BY SECTORS'

1980 1985 1986 1987 1988 1989 1990 1991l
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

including:
Industry 62.5 58.7 59.2 59.8 59.9 60.1 58.6 65.6
Construction 7.8 8.0 8.3 8.7 8.5 8.9 9.0 9.0
Agriculture 18.8 23.0 22.5 21.9 21.9 21.4 23.0 18.3
Transport & Comm. 2.7 3.0 3.0 3.0 3.0 3.0 3.3 2.1
Trade & Food 2.5 2.1 2.1 2.2 2.3 2.4 2.7 2.4
Materio-technical 0.9 0.5 0.5 0.7 0.6 0.6 0.5 0.6
supply

Procurement 0.5 0.3 0.3 0.3 0.3 0.3 0.3 0.2
Other 4.3 4.4 4.1 3.4 3.5 3.3 2.6 1.8

At 1991 prices.
Source: Goskomstat.

2. Agriculture in Belarus is based largely on grain and forage inputs for animal husbandry.
The productive capacity of pasture and meadows (which constitute over 30 percent of all farmland) is low
and has shown little improvement, although the research capability for improvement exists. Another
problem stems from the heavy concentration of animal husbandry: the accompanying accumulation of
liquid nitrates seriously contaminates the soil. Measured in terms of yields and conversion ratios,
Belarus' agriculture is not competitive with that of Western and other Central European countries. This
can only partially be explained by the country's less favorable land resource base, which consists of light
and marshy soils. Although considerable improvement in productivity was made in the past, future
improvement will require substantial purchased inputs which in light of the economic situation may not
be justified. Agriculture is characterized by high labor input and high losses in planting, harvesting, and
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storage. Machinery and equipment are mainly of domestic make and are designed for the needs of large-
scale farming; they are low in quality and are unreliable. The food processing industry is comprised
mainly of outdated technology and its structure is not geared to a competitive market economy.

3. Farm policies were determined centrally during the Soviet period, and Belarus inherited
a government structure focused on Moscow. Government activity in, and the institutional framework for,
food and agriculture reflect the needs and practices of the command economy. Statc orders, price
control, and centralized and monopolized trading are stiU in place. The reform in agriculture is at a
fairly early stage, and the adjustment needed is considerable because of the legacy of distorted prices,
monopolistic input and output marketing, and the built-in inefficiencies of the kolkioz/sovkhoz system
(collective farmistate farm system).

THE AGRICULTURAL SYSTEM

4. The total area of Belarus is 208,000 kIm2, about 0.9 percent of the area of the former
Soviet Union (FSU). It has a population of 10.3 million (3.6 percent of the FSU), which is growing at
0.58 percent per year and of which 66 percent lives in urban areas. About 9.3 million hectares (ha) of
agncultural land wre culvwated in 1990-91. Agriculture sector employment declined from 26.4 percent
of the total work force in 1980 to 19.3 percent in 1990, while arable land area decreased by about 5
percent, from 6.3 million ha in 1980 to 6.0 million ha in 1991. The share of industrial employment
increased during the same period from 37.2 percent to 42.2 percent.

5. Agriculural soils in Belarus are brown forest soils of comparatively good soil structure.
Their physical composition is: argillaceous and loam, 26.9 percent; sandy loam, 49.1 percent; sandy,
18.6 percent; peat and swampy land, 5.4 percent. Considering the stress that will be laid on developing
a competitive, efficient agriculture, the sandy and peat and swampy soils (24 percent) will probably have
to go out of production. The soils require continuous liming. The Government sponsored a program
under which soils were limed every four years at a cost to the Government of 1.5 billion rubles annually;
this program reduced soil acidity from a ph value of 4.5 to an average value of 5.8.

6. Agriculture in Belarus is mainly a livestockl/eed economy in which most of the grain
produced is fed to livestock. Table 2, which gives an overview of the major features of the agricultural
sector, shows the heavy concentration on livestock, with 60 percent of the total agricultural land allocated
to feedcrops - i.e., grassland and fodder crops Oey farming). The feedcrop share of total agricultural
crops far exceeds that in Russia and Ukraine (see Table 3). With about 65 percent of the grain area also
producing animal feed, the emphasis on livestock production becomes even more pronounced. Table 2
also indicates that agricultural exports exceeded imports by about 1.3 billion rubles in 1991 - an export
surplus that was the hallmark of Belarus agriculture. It is also interesting to see, from the table, the
comparatively high capacity of agricultural machinery per unit of land, the low milk yields, and the
inefficient feed conversion ratios.

7. Arabk land utifzation since 1980 is shown in Table 4, and production developments are
shown in Table 5. About 58 percent of the arable land is used for grain, oilseed crops, and vegetable
and potato production. Grain production increased by about 3 percent annually during the 1980s and
reached an output of 8.2 million tons in 1990. The three grain varieties and their share of land in 1990
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were: rye (35 percent), barley (39 percent), oats (14 percent), and wheat (5 percent). Except for rye,
which is used mainly for human consumption, the grains are fed to livestock.

Table 2: OVERVIEW OF AGRICULTURE, 1990

Tractor and trucks per 100 ha agricultral lad (number) 2.9
Grain combines per 100 ha agricultural land (number) 0.4
Exports of agricultural products in 1991 (mil rub) 2,350
Imports of agricutura produuts in 1991 (mWi-rub) -,020

Crop Production Area '000 ha % Shae .Producio '000 t

Grain 2,645 28.3 8,236

Rapeseed, flax 397 4.3 98

Sugar beets 46 0.5 1,479

Veg., potatoes, beans 851 9.1 9,339

Fodder crops (ey farm.) 2,300 24.7

Pastures 1,593 17.1

Permanent grassland 1,498 16.1
9,330 100.0

>, -,c coow -OO -- ". ,-

'000 heed
Cattle 7,166
of which cows 2,439
Pigs 5,204

Sheep and goats 510

Horses 219

Poultry 49,768

Milk production 7,457

Milk yield per cow (kg) 3,220 (state/coll. farms)

Conversion ratios (oats feed units per unit product produced)

Milk 1.59

Cattle fattening 12.43
Pig fattening 6.84

Fertilizer per ha (kg nutrients) 260

Source: Goskomsat, Minsk.
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Table 3: PERCENT DISTRIBUTION OF MAJOR CROPS
IN BELARUS, RUSSIA, AND UKRAINE,

AVERAGE AREA, 1988 - 90

'Crop B r i.- Rumia Ukraine

Grain 26.0 55.0 45.8

Sugar beets 0.5 1.0 4.9

Oilseed crops" 5.5 3.5 5.5

Potatoes, vegetables 8.0 3.5 6.8

Feed crops 60.0 37.0 36.1

of which:

pastures 14.0 16.0

permanent grass 19.0 12.0 12.2

fodder crops 27.0 9.0 13.3
including flax.

b Included under permanent gram.

8. About 10.0 percent of total arable land is allocated forpotato production (about 9 million
tons in 1990). The sandy soils are well suited for this crop, but the area has been declining steadily
since the early 1980s because of declining demand. The vegetable area, which covers only about 0.5
percent of total arable area, has also been declining. This decline has been compensated for by higher
production in private gardens, not only those of farm workers, but also those of urban dwellers, many
of whom keep small vegetable plots outside the towns. Nearly 400,000 ha are under oilseed crops, with
rapeseed accounting for about 4.0 percent of the total arable area. The crop likely to offer export
opportunities in Western countries is fla. In the past, the republic produced about 26.0 percent of the
total production of the FSU, but this crop area is also declining. Sugar beets cover a comparatively small
area (46,000 ha), not quite 0.5 percent of the total arable area. The Government is trying to increase
area and output of this crop to reduce import requirements, but has had little success, since the area
under this crop has also been declining. The only category showing appreciable increases in area has
beenfodder crops, which increased by over 500,000 ha during the 1980s, again owing to the emphasis
on livestock production.

9. The increase in grain production and other crops despite declining areas implies an
improvement in yields except for potatoes, as is shown in Table 6. Grain yields in particular increased
consistently and fairly strongly. However, agricultural yields are still below those in Central and Western
European countries, as Tables 6 and 7 indicate. In particular, Belarus' potato yields of 14 tons per ha
are well below those in other European countries, except Romania. Compared with grain yields in the
extensively farmed areas of Canada and Argentina, Belarus yields are actually above yields in those
countries. Increased use of more fertilizer and other chemicals could probably raise yields from the
present 3 tons/ha to 4 tons/ha. This increase alone would substitute for grain imports. However, most
of the inputs necessary for higher yields would have to be imported. The country would therefore be
well advised to use the scarce foreign exchange only on the better types of soils and to take the poorer
soils (about 24 percent) out of production and put them to other uses, such as forest cultivation.
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Table4: CULTIVATED LANDS
('000 hectares)

Year 1980 198s. 1989 1990
Sown area 6,308 6,241 6,199 6,126
Grain crops 3,139 2,816 2,692 2,636
including:

winter rye 1,074 1,015 895 917
winter wheat 119 118 122 125
spring wheat 90 77 20 15
spnng barley 1,218 918 1,025 1,029
oats 391 380 368 360
buckwheat 44 38 22 18
pulses 203 270 219 172

Technical crops 290 266 291 248
including:

flax 234 200 173 149
sugar beet 52 59 51 46

Potatoes 787 708 657 638
Vegetables 54 47 45 41
Fodder crops 2,038 2,403 2,514 2,554

Table 5: PRODUCTION OF SELECTED AGRICULTURAL PRODUCTS, 1980-90
('000 tons)

Year
Product 19914 196 197 19# 191l 1990
Grain 6,754 7,041 9,281 6,922 8,509 8,236

Sugar beets 1,383 1,609 1,485 1,579 1,810 1,479

Beef 411 505 538 573 582 586

Pork 350 418 433 458 455 438

Beef and pork 761 923 971 1,031 1,037 1,024

of which private 238 169 153 147 140 129

Sheep and goats 41 8 9 9 9 8

Poultry meat 871 128 130 133 142 142

Milk 6,105 7,002 7,254 7,460 7,419 7,457

of which priv.b 2,048 1,956 1,858 1,806 1,761 1,806

Wool (tons) 1,122 1,235 1,254 1,234 1,092 958

of which pnv.' 168 353 336 334 321 318

Base year for livestock products is 1980.
Private farms and private plots of agricultural worker.

10. Fertilizer use in Belarus is about 260 kg/ha compared with 100 kg/ha in the FSU and 148
kg/ha in Ukraine. This consumption compares with 360 kg/ha in Hungary, 385 kg/ha in Poland, and 425
kg/ha in West Germany. The lower consumption of fertilizer in Ukraine not only demonstrates the better
soil resources in that country but also indicates the higher cost of production in Belarus. The distribution
and application of fertilizer and other chemical inputs is very concentrated in Belarus. The
Belagrochemical enterprise (Belagrochemie) in Minsk handles, on orders from the Ministry of
Agriculture, the supply of fertilizer, insecticides, herbicides, and pesticides. The firm not only delivers
these inputs to the farms but spreads and sprays up to 60 percent of them in addition to spreading about
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40 percent of the farms' own manure. The fim also carries out the lime spreading program. The 20,000
tractors and trucks Belagrochemie uses in these operations are Dot included in the machinery data in Table
2. Raw materials for phosphate fertilizer are imported from the Russian republic; since the manufacturing
capacity for this fertilizer is insufficient for the demand, some phosphate is imported as fertilizer. Raw
materials for nitrogen and potassium fertilizer are available in Belarus. About 4 million tons of potassium
fertilizer are exported, mainly to other FSRs and Eastern European countries.

Table 6: YIELD AND FEED CONVERSION RATIOS' FOR SELECTED AGRICULTURAL
PRODUCTS IN BELARUS AND EAST EUROPEAN COUNTRIES AND WEST GERMANY,

1980 - 1990

Grain Suga Beetoes Mil l Ratios
Year i C Pork

-ton per ha- -k- -oat uit-

1980 2.2 25.4 15.4 2,223 1.69 12.47 9.35
1986 2.5 30.2 19.2 2,721 1.670 13.11I 7.92w
1987 3.4 27.9 17.2 2,953 n.a
1988 2.6 30.3 11.6 3,136 n.a.
1989 3.2 35.5 16.9 3,183 1.44 12.25 6.54
1990 3.1 32.0 13.5 3,220 1.59 12.43 6.89

Average, Yields in SastEu n tiernd Wai ny ha

CFFR Poland WatG

1981-85 4.7 3.9 4.6 5.6
1988 5.3 3.5 5.4 6.8
1989 5.1 3.9 5.2 6.2
Sugar beets
1981-85 34.7 33.1 38.9 50.4
1988 33.6 34.1 39.3 49.1
1989 35.2 34.0 43.9 54.2

1981-89 18.6 16.8 18.2 31.0
1988 20.6 18.6 18.5 37.3
1989 18.6 18.5 18.6 37.1
Feod conversion ratios in West German agriculture:

Milk production 0.8
Cattle fatening 5.2
Pig fattening 4.2

Oat 0its from nufactured food required per kg of animal product in addition to thosc from roughages; one oat
unit - 600 pais stmh.
b S and oolictivo arms ony.
* 1985.
~RIf: Gokotomat, Minsk.
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Table 7: AVERAGE CROP YIELDS, 1988-90
(Tons per ha [t/ha], in selected countries)

Country Cereals Potos Sugar beet
Former USSR 1.9 11.0 26.7

Belarus 3.0 14.0 32.6

Poland 3.1 18.9 35.4

Romania 3.1 10.7 17.6

Canada 2.2 24.8 37.8

USA 4.3 32.2 43.7

Argentina 2.3 23.6

France 6.0 32.2 64.5

Germany
Eastern Part 4.4 36.1 27.1
Western Part 5.7 26.1 53.9

oucs World ankr, Review of Food Policy Options and Agricultiril
Sector Reforms, Working Draft, March 1992; Goskomsat, Minsk.

11. Herbicides, pestcides, and insectcdes are in short supply, which leads to high weed
infestation and losses in output. These chemicals have to be imported, and cost about US$100 million
per year in 1991 prices. Imports come mainly from hard currency countries. In 1991, 84 million rubles'
worth were imported from the FSU. There is a considerable barter trade, mainly with Eastern European
countries, with Belarus supplying fertilizer in exchange for spraying chemicals. Because of steeply rising
prices for fertilizer and spraying chemicals, the use of these inputs was reduced in 1991, contributing to
the decline in production for that year. Farms were, however, able to purchase and store considerable
quantities of fertilizer for the 1992 crop; thus, shortages of chemicals have not caused major declines in
the 1992 crop.

12. During the Soviet period, Belarus concentrated its agricultural production on intensive
livestock production. Although the resource base was not fully suitable for such an overall commitment,
livestock farms prospered and production expanded - not because these operations were efficient but
because they were heavily subsidized. Now, with the changed economic environment, emphasis has to
be on efficient use of resources; the demand for livestock products is likely to decline and subsidies will
no longer have a major role to play. The implication is that the livestock industry will be most seriously
affected by future changes in agricultural production. The cattle industry, in particular, will have to make
far-reaching adjustments. Improvements in productivity in pig and poultry farming are easier to achieve.
A large share of poultry farming (42 percent) is in the hands of private farmers, in which case
inefficiencies in production can be compensated for by free family labor.

13. The livestock sector accounts for 59 percent of the gross value of agricultural production
in 1991. Past developments in the livestock industry are indicated in Tables 5 and 8. Production has
generally increased, numbers of cattle have declined, pig numbers have increased slightly, and poultry
population has increased strongly. Total meat output grew from 578,000 tons in 1980 to 889,000 tons
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in 1991. Egg production increased during the same period, from 3 billion to 3.7 billion. Beef and pork
production increased by about 5 percent yearly during the 1980s, with beef accounting for 55 percent of
the total. Both types of meat are also produced by private farms. Their production declined steadily
from 239,000 tons in the early 1980s to 129,000 tons in 1990; most of this decline was accounted for
by beef. A similar development affected milk production, which increased by about 3 percent annually
during the 1980s, with the share of private farmers declining.

Table 8: NUMBERS OF LIVESTOCK, 1981-91
('000 head)

Years Total Cattle Cows Pigs Sheep/Goats Horses Poultry
1981 6,768 2,738 4,567 570 231 39,184
1986 7,535 2,683 5,014 660 229 44,263
1987 7,513 2,593 5,093 634 230 45,170
1988 7,365 2,528 5,103 613 226 46,016
1989 7,271 2,481 5,134 570 223 47,471
1990 7,166 2,439 5,204 510 219 49,768
1991 6,975 2,362 5,051 445 217 50,617
of which kept by private farms or owners of _smal agricultural Plots
1981 1,083 890 1,629 173 1 19,364
1986 1,034 826 1,575 273 2 18,894
1987 930 763 1,529 246 2 19,097
1988 868 721 1,509 239 3 19,082
1989 836 700 1,086 232 5 19,869
1990 815 681 1,522 227 7 21,223
1991 775 663 1,506 235 12 21,553

Souge: Goskomst, Minsk.

14. Considering that nearly all grain produced in Belarus is used for meat and milk production
and that nearly 60 percent of the farmland is wnder grass and fodder crops and supports meat and milk
production, the production of 1.5 million tons of meat and 7.5 million tons of milk is low. The 3.0
million ha of pastures and permanent grassland produce only 1.5 tons of fodder units (oat equivalent) per
ha. With better production techniques it should be possible to raise the output of fodder units two or
three times. A rough estimate would indicate the following fertilizer requirement to achieve this
grassland improvement: 18 million tons of lime every sixth year; 27,000 tons of fertilizer (300 kg/ha);
300,000 tons of organic fertilizer every ten years. Implementing such a program should increase meat
production to about 3.5 million tons. The change to a more extensive cattle production system based on
better utilization of greenland would require getting rid of the large cattle and pig fattening units that
present an ecological hazard to the environment. Since the livestock industry is the most labor-intensive
of all production branches, the contraction in that industry is likely to put more pressure on a reduction
of the labor force in agriculture.

15. Inefficiences in resource use are not confined only to the livestock sector, but are also
experienced in labor and machinery utilization, and management, and through large losses during
planting, harvesting, and storage.
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Labor. About 19 percent of the working population, including technical staff working
on farms, is engaged in agriculture. This is a high percentage and translates into a high
labor component per farm. It shows an unusually high employment of administrative
staff on the estates. Estates also employ groups of skilled artisans, such as bricklayers
and electricians, who work solely on farm-related schemes. They account for up to 25
percent of the estate labor force. These services add an unnecessary burden to farm
expenditures and should be performed more cheaply by outside contractors. Farm
managers would not admit to this, and under the current situation that may be true. With
modern management of farms, this argument is not sustainable. Establishing these
services as independent units at the village level would provide employment for villagers
and would contribute to the privatization effort.

Management. Currently, management is still inhibited by lack of commercially-oriented
policy planning and by a certain "subsidy mentality" that relies on the state to make up
losses. There is also a social component that forces the manager to provide employment
for rural people. The excessive size of the labor force would have to be reduced and the
workers employed in other activities at the village level (see above). The lack of market
orientation in production can be solved through greater specialization; for example, by
growing vegetables and concentrating on a limited number of production branches as well
as abolishing unproductive units. The problem of low work morale can be alleviated
through performanceoriented remuneration. Management has to be based on personal
responsibility, distribution of responsibility, and training of employees in line with a
market-oriented production policy.

Production and Processing Losses. Government officials readily admit that losses in
production and processing of agricultural products are very high. It is estimated that
losses of agricultural products vary between 25 and 35 percent, and arise because of
inadequate handling during harvesting, feeding, and processing. Losses are also caused
by outdated, broken, and low quality machinery. For example, it is estimated that with
better seeding equipment seed requirements could be reduced by 800 kg/ha. This would
imply a savings of about 2 million tons of grain on the current area. Further grain losses
occur in harvesting and storage. Processing machinery in the dairies and bread factories
is generally well over ten years old and is in need of replacement, if for no other reason
than to reduce the rapidly rising costly demand for spare parts. Another source of losses
is low quality feed rations, which result in higher feed input per unit of output. Because
of low quality grain and concentrate input and difficulties in maintaining consistent
rations, excessive amounts of fodder have to be fed to produce livestock products. An
additional source of waste is the feeding of meal rather than pellets, which causes losses
in handling.

Overcpaciay in Machinery. Belarus agriculture uses 2.9 tractors and trucks per 100 ha
of agricultural area, the same level as in the former German Democratic Republic
(GDR). This capacity must be one of the highest in the world for this type of farming
system. It is not justified by work requirements, particularly if one considers that nearly
60 percent of the agricultural area is under grass and fodder crops and that the fertilizer
supply company does a considerable amount of fertilizer and manure spreading for the
state and collective farms. The number of grain combines per 100 ha of agricultural land
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is 0.4, a capacity that is higher than anywhere else in the world. The capacity in
Hungary, admittedly the lowest in Europe, is 0.17 (0.29 in the former GDR). The
overcapacity of machinery is encouraged by low prices for fuel. But in spite of low fuel
prices, the large amount of machinery per farm is explained by the low quality of
machinery right from the factory gate. It is sometimes necossary to keep one tractor for
spare parts to keep another one going. The tractor industry, which is located in Minsk,
not only supplies Belarus agriculture but exports a considerable amount to other republics
of the FSU. These inefficiencies are not insurmountable. Most farms should be able of
increase their productivity through: (i) better plant and animal material; (ii) better use
of less, but higher quality, machinery; and (iii) better agricultural techniques, including
the reduction of losses in the production, storage, and processing of agricultural
commodities. After abolishing administrative planning, most farms should be in a
position to adjust their production programs according to climatic and soil situations in
the framework of a market-oriented production policy, without necessarily intensifying
agricultural production through higher inputs.

INSTITUTIONAL STRUCTURE AND MANAGE:MENT

Enterprise Sucture

16. In the kolkhoz/sovkhoz system, jfr the kolkhozes, or collective farms, production output
and all assets are jointly owned by the collective, while for the sovkhozes, or state farms, production
output and all assets are owned by the state. All land was nationalized during the October Revolution.
The kolkhoz/sovkhoz system is augmented by the so-called interjwm enterprises, which are jointly owned
by several farms. An additional set of farms serves special purposes (e.g., training, research). In
addition to these centrally organized sectors, an important part of agricultural production originates in
individual subsidiary farms, such as household plots of individual kolkhoz or sovkhoz members and
garden plots assigned to city workers. The kolkhoz/sovkhoz stucture also provides a comprehensive
range of social and municipal serices, such as kindergartens, schools, medical care, housing, and clubs.
The level of these services in Belarus seems to be one of the highest among the FSRs.

17. In 1992, 1,779 kolkhozes held about 7.6 million ha, 733 sovkhozes held about 2.9 million
ha, and 43 interfarm enterprises held about 40,000 ha of the approximately 10.5 million ha (including
forests) held by the socialized sector.' The sociaUized sector produced about 70 percent of the gross
agricultural product. As a result of the agglomeration policy and the reorganizations in the 1960s and
1970s, the number of kolkhozes and sovkhozes decreased while the average size of the farms increased.
Before World War II, the differences between the sovkhozes and kolkhozes were quite pronounced.
These differences were practically eliminated with the adoption of guaranteed wages for kolkhoz members
and the government policy to provide credit (which was often later written off) if the farm could not meet
its wage or other obligations. Several kolkhozes were actually transferred to the s-x farm sector.

18. Both sovkhozes and kolkhozes are diversified, large-scale enterprises, and only a few
farms are narrowly specialized. Livestock production, accompanied by grain and feed production, is
characteristic of most farms. The large-scale farms produced 85 percent of meat and poultry, 25 percent

1 About 65 percent was amble land, about 2 percent orchards, and the rest meadows and pastures and some forest.
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of milk, and practically all grain. The average size of a kolkhoz/sovkhoz is about 3,100 ha, including
a little more than 2,000 ha of arable land, with about 400 laborers per farm. Sovkhozes are somewhat
better equipped. On average, the value of productive assets per farm is 17.5 percent higher at sovkhozes
than at kolkhozes.

19. Up to early 1990, only the so-called individual subsidiary farms represented the private
sector in the agricultural system. These subsidiary farms consist of the two categories mentioned above -
- household plots and vegetable gardens allocated to urban workers. All together, some 1.4 million
families used about 676 thousand ha, or 7.3 percent of the total arable land, which provided more than
a quarter of the total agricultural production in the second half of the 1980s. About 30 percent of cattle,
31.5 percent of pigs, and 60 percent of sheep and goats were raised by these families. Their contribution
to potato production was 65 percent, and to vegetable production 55 percent, while more than 95 percent
of fruits and berries were provided by this sector. As of April 15, 1992, there were only 1,471
individual privatefarms in Belarus, with a total area of 31.8 thousand ha; 20 ha per farm was the average
size. Independent private farming, where farmers are allowed to use their own land without being
associated with the socialized sector, recently began to emerge after the political system started to
liberalize. Presently, the share in production of the nonassociated private farmers is still negligible, at
about 0.3 percent. Historically, the large-scale farms and household farms of their members have
cooperated closely. A large proportion of the inputs of household farms, especially animal feed,
livestock, and machinery services, are provided by the large-scale farms, often without payment, as a
benefit to workers. The productivity and performance in private agriculture is generally higher than on
the large-scale farms.

20. lhe processing of agricultural products is organized into six major branches of the
Belarus agroindustrial complex (grain, potatoes, sugar, vegetables and fruits, meat, and dairy products)
(see Table 9). The structure of the food processing industry reflects the heritage of the FSU regional
specialization policies and in many cases its lack of complexity. Some vital branches (e.g., baby food
production) do not exist in the country. The state-of-the-art of the food processing industry is outdated
and insufficient for current needs. Most of the machinery and equipment came from former Council for
Mutual Economic Assistance (CMEA) countries, whose technology lagged behind that of Western
countries. Today owing to the collapse of trade with former CMEA countries, it is difficult to acquire
spare parts for the existing equipment inventory. Substantial investments would be needed to streamline
production, as well as to modernize and restructure the existing agroindustry.

21. The input supply and procurement of agriculturalproducts is fully monopolized by state-
owned organizations. Product-specific trade supply and procurement organizations operate on a
nationwide basis. Up to the present time, these organizations (for example, Belagromas, the Machinery
Supply Company; Belagrointorg, the Agricultural Input Import Company; and Belselkhozchemie, the
Agrochemical Supply Organization) have enjoyed monopolistic positions. Both input supply and
procurement have been an allocative process rather than trade in the traditional sense. The current farm
support system is designed almost entirely to serve state and collective farms, which have also developed
agroservice facilities for themselves. In principle, the monopoly of the state supply and procurement
network has been abolished. However, alternative structures have not yet begun to emerge. Barter trade
is mainly managed directly by the farms and enterprises. In most cases, FSRs provide the first real
alternative to the former system. However, barter deals at present play a relatively marginal role in input
supply.
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22. The former rural financial intermediojion in Belarus, similar to that in the FSU, was
characterized by the partitioning of the deposit mobilization and lending functions and by repressed
interest rates. Deposit mobilization was primarily assigned to the state-owned savings bank (Sberbank),
which has an extensive network of branches throughout the republic. Until the 1987-88 banking reform,
farming enterprises received credit through the government banking system (Gosbank). In 1988 the
newly created Belagroprombank took over all the commercial lending activities with respect to
agriculture. Now Belagroprombank has 125 branches and is, in practice, under the control of the
Ministry of Agriculture and Food (until recently called the Ministry of Agricultural Production). The
Minister of Agriculture is Chairman of the Board. Recently, several smaller commercial banks (25 in
all) were established; none of them is focused on agriculture to date. Thus, at present, Belagroprombank
is the only bank dealing with agriculture. Its activities are focused mainly on large-scale farms and state-
owned organizations.

The Govermment

23. Government management in agriculture still reflects the characterisnc features of the
command economy. A relatively large-scale bureaucratic administrative structure is still functioning above
the farm level to provide central control to farms and other agricultural activities. Even in 1992, the
production decisions of the farms are still influenced by procurement and delivery obligations. About
70 to 80 percent of farm production is covered by the obligations. Allocations of inputs and machinery
depend upon the fulfillment of these targets. The increasing problems of input supply via state channels
has eroded these targets in recent months. Farms with good connections and solid financial backgrounds
seem to be able to avoid obligatory deliveries.

24. In principle, agriculture is still managed by the institutions of the FSU agroindustrial
complex. In the management of agriculture on the national level, the principal role is played by the
Ministry ofAgriculture and Food, which was recently organized from seven republic-level ministerial-type
organizations of the former agroindustrial complex. The new ministry has only 400 employees compared
with the staff of 2,000 of the former seven ministries and state committees. The Ministry of Agriculture
and Food oversees the production of agricultural raw materials as well as the processing of agricultural
products. The internal structure of the ministry follows the major areas of food production (such as crop
and livestock production) as well as functions such as economic management, health, and quality control.
National monopolistic processing, input supply, and procurement organizations (e.g.,
Belagropromtechnica, Belagromas, Belagrointorg) report directly to the ministry. A network of research
institutes and testing stations is also centrally managed. Prices and subsidies are governed by the State
Committee for the Economy and Planning and the Ministry of Finance.

25. At the regional levels (oblast, rayon), the institutional and administrative structure of the
Soviet period has been preserved almost without change. The agricultural and food committees of the
local soviets were created to implement direct administrative controls. Their structure on the oblast level
reflects the function of the ministry, while on the regional level they serve as an extended arm of the
oblast level department. The oblast and rayon levels of the agroindustrial associations have also
continued to function. These organs are supposed to coordinate the activities of local agricultural and
processing enterprises. Their main role is to transfer targets for production and delivery as well as to
distribute inputs and machinery to farms.
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Table 9: STRUCTURAL CHARACTERISTICS OF AGRICULTURAL SECTOR

Description Unit I 1990 Romrks

Grain Complex Utimate share
in Belarus

Gross production at actu prices mln. Rbls. T I
including: T

agriculture | 1114.0 6.7

| - processing industry 2984.6 33.2
Average annual workforce employed in subcomplex r 111.5 6.7

including:

I - in agriculture 68.3 6.0

L- in industy 43.2 31.3

Value of fixed industil production assets mln. Rbls. 3810.4 13.2

b.m.z. including of thewe for:

- agricultural purposes 3112.7 14.6
- for industrl production 697.7 24.9
Production capacity thou. tons Production
- noodles 60.2 60.2

- flour 3090.7 1746.1

- oats, riee, etc. 299.3 216.6
- fodders 4903.0 4398.2

Areas to plant grains ... 2645.2

Gross production of grains thou. tons 7035.0
Yield thou. tons 26.6
State Purchases thou. tons 1235.8

Potatone Compler

Gross production at actual prices ln. Rb 2050.8 6.7
including: 

- agriculture 1982.5 11.9
- processing industry 68.3 0.7

Uimte share
in Bdams

Average acal workiforce involved in this subcomplex thou. persons 63.5 3.8
including:

- Agriculture . 60.4 5.3
- Industry 3.1 2.2

Value of fixed production assets mln. Rbis 1359.6 4.7

including:
- Agriculture _________________ 1298.6 6.1

_ Idusry 61.0 2.2

Production capacity

Ethyl raw alcohol out of food raw materls thou. of decalitres 14.7
per day

Foodstuff (crackers, ec.) tons a hiR 4.1
Areas for plnting potatoa in farms of all types thou. ha 638.3

Gros production of potatoes thou. tons 8590.4
Potato yield 1/10 of a ton 135.0
State puhases of potatoes thou. tons 1385.1

(table continues)
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Table 9 (continued): STRUCTURAL CHARACTERISTICS OF AGRICULTURAL SECTOR

Description Unit 1990 Ra-rks

Manufacture of foodstuff from potatoes thou. tons 8.3

including: ______

Dry potato mash (pellets, etc.) 5.1

Fast, frozen foodstuff out of potatoes 0.9

Potato chips - 2.3

Sugar Beet Subcompkl

Grosw production in actual prices min. Rbls 440.1 1.4

including:

- Agriculture 91.8 0.5

processing industry 348.3 3.9

Average annual workforce in subcomplex thou. persons 19.6 1.2

including:

- agriculture 17.2 1.5

- industry U 2.4 1.7

Value of fixed production assets 236.4 0.8

including: ,

- agricultural purpose 173.6 0.8
- indusrial 62.8 2.2

Availability of faciliiies to produce sgar thou. tons of beet processed daily

Area for plantation thou. ha 10.2

Gross production _____________1479.0

Yield 1/10 of a ton 320.0

State Purchases thou. tons 1316.2

Sugar production thou. tons 347.1

Fruits and Vegetabks
Gross Production in aca pnces mIn. Rbls. 787.3 2.6

including:

- Agriculture 31.3 3.2

processing industry 2_6.0 2.8

Average annual workforce n this subcomplex thou. persons 22.5 1.4
including: _ _ _ _ _ _ _ _ _

-Agriculture __________________ _____10.6 0.9

- Industry _ _11.9 8.6

Value of fixed production asets min. Rb. 366.3 1.3

including:

- Agricultural 154.1 0.7

- IndusilW 212.2 7.6

Avaability of facilities to produce caned stuff min. of cans annually 554.7

Plantatons offruitsandberries thou. ha 151.1

Vegetable Plantations 40.9

Gross production ...

Fnuits and bemes 3731.0

Vegetables 4479.01

State purcha ses10270

Fruits and berries 1

Vegetables 3744.01

Production of canned tuff nd juices mnI. of ca ns 524.

(table continues)
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Table 9 (concluded): STRUCTURAL CHARACTERISTICS OF AGRICULTURAL SECTOR

Description Unit 1990 Remarss

Meat___ _

Gross production in actual prices including: mln. Rbls. 7183.5 23.7

- Agriculture a 4863.5 29.2

- Processing induWy 2320.0 25.8

Average workforce annually in this ubcomplex thou. pem. 297.1 18.0

including: __ _ _

- Agriculture _ 270.1 23.7

- Industry 27.0 19.5

Value of fixed prod. assets min. Rbls. 5692.0 19.7

including:

- Agriculture 5339.6 25.1

- Industry 352.4 12.6

Availability of facilities to produce:

-Meet tonslshift 2028.7

Production of meat incl. sub-products, category 816.5

Sausages . 216.6
Canned meat thou. of cans 8976.4

Baby oanned meat 1000.0

am 

Gross production at actual prices min. Rbls 5006.9 16.5

including: | | 7
- Agriculture | _ *_ | 3567.3 21.4

- Processing industry 1439.6 16.0

Average annual workforce in the ubcomplex thou. perons 284.7 17.2

including:

- Agriculture 262.8 23.1

- Industry 21.9 15.8

Value of fixed prod. assets min. Rbls. 3708.8 12.8

including:

- Agriculture 3187.1 14.9

- Industry 521.7 18.6

Availability of facilities to produce milk products tons/shift 3017.3
presented as milk

Animal butter 336.9

Cheese 69.6

Milk in cans thou. of cans 350.0

Production thou. tons

Milk products presented as milk 1776.1

Fat Cheeses U 65.0

Animal butter 159.1
Milk cans Min. of cans 168.3 :
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Research and Education

26. Agricultural research in Belarus has been developed in a manner similar to that of the
other FSRs. The mainstream of research is separated from education. Independent research institutions
are responsible for agricultural research, while the main role of universities and colleges is education,
rather than research. The bulk of research is carried on by the research network of the Academy of
Agricultural Sciences of Belarus. Of the 82 research institutes and stations in the area of agriculture, 72
belong to the Academy network. The rest of the institutes operate under the Ministry of Agricllture and
Food. The level of basic research meets international standards in most areas, though recent budget cuts
and inflation have already had a negative impact upon the overall system. The most underdeveloped area
in research is the social sciences, on which decades of the overideologized communist system and its
ultimate collapse have had a devastating effect. Agricultural economics and farm management research
are parochial and far from the disciplinary mainstream. Research in agricultural marketing, policy
analysis, and so forth is virtually nonexistent.

27. Extension is handled mainly through field meetings between the research staff at the major
institutions and the crop, livestock, and machinery experts from the kolkhozes and sovkhozes. Extension
systems similar to those in Western cowutries do not eist.

28. Belarus has a developed system of education and traning in agriculture. The curricula
of higher education are adjusted to the needs of the large farms. Courses in science and related
agricultural technology provide more or less up-to-date Inowledge, but management and business
education and training in agricultural economics are notably weak. University professors are less
involved in research than is the case in Western countries, because research is conducted mostly outside
the universities. The lack of communication with the rest of the world and the suppression of mobility
for university professors and young scientists has also had a negative affect on the level of higher
education.

MACROECONOMIC FRAMLWORK

Producer Prices and Subsidies

29. Producer prices guaranteed an acceptable level of return on direct costs for Belarus farms
in previous years. Table 10 presents the financial account of one kolkhoz for 1991.2 Although the
approach of the calculation differs from the methods common in the West (e.g., depreciation is not taken
into account among expenses), the 36.7 percent net income indicates a relatively high level of profitability
(see Table 11). The average cost and profitability data provided by the Ministry of Agriculture and Food
seem to support this conclusion. However, the low returns on direct costs in livestock production (10.3
percent in beef; 18.7 percent in milk; 19.6 percent in mutton production) reflect the efficiency problems
in this sector, which enjoyed massive support via low feed and energy prices. On the whole, the
farmgate price structure did not correspond to international price relationships: livestock prices were
relatively higher than crop prices (see Table 12).

2 Kolkhoz "Orzomkidzc,' Rayon Pindk.
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Table I0
MAIN FINANCIAL INDICATORS

OF KOLKHOZ "ORZOMKIDZE" IN RAYON PINSK
(1991)

'000 Rubles

Gained from sale of production 10,853

Additional income from sale operations (times 228
received, etc.)

Total receipts: 11,081

Expenditures:

- payment for materials, services and other 3,956
expenditures

- gross income of collective farm 7,125

including:

- net income 4,070

Use of gross income:

- salary 3,055

- construction development 2,811

- social development 370

- bonuses 450

- additional expenditures 65

- payments to the budget 374

30. The comparison of world market prices and former producer prices (as presented in Table
12) indicates that in Belarus most producer prices were lower than the relevant reference price prior to
Independence; the major exceptions were butter, sugar, and poultry. According to the USDA analysis,
taxation was mainly based on lower domestic prices than international prices, which partly compensated
for the sector as a whole through subsidies. Butter and sugar producers received a higher policy transfer
(related to the producer value) than wheat producers. However, it is difficult to draw a balance for the
sector as a whole on this basis. Indirect subsidies as well as region-specific transfers are hardly
accountable. Subject to further study, one might conclude that the production of meat and dairy products
was excessively subsidized, or at least that prices were relatively high compared with international prices,
while the production of grain was excessively "taxed", or prices were relatively low compared with
international prices. Owing to the larger role of livestock production, Belarus enjoyed more subsidies
than most of the other republics. It should also be noted that the concept of Producer Subsidy Equivalent
(PSE) does not take into account the obligatory financing of the main part of social services in rural
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areas, which is an additional taxation of agriculture. Nonuniform rates of protection did not necessarily
result in a corresponding distortion in production, because production decisions were only pardy affected
by price incentives. Delivery requirements were possibly more binding for most farms.

Table I1: AVERAGE PRICES AND
DIRECT COSTS IN AGRICULTURE, 1991

Direct Farm GatM Lvel of
Costs Rbl/t Price RblJt Profitabilt % l

Grain 21.91 44.84 104.7

Potatoes 25.04 81.52 225.6

Vegetables 25.58 78.79 208.0

Sugar beet 11.39 18.23 60.0

Flax 67.47 146.29 116.8

Fruits 47.85 135.87 184.3

Milk 58.27 69.17 18.7

Beet 513.74 566.79 10.3

Pork 411.87 555.74 34.9

Mutton 678.54 811.67 19.6

Poultry 246.00 380.67 54.7

Eggs - 1,000 101.14 210.22 107.8

* [(Farm gae price/Direct cosbt of production) x 100] - 100.

31. Price changes since January 1992 improved the farmgate price parities, but producer
prices still remained relatively low by intrnational comparison. Greater increases in agricultural
machinery and equipment prices and in fuel prices resulted in a substantial loss of terms of trade for
agricultr. The price changes in 1992 did not eliminate distortions in producer prices. Distortions
for some prices have been reduced, while in other areas they have remained the same as before the
price reform. On the whole, it can be concluded that agricultural producer prices are likely to be in
greater disarray than previously.



Table 12:
FORMER USSR PRODUCER SUBSIDY EQUIVALENTS (PSEs) WITH HIGHER GRAIN REFERENCE PRICES AND A DEVALUED RUBLE

kme- Une SeW Pe Muton Poultry Olh.r B* Wbt Coo Ries Comon Sugar Sud Soy- Btr Cbe Totl
milUk - lt. Sbwe bee |

IJval or o1,O000 7,310 5S.22 549 2,913 34,233 4.436 87,910 100,617 2,340 2,613 8,260 5,25S 703 1,612 837 
acmu

Piducerptic nbb 6.521 3.127 4,261 3,004 418 1,765 8f0 193 400 2,967 779 415 453 9,194 5,059 -
Vabe l proabace mil. 1R 33,320 1S.205 3,375 4,751 16,359 7,830 14,021 19,922 936 7,753 6.435 2,162 316 10,321 4.234 158,660

Poducurpnc, RhoU 4,521 3,127 4,211 3,004 423 1,765 160 193 4C0 2,967 779 415 450 9,194 5,059 -
Redpede prc * 4,307 3,600 5,015 2,342 620 1.U33 316 295 360 4,267 569 491 564 6,207 5,515 -
Price Sp -236 -373 464 652 -192 -64 -227 -97 40 -1,300 210 -76 -114 2,917 -456 -
VelneofpdeIp nml. R -2,105 -2.173 -736 1,929 -7,327 -300 -3,992 -9,712 94 -3,398 1,731 -399 -30 4,686 -382 -38,125

FemnabWid 231 0 33 0 124 0 429 611 14 136 151 21 4 144 20 1,967
Maciy * 218 0 25 0 96 0 402 136 31 191 128 40 9 117 16 1.743
Ca tom * 1,509 0 174 0 652 0 0 1,436 230 1,566 59 27 0 270 103 6,593
DimigSe 256 0 30 0 112 0 259 353 0 0 23 0 0 130 i8 1,186
Bfiding abddlu 1,327 654 137 522 706 317 231 227 16 39 67 22 5 320 117 5.073
Land wovm 153 0 13 0 67 0 310 306 22 134 90 21 6 73 11 1,223
Opeeainaof hrna III 0 21 0 79 0 0 17 34 133 7 3 0 92 13 791
V. .Abidie 37 44 9 21 47 21 0 0 9 0 0 0 0 54 6 2
PodcoorI 0 0 0 0 0 0 27 27 2 12 3 2 1 0 0 79
Crop nb u 153 0 Is 0 67 0 310 306 22 134 90 21 6 78 13 1,223
Social iw aot * 49 248 50 119 264 139 231 228 17 19 66 20 5 307 43 2.306
TOWl poicy t sfs 4,662 955 513 462 2,226 457 2,239 4,107 437 2,559 639 192 35 2,585 365 22,332

Totl vabu of subeiu 2,257 1,213 221 2,391 5,131 157 17,636 5,605 531 639 3,420 207 45 7,271 17 15,642

PSE w Oanitk ha) S 2.7 -6.3 6.2 27.3 -31.4 2.0 -126.1 -26.1 56.7 10.6 37.6 -9.5 -14.3 49.1 0.6 -9.9

PSE (p uni qua3ity) Rt4 .35 .21 .26 .02 .13 .04 .20 .06 .13 .32 .32 .4 .6 4.51 0.2 -

_ n applicl.
Sn w: USDA (ERS): Coveneot nervedon in Soviet Agriculture.' August 991, Scenaro 3.
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32. This disarray in agriculturalproducerprices is the result of several features of the present
policies. In fact, the liberalization of agricultural prices has remained partial and the main features of
former price control policies have not been changed.

The low wage and low retail food price policy characteristic of the socialist economies
has not been given up as yet by the Belarus Government. The prices of basicfood items
are stillfied, or at least controlled, by the Government. However, this holds only for
products sold in the state shops and for some products such as meat, a certain variety of
bread, and milk. Only a certain amount per person is provided at a low price.
Processors and traders buying from farmers and delivering to the state retail shops are
supposed to pay farmers the recommended prices and may receive a subsidy to cover
their costs.

About 80 percent of farm production is still influenced by delivery obligations. Prices
for these products are controlled by the Government and are kept below free market
prices or prices used in barter trade transactions. State order prices are higher in regions
with less favorable natural endowments. Depressed retail prices lead to distorted prices
for products delivered to state procurement agencies and to distorted prices in alternative
marketing channels. Table 13 provides a summary of state delivery price increases and
U.S. farmgate price parity as of May 1992; the differences in price parity come from
using various ruble/dollar exchange rates. Prevailing grain prices in mid-1992 were
about 10 to 15 percent of world prices, while livestock prices were 15 to 40 percent of
U.S. farmgate prices.

Farm prices are affected by the present market structure and the underdeveloped markets.
the few sellers of agricultural inputs have more market power than the numerous farms;
the same holds true for the buyers of agricultural produce. Thus, the farmers seem to
be squeezed by monopolies/oligopolies on the demand and supply side, which leads to
depressed sectoral terms of trade. Lack of transparency and the involvement in barter
trade imply high transaction costs and also contribute to the depressed terms of trade.

The transmission between internationalprices and prices paid tofarmers is weak. As is
indicated in Table 13, as of May 1992 farm prices in Belarus were significantly lower
in U.S. farmgate price parity and did not correspond to price ratios that prevailed in
international markets. This is partly because of the underdeveloped international trading
system. In the FSU, no trading companies in Belarus were directly involved in
intemational trade with hard currency countries; instead, such international transactions
went through Moscow. New trading companies have been set up only in the last two
years. Most of these companies are inexperienced in international trade and must create
ties to the international markets. Lack of a developed banking system and limited access
to hard currencies make barter trade necessary and imply high transaction costs in
international trade, which leads to a gap between international and domestic prices.
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Table 13: FARMGATE PRICE PARITY WITH THE UNITED STATES

Commodity 19 imy-Apfil 1992 May 1992 US

IUSD_ I1USD- IUSD- IUSD- 1USD- IUSD- l USbm- IJSDm LUSD= pn
7SR 101R 12SR 7SR 1001 12S1 751 :10O1 1251 tSDlton)

Grain 0.04 0.03 0.026 0.16 0.12 0.09 0.44 0.34 0.27 135

Cattle 0.05 0.04 0.03 0.22 0.17 0.14 0.41 0.31 0.25 1,500

Hogs 0.09 0.07 0.05 0.41 0.32 0.25 0.94 0.70 0.56 815

Poultry 0.08 0.06 0.05 0.41 0.31 0.25 0.41 0.31 0.25 660

Nfilk 0.03 0.02 0.018 0.14 0.11 0.09 0.33 0.27 0.21 300

33. The recent changes in output and input prices have led to a deteriorating financial
situation in the farming sector. It was reported to the mission that about 500 state and collective farms
were facing serious financial problems. This indicates that farms are facing increasing difficulties in
trying to cope with higher input prices, while prices of major agricultural products delivered on state
order are still controlled and have been kept relatively low. For example, in 1991, an agricultural
producer had to sell 1.7 tons of beef to buy a tractor (MTZ-80 type); by 1992, the same producer would
have had to sell four tons of beef. Thus, Belarus farmers pay more for machinery than they did in 1991;
the same situation applies to most of the other inputs. Nevertheless, a relatively large portion of farms
have not yet felt the full impact of input price increases. Many of the farms accumulated large stocks
of inputs in the previous year and have been able to operate without substantial new purchases for several
months.

34. The Government of Belarus is very much concerned about declining terms of trade in
agriculture and is trying to increase statc delivery prices as well as subsidies to the agricultural sector.
At the beginning of 1992, 51.6 billion rubles were allocated to compensate losses in farming caused by
recent input price changes. Most of this amount is being used to increase agricultural producer prices
through payment of a price supplement. This price supplement is higher in regions with lower soil
quality.

35. As an addition to price subsidies, farms receive subsidies via several other channels. On
the whole, Belarus implements what is probably the largest subsidy program to agriculture in the FSU.
The value-added tax paid by farms was reduced in 1992 and again in 1993. Budgetary financing of
investments in rural social services and in food processing continued in spite of fiscal retrenchment in
other sectors. Agriculture also enjoys indirect subsidies through low energy prices and interest rates.
From April I until the end of the 1992 growing season, a 50 percent interest subsidy was provided to
credits related to farming operations. The current system of subsidization clearly does not help in the
creation of a market-type food and agricultural sector and probably is the least efficient way of providing
low-priced food to the population. Unfortunately, no clear program was presented to the mission on any
subsidy reduction. The Government should also be aware that ex-post payments open the door to further
lobbying by the farmers. Farm interests seem to be well organized and the past success in acquiring
subsidies may lead to further attempts to receive special subsidies.
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Consumer Prices and Subsidies

36. According to a USDA analysis of FSU retail food prices, food and conswner prices in
the pre-Independence period were even more distorted than agriculturalproducerprices. The consumer
subsidy equivalents amounted to 93 percent of the unit value, on average (see Table 14). However, only
a few products were taxed (such as sugar, sunflower seeds, and poultry). The pattern of subsidies
favored the consumption of wheat and milk products. Beef consumption was much more highly
subsidized than were mutton and pork consumption. In 1991 food prices increased by about 20 percent,
which was an unusually high rate of change for Belarus consumers for that time. Partial price
liberalization in January 1992 changed the price pattern significantly, and the price level rose significantly
during 1992. Prices of non-food products, where state price control is less intensive, increased much
more rapidly than food prices in the first half of 1992; estimates for the second half of the year indicate
that food prices caught up. In addition, whereas prices for the same product were uniform among all
shops in the pre-reform phase, at present they differ significantly among the different types of shops and
markets. This is especially true for products with fixed prices, such as meat, bread, butter, sugar, milk,
and sunflower oil. The highest beef price is less than 20 percent of what U.S. consumers pay. Ratios
of consumer prices are still distorted. All prices, even those charged by the free market, are extremely
low compared with what European or U.S. consumers pay. On average, consumer prices are much more
depressed than producer prices.

37. The present level of consumer prices, even those prices that experienced the greatest
increase (such as prices for sugar, macaroni, and cereals) are stillfar below international prices, using
prevailing ruble/U.S. dollar exchange rates. Moreover, the price ratio between consumer prices and
producer prices indicates that marketing costs are often not covered; in some cases, as for milk and
bread, the producer price is still higher than the consumer price. The present producer and consumer
prices demand a significant further adjustment or else continuing large subsidization of food processing.
With the sharp increase in prices in the last few months, it is uncertain whether consumers will be able
to cope with still higher prices. But the consumer, in the end, bears the cost - either directly when
buying consumer goods or indirectly by contributing to the financing of the government expenditure. The
present system implies that consumers cannot decide direcly how much they would like to spend for
consumer goods. Consumers are only free to decide on the actual expenditure made in buying the
products; how much consumers must spend to finance the open and hidden subsidies is not at their
discretion. Consequently, the pattern of consumption is biased. Changing the system would allow the
reduction of government expenditure and would lift a burden from the consumer as taxpayer. The costs
must be covered, but moving to a system where those who consume the product must also directly pay
for the costs of the product could improve the welfare of the society at large.

38. The average per capitafood conswuption in the FSU increased between 1970 and 1988
for all major foods except potatoes and bread (see Table 15). However, these consumption levels mask
a wide geographic range that reflects different income levels. It should also be noted that the data are
based on domestic use, not actual consumption, and may overstate caloric intake up to 25 percent. In
all republics, the per capita consumption of livestock products has increased since 1970. At that time,
the FSU decided to improve the diet of its people by providing more livestock products. This was the
start of the importation of grain for feed into the FSU, which has steadily increased since the early 1970s.
Dietary shifts from cereals and potatoes to meat, fat, and sugar usually accompany economic growth and
migration to urban areas. In the FSU, the shift was exaggerated and stimulated by price policy and
administered direction of trade.



Table 14:

FORMER USSR CONSUMER SUBSIDY EQUIVALENTS (CSEs) WIrH HIGHER GRAIN REFERENCE PRICES AND A DEVALUED RUBLE

1 1- 1 --I T .I -: -KI :-i- :1; -I - - IlSTr 1 6IWbeICiu
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39. Consumption of livestock products is high in Belarus but is still below that in industrial
countries. Sugar and bread per capita consumption exceeds consumption in Western countries. The
change in food consumption patterns in Belarus owing to price increases and reduced real incomes has
already begun. For this reason in particular, per capita demand for livestock products will decline in the
medium term and probably the long term. At the same time the per capita consumption of bread, cereals,
and potatoes (ower priced in relation to meat) will probably increase. Consumption of fruits and
vegetables will increase in the long term, but at what speed depends on the agricultural reform process,
paiticularly privatization. The present farming system does not provide the necessary incentives to
accelerate production of these commodities. Adjustment will not generally derive from a shortage of
supply but from decisions by consumers as incomes, prices, and availability of other goods change.
Given the already high caloric and protein consumption, the expected change in the food consumption
pattern is not likely to result in a deterioration in the general level of nutrition.

40. At the same time that sharp price increase and lower real incomes have reduced the
demand for food products, shifts in the composition of consumption toward products with low income
elasticities, such as food, can be observed. Although total food demand also declined, the share of food
expenditure in total income of the population as increased, from about 35.0 percent up to 52.9 percent
in March 1992. Consumers have moved awoyfrom products with high income elasticities, such as meat
and cheese, in the food consumer basket. The Government of Belarus has made significant efforts to
preserve the real income of the population. Apart from control of retail prices of basic food items,
nominal wages have been increased substantially in 1992. As a result, the buying power of the
population has been somewhat stabilized and the increase in the share of food products in consumer
expenditures has been stopped temporarily. The expected increase in energy prices will probably generate
further substantial general and food price increases and will challenge present government financial
policies.

41. The situation of the meat markets ilustrates the distortions of the present system. Since
the price changes were introduced in January 1992, producers and processors have consistently reported
excess supplies of meat, output of meat processing plants has declined, and consumers are purchasing
smaller quantities at offered prices; however prices do not adjust downward to clear markets. Although
producers report difficulties in marketing, quality meat is often not available at state retail shops on
controlled prices, while it is always available in free markets. The gap between free market and state
prices is increasing. It appears that monopoly in distribution and processing impedes any downward
adjustment of prices. In the spring of 1992 only vegetable prices decreased where supply/demand
relations played a major role in price setting. Furthermore, the lack of links among markets, and poorly
defined ownership of products and enterprises also contribute to the present performance of the food
distribution system.

International Trade in Agricultual Products

42. Agriculture in Belarus traditionallyproduces an exportable surplus. Per capita production
of main agricultural products is, on average, higher in Belarus than in the FSU and in most other FSRs.
The degree of self-sufficiency for Belarus' main agricultural products, except grain and sugar, is above
100.0 percent. On 1.7 percent of the FSU's agricultural area and 2.7 percent of its arable land, Belarus
contributed 25.9 percent of flax, 14.5 percent of potatoes, 6.9 percent of milk, and 5.9 percent of meat
to total FSU production. Practically all of Belarus' agricultural surplus was utilized inside the FSU in
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previous years, while other republics delivered vital inputs for Belarus agriculture. It is not surprising
that agriculture is harder hit by the breakdown of past trade ties with the other FSRs than are most other
sectors. Agriculture, then, has lost its traditional export markets and, to a large extent, can only enter
these markets by barter deals, which leads to prices that are more depressed than prices of those sectors
that can market their products domestically.

43. The delivery of agricultural products to Russia has declined. Recently, 50,000 million
tons of meat have not been delivered and stored because of price and payment difficulties. According
to Belagroprombank, more than 2 billion rubles' worth of meat has not been paid for by Russian partners.
Also, there is increasing disagreement over meat prices. The Russian partners' interest in moving toward
world market prices in bilateral trade will definitely result in a terms-of-trade loss for Belarus in
agriculture. The privileged position held by the Belarus livestock sector owing to the existence of the
FSU is disappearing, and the new conditions require major adjustment.

44. The potential for agricultural export in 1992 is probably no less than in the past. Sub-
optimal input supply, uncertainty about economic prospects, and the increasing financial problems of the
farms might well result in limited supplies, but domestic consumption is also likely to decline. The other
FSRs sidU seem to be the major potential markets. However, difficulties in exporting to these markets
were experienced in 1992 and can be expected to continue in 1993. The domestic demand will decline
in these countries because of increases in consumer prices. Also, the present trade agreements do not
provide a clear framework for traditional transactions. Disputes over prices and difficulties with
payments will probably continue to create problems, and barter will gain further ground.

45. The inputsfor agriculture andfiarm machinery represent an important portion of Belarus'
trade with other republics. Inside the FSU, Belarus is the largest manufacturer of tractors, after Russia.
Over 100,000 tractors are produced annually in Belarus, and only about 10 to 15 percent remain inside
the republic; 70 percent are sold inside the FSU, while the rest (about 20,000 to 25,000 tractors) are
exported to foreign countries. In addition, Belarus is the leading producer in the FSU of grain harvesting
combines (about 10,000 to 12,000), 95 percent of which are sold outside of the republic. The country
has a substantial surplus of fertilizer as well. From January through October 1991, 2.2 million tons of
fertilizer were delivered to other republics and 2.1 million tons were exported to other countries. As far
as these important products are concerned, Belarus enjoys an inter-republic monopolistic position. As
a result, during recent months Belarus enterprises were able to pass new material and energy price
increases, in the form of high prices for farm input and machinery products, to the rest of the FSU and
avoid terms-of-trade loss in this important area. However, the relative success of Belarus' farm
machinery industry has, through higher prices, had a negative impact on farms in Belarus. Moreover,
the farms are dependent on input supplies from other republics (mainly grain, fuel, pesticides, and some
specific types of machinery), which also contributes to the higher input costs for farms.
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Table 15: FOOD CONSUMPTION IN SELECTED REPUBLICS OF THE FSU
(kg/capita)

Cmmodi Rtma 1hnis 3.hin Iauwk m U

1970 50 49 49 73 70 72
19S0 62 61 61 82 76 81
191S 67 66 70 89 35 37
19S 73 69 72 32 aS 37

Milk & Dairy in Milk
EauivMlew:

1970 331 311 371 420 453 464
198o 328 331 369 453 403 415
1985 344 350 399 489 455 409
19S3 316 367 421 473 455 441

E1zs (DemE):
1970 132 156 170 241 194 208
1980 279 239 294 305 259 253
1955 299 276 315 296 295 2S5
198S 319 256 326 294 294 319

1970 19 16 14 29 21 15
19S0 22 17 16 25 2 17
1985 22 IS 20 25 24 IS
1938 22 13 20 25 23 19

SuAt:
1970 42 41 35 44 46 37
19S0 47 52 43 46 46 41
1985 45 46 44 45 47 43
19S8 50 50 49 49 51 50

1970 7 7 6 7 7 4
1980 9 10 7 9 9 8
1985 10 10 a 9 9 8
198S 10 11 1 8 a 7

Potatoes:
1970 139 156 245 151 146 212
1930 lIS 133 200 122 128 150
1985 9S 124 81 79 S0 134
1988 107 122 173 109 117 143

Veetables:

1970 82 103 70 S0 82 S6
1980 94 115 77 33 72 78
1935 9S 124 S1 79 S0 84
1938 97 125 S5 82 76 U4

Brad:

1970 144 ISS 144 112 110 113
1980 126 146 140 96 107 111
19S5 119 131 131 92 104 107
198s 117 138 129 37 107 111

Sou[e: Goeomgat SSSR, govlia SSSR, Fuay i atuiaa, Mosow, 19S9, pp. 24-25.
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46. Most of the foreign trade in agriculture is licensed. With the recent liberalization of
foreign trade, agricultural enterprises can obtain, from regional authorities, general licenses of a year's
duration to conduct foreign trade and barter operations. Foreign trade of some products requires central
licensing as well. As has been mentioned, barter trade conducted by agricultural organizations has begun
to grow. Some of Belarus' firms are able to put together complicated barter deals, mainly with other
FSRs and with Poland and Hungary, which allow them not only to obtain vital inputs but also to bring
in products in high demand (tropical fruits, high quality processed food) which can be marketed at a fairly
high profit.

47. The future prospects for Belarus agricultural exports depend on trends in domestic
production and consumption as well as on the demand on international markets. While domestic
production is not likely to grow in the near future, declining demand and the need for foreign exchange
and goods will guarantee agricultural products available for export. Potential markets exist inside the
FSU, especially in Russia, where Belarus has established trade relations. Belarus is likely to remain
competitive in the meat market, taking advantage of lower transport and other costs, and should try to
utilize this opportunity. Meat prices are depressed because of a high level of protection in Western
countries. The adjustment in the livestock sector may result in a lower level of production. The collapse
of the Soviet Union and the further economic disintegration of the FSU create new conditions for Belarus
products. Because of price liberalization, a new supply/demand relationship will probably develop,
bringing a higher level of self-sufficiency, and Belarus agricultural products must face increasing
competition from other countries - mainly through the specially financed agricultural assistance programs
to Russia. Despite these new developments, it is unlikely that the orientation of Belarus agricultural
exports to the FSU can and will be changed. Future trade, however, will be conducted on an entirely
new basis.

48. The export of Belarus' agricultural products to areas other than the FSU seems to have
limited potential in the short term. Even under present conditions, Belarus can take advantage of some
existing possibilities (such as flax). At present, processing and marketing represent the bottlenecks in
Belarus agriculture and are precisely the areas in which the entry of foreign capital and the appearance
of the multinational food corporations can be expected. As a result, the quality and range of Belarus'
agricultural products offered for export will increase, leading to greater competition in the more
demanding markets where the overall trade conditions will, it is hoped, also be more favorable for
Belarus.

AGRICULTURAL ADJUSTMNT AND TRANSITION

49. The stabilization of the Belarus economy and the emergence of a new macroeconomic
environment have created new parameters for its agriculture. Among the most important are reduced
demand, high relative input prices, higher costs for capital intensive production (such as livestock), higher
transportation costs (which might radically change comparative advantages in food production), a new
exchange rate, and trade policies. The sectoral adjustment initiated by these new parameters and
implemented by reforming the whole structure of agriculture should begin immediately. Recent
legislation provides a framework for the establishment of independent private farming and the beginning
of land reform. In practice, however, very little has happened. Falling farm incomes have set in motion
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the reintroduction of subsidies, subsidized credits, and inflation of nominal incomes, instead of speeding
up major reforms.

Need for Policy Changes

50. There are clearly two separate paths of agricultural policy open for Belarus at this time.
One is based on the philosophy that the core of the kolkhoz/sovkhoz system can survive under the new
conditions - that the changes creating present problems are perceived to be temporary and the
maintenance of the present structure can be achieved by increasing subsidization. The alternative strategy
envisages the early transfer of ownership and real restructuring of the whole sector via land reform and
reorganization of the kolkhoz/sovkhoz system. The first option, which, in the short term would seem
to offer fewer difficulties both socially and economically, would have large negative impacts on the
macroeconomy. A growing subsidy burden would further weaken the ruble and would result in
increasing inflation, ownership would remain poorly defined, and efficiency in agriculture would continue
to be low, thus requiring further subsidization. The second option requires a definite break with the past
and might create short-term political and economic difficulties. The implementation of this policy,
however, offers the only chance for a relatively rapid adjustment and recovery of the sector. The major
elements of a comprehensive agricultural reform program include the development of a new
macroeconomic framework for agriculture, ownership reform, land privatization and the restructuring of
the kolkhoz/sovkhoz system, the development of a market structure in agriculture, and the changing of
governmental roles. This program may be fully realized only in the medium term. The process should
start with the completion of price and market liberalization and subsidy reform, should be followed by
privatization and land reform combined with enterprise restructuring, and should finish with the
adjustment of agricultural structure, including an increase in production efficiency. These proposals for
short-term actions represent the initial steps in the implementation of such a program.

New Incentive Framework

51. The move toward a market type of agriculture creates a need for a new macroeconomic
framework for agriculture that would make possible the implementation of government agricultural
policies by economic means used in other market economies. Belarus should aim to develop an
internationally competitive agriculture that permits sustained growth and some net exports. This will
require the completion of the price reform, the development of a new system of taxation and subsidization,
and major rearrangement of both internal and external trading regimes. In the short term, the
profitability of the agricultural sector should be increased through improvements in the terms of trade.
The level of profitability in agriculture should be high enough to provide the necessary incentives for
producers; however, it should not be so high that it will discourage the restructuring of the sector.

52. The Government has taken the first steps toward dismantling the command economy and
introducing a market-based system in agriculture, and many, although not all, of the prices of importance
to agriculture have been partially liberalized. As the next crucial step, further reform of agricultural
producer price policy is required. Present producer prices carry substantial distortions, as has been
indicated earlier. Changes in terms of trade have moved against Belarus agriculture since the price
liberalization began. Most of this represents correction of artificially advantageous terms of trade built
into the old relative price structure. This is a step in the right direction - a move towards integration
into the world market. Input price increases will have positive effects over a longer term. Farms will
use inputs more efficiently, losses will be reduced, and inefficient producers wIll go out of production.
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However, agriculture is experiencing difficulties in adjusting to these price shocks, and the absence of
reasonable profits will limit incentives to produce and invest in agriculture in the short term. Therefore,
an increase in producer prices should b- allowed by: (i) further liberalizing producer pricing; (ii)
removing remaining delivery obligations and restrictions on domestic trade; (iii) guaranteeing a minimum
floor price on the major agricultural products for a relatively short period of time; and (iv) creating
competition both in input supply and in output marketing. Relative prices should change in favor of grain
and crop products.

53. Together with the implementation of a new price regime in agriculture, further increase
in agricultural producer prices in relation to input prices is desirable, but first of all measures are needed
to improve the efficiency ofproduction. Increasing efficiency is the only sustainable basis for a profitable
agricultural sector in Belarus. Required efficiency gains will not be achieved without the implementation
of real land reform, the restructuring of the kolkhoz/sovkhoz sector, and the establishment of a working
market around agriculture. Price reform has already begun; however, the adjustment and restructuring
of the sector is a rather difficult task. Former distorted relative prices are built into the technology of
production. Producers will not begin to adjust to new relative prices until they have clear signals that
the change is permanent. A further problem is the relative inexperience of producers in interpreting and
responding to market signals. To allow this transition process to take place, governmental guidance of
adjustment and some support for the agricultural sector will be required over the coming years. A
sufficient level of profitability to encourage production by efficient producers should be created and
maintained via the methods indicated immediately below, which should provide sufficient incentives and
economic pressures to put a stop to inefficient operations and to complete the restructuring of the sector.

54. In the short run, some governmental intervention to adjust the terms of trade for
agriculture and manage transition in the sector can be justified. However, recent decisions of the
Government of Belarus on the increasing subsidization of agriculture seem to imply that agricultural
producers will be insulated from adverse changes in terms of trade even at a considerable cost to the
economy as a whole. Moreover, the support of farm profits comes in a form that creates further
distortions in the relative profitability of different products and agricultural enterprises. An alternative,
less distorting, mechanism should be created - one that is transparent and accountable, and that channels
government resources toward adjustment in the sector rather than providing non-targeted price subsidies
and income transfers. Producer price subsidies and direct income transfers should be reduced to a
minimum level in the course of the next three to four years.

55. Subsidies to agriculture should be targeted whenever possible and given mainly toward
restructuring of the sector (e.g., closure of operations that are not profitable under the new prices,
unemployment benefits for redundant labor) to develop the necessary market infrastructure, to control
the market's functioning, and to establish an effective extension system. Imposition of artificially low
interest rates for agricultural credit leads to inefficient credit allocation to farms. If preferential credit
for agriculture is desired, it is preferable to fix the rate of subsidization rather than to place a ceiling on
the interest rate. Agriculture will need to provide a portion of the tax revenues required to support
governmental activities. It is important that these taxes are explicit and open (not implicit as in the past,
when agriculture was taxed mainly through prices) and that they do not create disincentives to production.
The land tax should be complemented by profit and personal income taxation that is coordinated with
taxation in the rest of the economy.
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56. The livestock industry, particularly the cattle sector, is the sector that will be most affected
by ongoing and future changes. Subsidy programs and price distortions in the past led cattle farms to
overuse concentrate feeds and neglect cheaper sources of feed, such as grass. Even the concentrate feed
was not a balanced ration adjusted according to yield. The misappropriation of concentrate feed was also
found in pig and poultry farming but was less pronounced and is easier to correct. The construction of
large animal husbandry units with an inadequate local forage base makes it difficult to move to a more
cost-efficient feed regime without reducing herd size on most farms and closing others. The problems
of the cattle sector affect almost all farms, since most enterprises are diversified producers of animal
products and crops. The problem is basically that of low productivity and inherited technology
inappropriate for new relative prices. Given the contradictory price and subsidy signals to date, it is
difficult at this stage to judge the size of the needed livestock adjustment at the enterprise level. In the
end, the best and cheapest solution to the livestock problem may be a whole herd buyout of the least
efficient farms and closure of, or severe reduction of operations on, farms that will not be profitable
under new relative prices.

57. The completion of price reform, the adjustment of producer prices to world market prices,
will require a further increase offfood retail prices. The 1992 consumer price increase took place under
government control and in a closed economy. With greater openness, retail food prices will respond
more to world prices and to domestic macroeconomic policy and will thus provide a strong additional
impetus for upward movement. It might be argued that price fixing and delivery requirements are needed
to protect poor households. It should be realized, however, that the present system is costly and not well
targeted, and will become even less efficient over time. It is reported that some products, such as quality
meat and sugar, are scarcely available in the state shops but may be bought on the free market at much
higher prices. The availability of basic foods in the state shops is still secured. At least some enterprises
still partially follow state orders. It is hardly conceivable that, as in the past, state orders will be accepted
after the next harvest; in fact, it is lily that the system will eventually fall apart. If the Government
aims to protect poor households, a more targeted system should be set into place.

58. The state monopoly of foreign trade has already been eliminated. Restrictions on
agricultural exports should also end, and foreign trade should become a right and potential activity of
each business entity in agriculture. Together with an end to the state monopoly of foreign trade, a new
foreign marketing structure, including competitive private trading houses and direct sales by producers,
should take shape relatively soon. Steps toward liberalization of foreign currency regulations are also
crucial to the development of viable agricultural trade.

Land Refonn and Farm Plvatization

59. One of the major decisions at this stage involves what should be done about land
ownership. Several possibilities have been considered. Soviet Union legislation of 1988 took the first
step toward recognizing individual use of land rights. This legislation retained the principle of state
ownership while authorizing private use of land through leasing. The Soviet land law adopted in
February 1990 established the principle of land proprietorship for life with right to bequeath. The law
also stipulated that the republics adopt their own land legislation within this general framework. The
Belarus legislation acknowledged the principle of private land ownership in late 1991. Full private land
ownership, however, has not yet been legally accepted. A draft law to establish unrestricted private land
ownership was prepared and was discussed once by the Supreme Soviet. The final decision can be
expected in late October. The present procedure is to provide land for lifetime lease with the right to
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inheritance up to 50 ha per family. During the last year, 17 decrees and manuals were accepted
concerning private ownership in general and the ownership and use of land in particular. These laws and
the recent decree constitute a progression that the mission believes should continue toward the ultimate
goal of fidl private ownership in a market framewor*.

60. The present legislation and government policy envisage collective land ownership as the
dominant form of land ownership (90 percent of land). Private agriculture is intended to be kept as a
supplementary component of farming structure based on large-scale farms. The establishment of private
agriculture has started along these lines. In recent months, 900,000 ha (about 10 percent of the total
kolkhoz/sovkhoz land) were set aside for private farming. All of these lands are used by sovkhozes and
kolkhozes at present. Independent family farms can be established both by farm members and by those
who are not engaged in agriculture at present. A certain skill level is required of applicants. The upper
limit for holdings is set at a maximum of 50 ha of arable land, and an additional 50 ha of pasture and
meadows can be obtained. Additional land can also be rented. Up to 100 ha are provided without any
compensation with a six-year moratorium on sale; hiring of labor for private farmers is prohibited. Land
is also provided to increase the size of household plots and family gardens (the new upper limits are set
at 1 ha for household farms). The State Land Reform Committee was established in 1991 to implement
land reform legislation. Its main task is the management of national land resources and the
implementation of land reform legislation. The committee works as an independent Government agency
with a regional network. The regional offices provide the technical facilities such as mapping,
consolidation, land evaluation, and registration for land reform, while actual land allocation decisions are
made by the local Soviets.

61. The implementaton of land reform is at afairly early stage. The speed of land allocation
depends on the technical conditions and the number of applications. Authorities do not seem to be in a
hurry, and requests are limited. Up to April 1992, independent private farming received only about
30,000 ha; about 1,500 farms were established. The number of independent private farms had not
changed significantly up to end-1992. The Association of Belarus Farmers, an organization similar to
the Association of Peasant Farms and Cooperatives in Russia (AKKOR) was established to promote
independent family farming and represent the interest of farmers. However, this association does not
seem to play any significant role at this moment. The establishment of independent private farms is
supported by subsidized credit. Each farmer may receive a credit distributed via the banking system of
up to 500,000 rubles at 18 percent interest; 200 million rubles have been allocated for this purpose in the
1992 budget. The first group of independent farmers consists mainly of educated farm technicians and
farm managers who can easily meet the skill requirements and seem to have good connections with local
authorities.

62. The present land reform procedire roases concerns on both eqsuty and efficiency grounds.
It limits access to land and prospective wealth to only a few persons who may not even have an
agricultural background but who pass all the regulation procedures. It further decreases the efficiency
of the state and collective farms. It lowers the land/person ratio, because less land is left for the
remaining workers on the farm after up to 50 ha plots have been provided to private farmers. It creates
underuse of the present capital stock employed in the large-scale sector and requires even more capital
on the private farms. Furthermore, it may extract the more active and better trained labor force from the
state and collective farms. The increase in the size of the household plots might further destabilize the
present form of collective farming.
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63. Land reform should be further developed by amending existing decrees and regulations
in the framework of the new land law under preparation:

- Land ownership reform should encompass land currently held by sovkhozes and
kolkhozes and land in the national reserve. There should be four categories of land
ownership: individual private, corporate private, municipal, and state.

- Land reform should start with an immediate titling of land to the kolkhoz/sovkhoz
members. Every individual should receive a plot of land free of charge or with a
symbolic payment. This base allotment should be determined according to local
conditions and should be free from any restriction on use, including sale and rental.

- Land allocation should be coordinated with the overall privatization strategy and with the
voucher scheme. Those who are currently not employed in agriculture and who wish to
start independent peasant farming might receive an allotment similar in size to those
given to kolkhoz/sovkhoz members from the reserve land. An amount of land equivalent
to the amount provided to farm members at the regional level should be given free of
charge and subject to a moratorium on sale. Additional land should be available for
purchase. The vouchers used in the privatization scheme should be accepted as payment.
Kolkhoz/sovkhoz members should also be eligible to buy land under the same terms.

- Restrictions on private land ownership should be lifted and conditions of sale should be
consistent with the overall privatization strategy.

- Full and unrestricted corporate ownership of agricultural land should be allowed after the
initial allocation to the individuals. It should be emphasized that this form of ownership
is not to be construed as collective land ownership.

- Municipal land ownership should be considered as a permanent element of the land
ownership structure.

- The restructuring and privatization of the kolkhoz/sovkhoz system should become an
integrated element of the land reform process.

64. Sovkhozes and kolkhozes in their present form are not suitable for the market economy
environment. The restructuring of large-scale farming into a sector based on private ownership must be
the major task of the coming years. Some reorganization and privatization, similar to efforts in Russia,
have already begun in Belarus and have proceeded along four main lines: (i) expansion and
cooperatvization of individual subsidiary farms within the existing kolkhoz structure; (ii) creation of
'lease cooperatives' as comparatively independent subdivisions of the existing kolkhoz/sovkhoz structure;
(iii) conversion of the kolkhoz/sovkhoz farms into joint stock companies; and, (iv) separation of
individual peasant farms or cooperaives from the kolkhoz/sovkhoz structure.

65. Joint stock companies in agriculture are a relatively recent innovation. They were
basically made possible by the 1990 Soviet law of land and the subsequent republic-level legislation on
private ownership of land and other assets. This approach is considered a major form of restructuring
agriculture by many leaders and is very much favored by kolkhoz/sovkhoz managers in Belarus. The
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basic idea is implemented by dividing all farm assets into "conditional shares" by balance-sheet value,
each share representing the partial ownership of one worker, based on seniority/tenure and acual labor
contribution. Neither the shares nor the stocks are tradable outside of the farm. Future earnings
("increases in value") are planned to be divided tradable among members according to a composite index,
which will include both share value and current labor contribution. The capital represented by the
conditional shares or stock certificates is faceless'; it is part of a collective asset pool and cannot be
physically identified by an individual. As a result, it cannot be sold and is not freely transferable. The
only way for an individual to take possession of physical assets is by declaring a wish to leave the
collective and start private farming. In this case, some partitioning procedure is initiated to decide which
physical assets the exiting individual should get.

66. The current philosophy of privatization via restricted joint stock societies does not
envision any major organization changes beyond this point. The existing management structure remains
in place, but the voting in the management council will be weighted by the size of the individual share
or the number of stocks (no longer "one man, one vote"). The past experience with kollhoz/sovkhoz
voting indicates that, at least initially, the general assembly will be a mere rubber stamp for management
proposals and the present managers will retain their positions and power. Also, the short-run
consumption interests of workers may predominate, causing long-run investments to decline. The feature
of the joint stock societies of this type so far are rather similar to the characteristics of the self-
management system in Yugoslavia or to the companies managed by the so-called enterprise councils in
Hungary. East European experience with worker-management structures (which are similar in concept
to these joint stock societies) has largelycfailed; while it is better than the present administrative-command
structure in Belarus, the worker-management structure is inefficient in the long run because of the lack
of a real feeling of ownership and involvement, and because of pervasive morally hazardous behavior
("free riding"). Also, myopic interests may prevail and long-term capital investment concerns may be
neglected. The decision processes in such an organization are diffuse, it is impossible to assign individual
responsibility, and the worker-members continuously press the "friendly' management for higher salaries
and greater social benefits without acknowledging the need for greater personal effort.

67. A successful adjustment in agriculture can be envisaged only by changing the existing
farm structure. Therefore, the development of a clear program and a timetable for kolkhozlsovkhoz
restructuring is an immediate task for the Government. The land and other assets should move to private
ownership and members should decide freely on the future form of farming. None of the specificforms
of farming should be imposed upon the farmers. The main objective of the reorganization is not the
dismantling of the present organization,but the creation of a new, viable, and efficient structure with clear
ownership as soon as possible. The breakup of large farms into more manageable units should be
encouraged, but the creation of economically unviable small units should be avoided. The various forms
of cooperation familiar to Western countries should be promoted in the reorganization of service
operations and large-scale facilities. The creation of structures based on faceless ownership, such as
closed types of shareholding societies with vaguely defined ownership rights and worker management,
should be avoided. The newly established shareholding companies should be of an open type with
transparent ownership. The remaining large-scale farms should be managed as business entities;
employment and ownership should be separated and scale should be adjusted to local conditions.
Sovkhozes organized from formae kolkhozes should be treated as kolkhozes, while the rest of the
sovkhozes and large-scale facilities at sovkhozes should be privatized in the same way as the rest of the
economy. The food processing industry and service structure should be privatized on the same principles
as the industry and service sectors.
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68. The restructuring of farms will require that the governmental and socialfunctions now
run by the socialized farms (schools, bospitals, nursing homes, houses of culture, road maintenance) be
transferred to newly constituted municipal or other local governments along with the social functions now
held by these farms. When these farms are transformed into private institutions, they should not retain
any governmental functions. The state farms and, in many cases, collective farms have owned the
residences of their workers and this ownership, when combined with the other governmental functions,
gave the managements of these farms excessive power over the lives of their workers and members.
However, to provide services to the community the local governments must have a source of revenue
dedicated to their expenditures. It is recommended that all enterprises that own land, including
corporations, cooperatives, and individual farmers, pay a land tax.

69. Western-type services, credit, marketing, and input supply cooperatives should be given
serious consideration. This type of setting may provide an opportunity for the development of
cooperative organizations, which would assist family farms in marketing products and acquiring services
and inputs at lower cost. Such cooperatives could also help farmers decide on the kinds and amounts of
inputs to use, and could provide an efficient framework for utilizing machinery and buildings of the
present large-scale farms. It is likely that, as the farms are reorganized and transformed, physical
facilities and equipment will be available to provide a setting for machinery service and input supply,
and/or marketing cooperatives, in terms of office, storage, and display space.

70. Individual peasant or family farms are an important vehicle for meeting the objectives of
agrarian reform. However, the first experience with the establishment of such farms has not always been
encouraging. This may be because conditions for establishment of fully independent family farms do not
exist in most places. Present prices provide limited incentives for those who wish to begin independent
farming. Without the establishment of markets for inputs and outputs, the independent farms remain
largely dependent on the collective and state farms. Corrective measures, which must be implemented
at the same time as land reform, for promoting Wiabk independentfamilyfarms include: (i) a competitive
land mortgage system should be provided for financing investments, including purchasing equipment as
well as land; (ii) a competitive bank credit system for financing working capital should be established;
(iii) the state should give up its control of input and commodity markets and encourage free competitive
markets; (iv) the state should pay particular attention to public goods (infrastructure, transportation,
roads, and public services); (v) family farms should be permitted to hire labor; and (vi) individual farms
should not be limited as to size.

Market Facilities and Sevices: Rural Fnanclal Systtm

71. The new agroeconomic structure presumes that free markets for the food economy can
be developed and made viable. The total market system must supply the input, domestic food, and
internatonal agricultural and livestock product markets. The tasks required to create such a system have
organizational, institutional, legal, and regulatory aspects. A fundamental requirement is to carry the
processes of agricultural production through to retail sale and to make the supply of the means of
production into a unified system with free economic relations. The supply of basic inputs and machinery
serWces has critfical importancefor the emerging private sector. At this moment, neither the required
structure of distribution, nor the critical input goods to be supplied, exists; the shortage of farm chemicals
and machinery in operational condition often resulted in low yields in previous years. Tractors and other
machinery suitable for small-scale farming are also not readily available.



ANNEX B 35

72. The development of a private based retail and wholesale trading system of agricultural
products will require efforts over a period of several years. This reform will require the following three
areas of action:

The development of a privatization strategy, to encompass: (i) the immediate
privatization of retail food outlets, (ii) steps to authorize and encourage private sector
entry at the wholesale level, and (iii) the design of the programs and timetables to
privatize, restructure, and divest larger enterprises operating at the wholesale and product
assembly levels

The establishment of a compatible legal and regulatory framework, to encompass: (i)
anti-monopoly regulations, (ii) competition policies, and (iii) legal personal and property
law, and contract enforcement

- The provision of essential supporting services, notably: (i) price and market information,
(ii) technical assistance and training services, (iii) financial services to assist in
establishing new businesses and meeting priority investment requirements, and (iv) food
inspection and phytosanitary standards.

73. In retailing, wholesaling, and product assembly, some actions can be initiated without
waiting for formal announcement of the guidelines. The following are recommended to promote
privatization and entry into food retailing:

- Leasing should be authorized and encouraged within the emerging policy framework for
privatization and competition in the food sector.

Existing state and municipally owned food shops should be leased, sold, or gift-deeded
to the present managers and workers, to operate henceforth as commercial retailers. No
restrictions should be placed on the resale of facilities and equipment to interested third
parties.

-Within the confines of national credit policy, small business credits should be made
available to provide private food retailers with initial working capital and some funds for
improvement of facilities.

74. The Government's role is to assist in the emergence of wholesale marketing and to
encourage retailing and processing firms to develop their own purchasing activities. It should quickly
create competing buyers by subdividing state-owned trade and processing monopolies. Government
assistance and promotion have critical importance now because the emerging private but primitive
farmers' markets provide very limited opportunities for marketing, and the old system is further paralyzed
by the shortage of products. Therefore, it is wry important to create the mnnimum physicalfaciliiesfor
farmers'markets and a wholesaling network attuned to privatefarming as soon as possible. While at this
time the need to create a marketing structure for farm products represents the major problem, in a later
stage the new market structure should include improved physical facilities such as auction haUs, city
markets, regional cooperatve packing and grading faclities, and transportation equipment. Market
information services for farmers, such as radio and television programs and farm newspapers, should also
be available. This more developed domestic agricultural market will require a commodity exchange.
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(The first commodity exchange is already operating in Belarus.) More efficient and coordinated
international marketing for Belarus agriculture should be supported by commercially based export
marketing organizations.

75. As development of a private commercial system is also the most suitable way of supplying
inputs and machinery services, a network of farm supply shops should be created fairly soon by
privatizing the existing network and by promoting the establishment of new firms. As a first step, the
existing monopolistic supply organizations should be disassembled according to their regional units. Each
unit should operate as an independent business entity without any territorial constraints. The privatization
of these firms should also take place fairly soon. As an addition, the new types of cooperatives emerging
on the basis of the reorganization of the kolkhoz/sovkhoz sector can become alternative institutions of
supply. Over the longer term, private firms, including some foreign ones, are likely to be involved if
appropriate government measures are taken to liberalize domestic and foreign trade and the operations
of foreign companies in Belarus.

76. Markets will become more efficient over time if competition increases and managers have
'earned how to operate in a market economy. Agriculture suffers from lack of competition on both the
input and output sides. The Government should undertake several actiities to make markets more
efficient. Market power depends on the number of competitors and on the alternatives of the buyer or
seller. The number of actors on a specific market could be increased by splitting present huge and sub-
optimal enterprise units. This holds true for all levels of the food chain. Splitting these units could lead
to an increaase in efficiency on the enterprise level and an increase in competition; hence, the Government
should encourage splitting of present enterprise units. The number of enterprises can also be increased
by the creation of new enterprises. A special need for this exists on the retail level and in companies
involved in international trade. The Government should avoid intervening directly in setting up new
companies; rather, the Government should merely provide incentives to start private businesses in these
fields.

77. Agricultural trade with the other republics requires special methods in the short term.
Belarus urgently needs to exchange agricultural products and inputs with the other republics. The
economic agents fortunately deal in barter exchange at the present because the ruble has lost its function
as a medium of exchange. The high present and expected rates of inflation make exchange of goods
against the ruble unacceptable to most internal trading companies, and it is unlikely that the ruble or any
newly created currency will be accepted as money in foreign exchange transactions in the near future.
Therefore, intrarepublic trade may need to rely on barter for some time. The Government should support
the creation of insttutions that contribute to lower transaction costs in these barter transactions. The
development of a commodity exchange market, with the participation of traders from all republics and
the Baltic countries, would contribute to this objective. Such an exchange market would avoid the
requirement that the exchange between any two individual traders from different republics be balanced.
Instead, it would require that only the exchange between any two countries would have to be balanced.
The establishment of such a commodity exchange market should be of interest to all republics and should
be jointly organized by a group of several republics.

78. As far as agricultural credits are concerned, the Government's objective should be to
establish a market-oriented competitive financial sector, so that intermediaries will have the autonomy
to decide to whom and on what terms to lend. Recent banking law, which created a two-tier banking
system, has laid a foundation that would encourage the banking system's independence from the
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Government. In the medium term, the Government should phase out the role of directed credit, which
is at this moment supported by interest rate subsidies. While directed credit still exists in agriculture,
policies should be introduced to reduce the interest risks in directed credit, improve portfolio management
and loan collection, and provide risk assessment and bad debt provisioning. The present rural lending
system based on the Belagroprombank network, should be integrated with a more competitive banking
system to provide a full range of banking services with emphasis on deposit mobilization, trust and
investment business, capital market operations, and legal status for informal financial contracts and their
enforcement. The specialized character of present banking units should be recognized. Like the many
private commercial banks that are appearing across Russia, it also may be appropriate to promote new
grassroots financial institutions. In the near future, the Government should provide the legal, regulatory,
and supervisory underpinnings that will allow grassroots institutions, such as post office banks, credit
unions, and possibly credit cooperatives, to emerge in rural areas.

New Role for the Governnent

79. The transition to a market economy requires a fundamental change in the role of the
Government in agriculture and in the economy in general. Direct governmental intervention in the
agricultural economy (for example, the establishment of mandatory targets for production and/or delivery
of goods and central distribution of investments and inputs) must disappear. The appropriate
governmental role in the agriculture sector will be to establish the general rules and facilitate the
conditions for the smooth and prosperous operation of markets and independent business organizations.
This role is not less important than the previous one; however, it requires different philosophies,
methods, and institutions.

80. The dismantling of the bureaucratic structure of central planning is an important task on
all levels. Radical modifications to and mergers of some of the ministries are needed. Units related to
central command and direct interventions should be fully dismantled, while those remaining should be
managed (and new units should be organized) to meet the needs of a free market-control system. Market
regulation, not management, should be taken over by the Ministry of Agriculture and Food and other
government agencies. As transition proceeds, the entire structure can be further simplified, with fewer
institutional units and fewer employees. Changes are needed in the structure of the administration at the
regional levels as well. The overall structure should be redeveloped within the framework of the overall
reform of local administration and self-government. In Belarus, a large bureaucracy related to the
implementation of the central control still exists on the regional levels. There is no need for its further
existence in its current form. A relatively small administration would be adequate to enforce agricultural
regulations, promote development, and provide extension and market information services.

81. The new agricultural structure requires organized extension service channels to
disseminate new technologies and information to farmers, with the establishment and financing of an
extension network, which is mainly the responsibility of the Government. The existing research and
service stations and the well-trained, experienced staff of the kolkhoz/sovkhoz structures would be
modified, and the universities would provide a good starting point for this. It is important that the
national extension service network be designed carefully.

82. The establishment of a market economy requires the development of a new legal
framework, essential both for the transition and for operation of the new system. As far as agriculture
is concerned, several legal instruments are needed as almost immediate preconditions of a smooth
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transition. The most important of these is a land law, which should be completed, along the lines of the
proposals, as soon as possible. A law on the transformation of the kolkhoz/sovkhoz system is also
needed in the near future. The required legal framework also has components that should be completed
over the next year or two. These include laws that establish the basic principles for private voluntary
cooperatives and an agricultural marketing law creating an agricultural market regime - setting the
principles of fair competition, anti-cartel policy, and quality control. At a later stage, general regulations
for agriculture, forestry, and hunting and fishing must be established according to the new ownership
structure and economic management philosophy. It will be essential that Belarus legislation related to
agricultural trade harmonize with that of the EEC.

83. The first steps in price and trade liberalization and the establishment of the first
independent private farms mark the beginning of the transition to a market-type system in agriculture in
Belarus. The partial and not fully consistent changes in price and trade policies, together with the
prevailing elements of command economy, however, have created new distortions. The massive new
subsidy program at present is sending wrong signals to producers, and the first results of land reform are
not very encouraging. The land endowment of Belarus offers the potential for creating an internationally
competitive, efficient agriculture system. The proper use of these resources requires a real reform in
agriculture - one that establishes incentives for efficient producers and leads to a market type system
along the lines of the proposals presented in this document.
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ENVIRONMENTAL PROTECTION

Environmental Status

1. Air. The main air quality problems are caused by emissions of toxic components from
industrial sources, particularly organic matter, and emissions from the old car fleet, diesel driven buses,
and trucks. Air quality measurements indicate that concentrations of common pollutants such as sulfur
dioxide and nitrogen dioxide are low in comparison with internationally accepted ambient standards. The
measured concentrations of airborne dust are high, however; the measurement method for airborne
particulates and the location of most sampling stations contribute to the elevated measured levels. The
deposition of sulfur and nitrogen (acid rain, due mostly to transboundary pollution) on soils characterized
by low buffer capacity may pose a potential problem.

2. Total emissions of air pollutants from stationary sources, as reported by the enterprises,
were 1.1 million tons in 1991. S02 emissions represented 575,000 tons; CO, 184,000 tons; dust,
103,000 tons; NO,, 98,000 tons; and some 70 toxic pollutants under the title of VOCs, 185,000 tons.
In addition, on the basis of estimates from vehicle emission test results, mobile sources released 2.2
million tons of pollutants into the atmosphere in 1991 (including 388,000 tons of CH; 192,000 tons of
NO.; 72,000 tons of SO2; and 480 tons of lead).

3. Water. Approximately 10 percent of river segments are considered "clean" according
to the water quality classification system applied in Belarus. Eighty percent are characterized as
moderately polluted, 6 percent as polluted, and 4 percent as dirty or very dirty. While a number of
rivers such as the Svisloch, Pripyat, and Dnepr have improved during the 1980s, many others have not.
Because biological monitoring has not been used extensively in making assessments and toxic chemicals
have not been sampled in water or bottom sediments, this assessment must remain preliminary.

4. Industrial discharges, overloaded city sewage plants, and large-scale agricultural activities
are all significant sources of surface water pollution. Natural lakes in the north are becoming dangerously
polluted as development and agriculture are conducted without the use of effective pollution control
practices. About two-thirds of the estimated total wastewater treated (730 million me per year) comes
from municipal domestic sources while about one-third (320 million m3 per year) is of industrial origin.
The largest concentration of wastewater discharges is in the Minsk area. Because of overloading and lack
of industrial pretreatment programs, the sewage treatment plant discharges more pollutants than any other
source and seriously affects the receiving waters of the Svisloch River.

5. Transboundary water pollution problems exist in the Zapadnaja Dvina basin draining into
Latvia, the Bug River draining into Poland, and the Dnepr flowing into Ukraine. While toxic chemicals
and oil products represent the risk in the Zapadnaja Dvina (Vitebsk and Novopolotsk), and at Brest,
nutrient over-enrichment is a prime concern for Ukraine reservoirs and the Black Sea. Restoration of
the Black Sea will require extensive nitrogen and phosphorus abatement measures for agricultural and
municipal discharges.

6. Widespread groundwater contamination represents the worst public health concern related
to water pollution. Officials from the Belarus Geological Survey note that virtually every city, industrial
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plant, and agricultural operation contaminates the subsurface (military sites probably do so as well).
Especially damaging are the effects on groundwater resources of mining and associated processing
industries at Soligorsk and Gomel. Drainage of wetlands for conversion to agriculture has also
contributed to the problems. Health risks from drinking nitrate, salt, and pesticide laden well water are
high. The lack of effective sludge management and hazardous waste management programs also creates
unnecessary contamination of subsurface water supplies (see below).

7. Hazardous Waste. About 400,000 tons of hazardous waste are deposited in uncontrolled
sites annually. Enterprises in Vitebsk, Gomel, Grodno, and Minsk City accounted for 97 percent of the
toxic wastes generated in Belarus. For example, there are 40 electroplating plants in Minsk City alone,
all discharging their liquid wastes into the city's sewage treatment system. Because of lack of
pretreatment facilities, poor operating practices, and deliberate discharge of metal bearing wastes from
these plants into the city sewers, the organic sludges produced in the sewage treatment process are
contaminated with chromium, zinc, cadmium, nickel, and other toxic heavy metals. No attempt has as
yet been made in Belarus to systematically identify and survey dumping sites for toxic wastes, or the
extent of contamination of ground and surface waters adjacent to these sites.

8. Agribltural LAnd. The impact of the Chernobyl accident is considered the most serious
environmental problem affecting the use of agricultural land. The cultivation of 261,000 ha of arable
land is forbidden, since no agricultural products that meet radiation standards could be grown there
(however, only about 82,000 ha of .that land had been cultivated actively prior to the accident). In
addition, about 18 percent of arable land (1.5 million ha) is subject to some kind of resttictions on
agricultural practices, although the restrictions on the majority of this land are quite minor. More serious
restrictions (for example, the products grown can be used only as animal foodstuff) have affected only
about 50,000 ha of land until now.

9. Protected Areas. Natural areas with some degree of state protection total about 5.1
percent of national territory. The wildland classification system employed in Belarus includes the
following categories:

(i) Zapovedniki, or strict nature reserves, with a total area of 252,000 ha. Berezinsky
(76,000 ha), Pripyatsky (33,000 ha), and Polessky (143,000) are classified as Zapovednild. Berezinsky
is also an International Biosphere Reserve - one of 23 in the former Soviet Union (FSU), while Polessky
is devoted to studies of the effects of Chernobyl, about 180 km to the south of Minsk. At least three
other Zapovedniki are planned (including the Nalibokskaya Forest with some 87,000 ha), but lack of
financial resources prevents their gazetting.

(ii) National parks, which are significant natural areas used for research, protection, and
recreational and educational tourism. Only the Belovezhskaya Primeval Forest has this classification
(99,000 ha), but several national parks are planned (Belarus, with 35,000 ha, Narotchansky, with 50,000
ha, and Braslav Lakes, with 50,000 ha). However, funds have dried up and full consultation on and
resolution of the exact boundaries are still under consideration.

(iii) Zakiznilki, a lightly protected system of 73 natural areas dispersed throughout the
country with a total area of 689,700 ha. Thirteen other such areas are in fairly advanced stages of
identification and are expected to be gazetted in 1993. These areas can protect (in some cases for a
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temporary period of about 10 years) watersheds, hunting areas, special features (geologic, for example),
and other such sites requiring a flexible category with some degree of control.

(iv) Zelonia zona, or greenbelts of protected forests, generally around urban areas
(288,000 ha).

10. Belovezhskaya, Berezinsky, and Pripyatsky are distinguished by their uniqueness and their
relatively large size. The areas cited above include a core zone (10,000 ha and 22,000 ha for
Belovezhskaya and Berezinsky, respectively) where all use is prohibited, and a buffer zone where the only
uses permitted are salvage of up to 25 percent of the standing dead trees and hunting for control or
research.

11. Forest Resources. Forests cover 34 percent of the country. These forests and their
associated wetlands constitute the major habitat for wildlife resources, as large state farms with
homogeneous fields farmed edge to edge are not productive of non-game wildlife or farm game. A large
proportion of the 1,545 species of plants found in Belarus are found in the forests. Some 84 percent of
this area is managed by the Ministry of Forests and the remainder by collective agriculture farms, the
Ministry of Defense, Zovedniki, and research and education institutions, as well as local authorities.

12. The fact that most of the forests are under the management of a single organization has
safeguarded a sustained yield management of most of the Belarus forest resources. Almost half of the
forest area has an age of less than 40 years, reflecting a massive reforestation and afforestation effort
made after World War II to restore damages made to the forests. The hard core protection areas, where
clear cut is forbidden and only careful selective thinning is allowed, constitutes 14 percent of the forest
area. Another 29 percent is managed with the limitation that clear cut can take place only after 100 years
of age and on continuous areas which are smaller than five ha.

13. Environmental Health. The populations of several major industrial cities suffer from
severe environmental health problems. In terms of malignant tumors, the cities of Polotsk, Vitebsk, and
Mogilev have the highest incidence in the country. In terms of the rate of respiratory diseases - a
reasonably sensitive indicator of air pollution - Minsk, Gomel, and Novopolotsk are at the top. For skin
disorders, Novopolotsk, Orsha, and Brest outrank all other cities. The most disturbing aspect of the data
lies in the rate of increase of health problems seen in most of the cities. Orsha is the only exception,
which correlates well with the rapid decrease of emissions achieved in this city since 1986. However,
controlled epidemiological surveys aimed at separating the effects of environmental pollution from life-
style factors have not been carried out in Belarus.

14. Average life expectancy declined slightly during the last 20 years, while the gap between
female and male life expectancy widened owing to the accelerating decrease of life expectancy for males.
For every age up to 60, the rural male has a higher probability of dying than the urban male (the average
life span of the rural male is only 64 years). Even though female mortality is considerably below male
mortality at all ages, rural females also have a higher probability of dying than urban females. It is not
possible to determine whether the difference in mortality between urban and rural areas is due to unequal
distribution of health care or whether agricultural pollution caused by overuse of pesticides and other
agrochemicals plays a major factor in these differences. One factor that may have a larger effect on the
rural population is the level of nitrates in groundwater (see above).
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15. The Chernobyl accident, which is on everyone's mind in Belarus and is blamed for many
other health-related problems, is now one of the most thoroughly investigated nuclear disasters of recent
history. Detailed examination of cancer statistics have produced no evidence that the Chernobyl accident
has presently increased cancer rates. This finding is in accord with expectations based on previous
exposures of large populations to radioactive fallout. In view of the high background rate of cancer in
the Belarus population, the cases of cancer expected to appear 10 to 20 years after the Chernobyl accident
will not represent a statistically significant number (that is, the relative increase in cancer rates will be
too small to be detected). However, while this may be an accurate forecast in the case of the adult
population, it appears to be contradicted in the case of childhood thyroid cancer rates only four years after
the event. The incidence of thyroid cancer in children has increased by several times since 1986. It
remains to be seen whether the number of cases will continue to increase or whether the epidemic has
already peaked.

Institutions and Legislation

16. The basic institutional structure of the sector was inherited from the FSU. It can be
characterized as both fragmented and duplicative. A large number of ministries and state committees
operate in the sector. There is not one agency with responsibility for the core tasks of environmental
protection, and there are several agencies with overlapping responsibilities.

17. Historically, law did not play an important role in public affairs in Belarus. The current
efforts to establish an environmental legal order must overcome the legacy of the weak legal tradition and
foundation that the new republic confronts. Legislation in the FSU merely declared policy and rarely
specified proper implementation mechanisms. Many laws and most decrees were not published or
disseminated; law libraries were rare and were largely inaccessible. Many officials did not know the law,
and the public was similarly uninformed. Lawyers in ministries and enterprises (known as juris consults)
rarely if ever knew environmental laws, and today in Belarus there are still no lawyers in the 13
ministries and other authorities with responsibility for environmental protection.

18. The basic envirommental law was passed in 1961; however, implementing regulations have
never been prepared. Separate and somewhat uncoordinated laws were adopted for land, water, mineral,
and forest resources, leading to the current fragmented structure of environmental protection. The
Enterprise Law, Local Government Law, and Ecology Tax Laws passed in 1991 significantly weakened
the power of state environmental and sanitary inspectorates. The environmental inspectorates had the
expertise and knowledge to enforce environmental regulations but had virtually no legal authority, while
the local governments had legal authority and financial resources but had no staff and institutional
structure in place to carry out enforcement.

19. The Committee of Ecology, which is actively working to redress lAis lack of effective
environmental legislation and to strengthen all apects of environmental protection, coordinated the
development of more than 16 projects for new environmental legislation. The Supreme Soviet, during
its session in November 1992, passed the new framework Environmental Law and undertook the first
reading of a Law on Environmental Impact Assessments. The framework "Law on Environmental
Protection in the Republic of Belarus" has the potential to improve many aspects of the currently
unsatisfactory legal and financial situation. Among other things, it strengthens the legal authority of the
environmental inspectorates and earmarks pollution taxes for environmental protection.



ANNEX C 5

Standards

20. Ambient Air Quality. Belarus applies the air quality standards (called norms) of the
FSU for a large number of air pollutants. These "norms" are formulated as maximum allowable 20-
minute average concentration values not to be exceeded (20-minute-MAC), and maximum allowable 24-
hour average concentrations not to be exceeded (24-hour-MAC).

21. There are significant differences among air quality standards applied in the United States,
the EC, and the FSU. Many FSU "norms" are more strict than those applied in the EC or the United
States. However, the "norms" in the FSU were not air quality standards but air quality goals (that is,
the "norms" were not formulated as operative instruments for air quality management and control). The
government should modernize the 'norms and should reformulate them in accordance with interational
practice, or should simply adopt EC air quality standards. Some standard values might be adjusted to
meet the actual needs of Belarus in an intermediate period. 7he number of standards should be limited
to the main air pollutants.

22. Air Emission Limits. Belarus has a comprehensive system of procedures (also from the
FSU) for the calculation of emission limits for individual industrial operations. This system is based on
computerized models for plume dispersion. Regional meteorological conditions and local emission data
are used in a model to compute a maximum-concentration table at selected locations, assuming current
levels of emission control. The targeted air quality outside a Sanitary Protection Zone (SPZ) is defined
by the 20-minute-MAC. Within the sanitary zones, occupational health standards are being used as the
basis for the setting of emission limits.

23. Enterprises estimate their annual and maximum smokestack emissions mainly by
calculations. The emission limits are actually calculated by industrial subsector institutes or other
(independent) institutes paid by the enterprise, in cooperation with the enterprise. The emissions and the
proposed limits are reviewed by the local or the oblast (for larger sources) ecology committees. The
Committee of Ecology deals with the largest sources. In practice, staff of the Committee of Ecology
cannot check the accuracy of the proposals. The limits are finally confirmed by the local governments
for tax purposes (see below).

24. Air Quality Management. The current system for air quality management in Belarus
focuses primarily on specific industrial enterprises and their sanitary protection zones. Specifically, the
management of the air quality program is strongly linked to the attainment of MACs at the perimeter of
these zones. This system does not rely on an overall assessment of the air quality for a particular
geographical area to define the most cost effective control strategy for the area. In addition, the system
does not rely on such assessments to measure the success of the overall control program. While there
are assessments made of the overall air quality situation, these assessments do not attempt to quantitatively
relate the general air quality situation to specific sources of pollution including operating enterprises,
mobile sources, and other more diffuse sources.

25. The system should be changed from one that focuses on individual sources to one that
manages the collective or cumulative impact of all sources in the area. Existing air quality data should
be utilized to prioritize geographic areas for analysis with the priority being given to areas that currently
violate the MACs. Current and comprehensive air pollution emission inventories should be developed
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for these areas. With the use of the best information available, the impact of population and economic
growth (or decline) on emissions should be projected. Air quality models and the emissions inventory
should be utilized to evaluate the current and future air quality situation. Using the quantitative
relationship between emissions and air quality which these analyses produce, specific least-cost control
programs should be developed to reduce emissions, accommodate economic growth, and attain MACs
by a fixed date.

26. The SPZ concept extends the area that may be polluted by an enterprise above ambient
norms over the enterprise boundaries. This concept, coupled with weak land use policies and lack of
enforcement, has produced large areas around many enterprises in which the resident population is
exposed to high pollutant concentrations. This has weakened the overall effectiveness of the ambient air
quality standards. The first step would be to eliminate the SPZ conceptfor new enterprises and require
these enterprises to meet ambient svandards at their boundary. The next step would be, for existing
facilities, to strengthen the efforts already begun to reduce the size of the zones, with the goal of
improving controls on existing enterprises. At the same time, the enterprises could begin moving those
people who are most affected by the emissions out of the zones.

27. Water Quality Standards. To protect fisheries, the Ministry of Fish Industry of the FSU
promulgated MACs for 972 compounds in surface waters, only 20 of which are commonly analyzed.
The Ministry of Health issued MACs for protection of drinking water for 1,373 compounds, 28 of which
are commonly measured (2 microbiological, 10 toxic substances, 12 for traditional indicators, and 4 for
aesthetics). Fourteen were issued for the sanitary protection of recreational waters, and 2 for microorgan-
isms. There are no laboratories capable of performing the analysis of all substances stipulated in the
standards. The standards should be updated to conform with the U.S. or EC standards, which were more
recently developed and updated than the current Belarus MACs or standards.

28. Water Discharge Limits. Permit limit development for wastewater discharges in Belarus
(and the FSU) employs a unique and fairly complex methodology for incorporating MACs into permit
limits. A complex mixing zone equation is used to relate stream MAC values to the discharger's
maximum allowable discharge levels. Compliance with stream MACs is measured and enforced at a
point 500 m downstream of the discharge point. The permittee is required to send the mixing zone
analysis and resultant permit limits to the Committee of Ecology once a year. The Committee of Ecology
reviews the supplied analysis and proposed permit limits, corrects them as needed, and issues the yearly
permit. Compliance with calculated limits is not very good according to 1991 data. Only 25 percent of
214 inspected point source discharges met their limits. Almost 31 percent were placed in a middle
category of up to about 50 percent in excess of the limit, while 43 percent exceeded the limit on average
by more than 50 percent. Belarus needs to adopt a new methodologyfor the calculaton of water quality
based wastewater effluent limits that will ensure the protection of water quality for the entre river and
lake areas (not just 500 m downstream) and needs to assess non-point source (urban, agriculture, and
atmospheric deposition) impacts on water quality. The term of the permit should be increased to five
years.

Enforcement and Econonic Incentives

29. Belarus applies a combination of command-and-control and economic instruments to
achieve compliance with environmental regulations. Enterprises are provided with permits describing the
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maximum allowable level of air emissions, water use, and wastewater discharges. If the enterprise does
not comply with the permit, a warning is issued by the environmental inspectorate as the initial
enforcement measure. After that, the possibility of temporary or permanent plant closure exists, but this
has not been applied in practice. As has been mentioned above, recently passed legislation has made the
application of this measure even more unlikely. A system of civil penalties applies to individuals who
are responsible for environmental violations. In air quality protection, dust control measures have also
been very effectively enforced, while the control of other emissions appears to be less successful. In
water quality protection, the control of toxic pollutants is the most stringent. The most problematic area
is the control of solid and hazardous waste disposal, owing to lack of both experience and appropriate
legislation.

30. Economic incentives in the form of a system of pollution taxes have been in effect since
early 1991. Under this system, enterprises paid 81 million rubles for air and water pollution in 1991.
These payments were collected by the environmental inspectorates. Ten percent of the revenues went
to the State Environmental Protection Fund, 40 percent financed pollution control investments at the
enterprise level, 22 percent was used by the inspectorates to purchase equipment and materials for
emission monitoring, 8 percent financed training and other activities, and 20 percent was left to be spent
in 1992. The system of pollution taxes was significantly modified by the new Ecology Tax Law passed
in December 1991. The law moved the responsibility for tax collection to the Ministry of Finance and
assigned all tax revenues to local governments without any restrictions on the use of these funds. In
response to increasing difficulties in the funding of environmental protection activities, the new
Environmental Protection Law, which became effective on January 15, 1993, reassigned the pollution
taxes to the State Environmental Protection Fund.

31. During 1991, some 28 million rubles were invested in air pollution control.
Approximately 20 percent of these investments were financed from the pollution taxes that were returned
to the enterprises from the oblast environmental protection funds. These investments resulted in a
reduction of 46,000 tons of atmospheric emissions, representing an average investment cost of 610 rubles
per ton of emission reduction. The average tax imposed on air pollution emissions was 44 rubles per ton
in 1991. With an average investment cost of 610 rubles per ton and an estimated annual operations and
maintenance cost of 60 rubles per ton, the average annualized cost of air pollution mitigation was
approximately 120 rubles per year per ton. Assuming an investment grant of 20 percent, the annualized
cost of air pollution mitigation is reduced to about 110 rubles per ton, about 2.5 times the average
pollution tax in 1991. This simple calculation suggests that the 1991 tax rates were already below
mitigation cost levels in 1991.

32. In 1992, tax rates were increased about four times compared with 1991, but the increase
was nevertheless inadequate to keep pace with inflation. There is a danger that the real (inflation
adjusted) level of the taxes will erodes even further during 1993; therefore, a mechanismfor the regular
adjustment of thefees should be established. Since preferential tax rates weaken the taxation system and
have no economic justification except that of providing hidden subsidies to certain groups of polluters,
the preferences should be eliminated. In order to achieve a better targeted incentive effect, the basisfor
the water pollution tax should be changedfrom total discharges (measured in cubic meters) to discharges
of selected pollutants (measured in tons).

33. Market-based instruments of environmental management (pollution taxes) work best in
a market economy. In Belarus, the institutional framework of a market economy will develop over an
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extended period and it will take time before market rules become effective. The dominance of state
industry with limited accountability and soft budget constraints inevitably renders the economic incentives
provided by pollution taxes less effective. Therefore, the government should take steps to increase the
use and effectiveness of command-and-control instruments (permits, civil penalties, and closures ofplants
or processes).

Monitoring

34. Several organizations monitor air and water quality for their own reasons and at different
locations. Eventually, the government will have to address this issue of many organizatons sampling too
many locations with too few resources. Considering also the lack of self-monitoring on the part of many
polluters, lack of laboratory quality control/quality assurance programs, lack of biological monitoring,
lack of real-time reporting, and other considerations, a review of each agency's monitoring strategy seems
appropriate.

35. Environmental monitoring provides the necessary information for enforcement activities.
Monitoring systems serve enforcement needs best when monitoring and laboratory equipment
requirements are defined by enforcement authorities. Allocation of limited monitoring resources should
be based on mitigation priorities. Data collection and reporting should facilitate the use of data in
enforcement processes. These considerations suggest that overall responsibility for environmental
monitoring should be assigned to the agency responsible for enforcement.

The Chemnobyl Mitigation Program

36. In early 1990, the Parliament passed a law on compensation to the victims of the
Chernobyl accident (and to those still living in contaminated areas). In July 1990, the State Committee
for Problems of the Chernobyl Accident (GoskomChernobyl) was formed to administer compensation
payments and to manage construction activities related to resettlement, infrastructure, and health care
projects. The law was amended in December 1991. There are five categories of people for whom
compensation payments were promised: (i) those handicapped by the accident and clean-up workers
(about 72,000 people); (ii) those remaining in areas contaminated in the range of 15 to 40 curies of
cesium/km2 (57,000 people living in the zone of voluntary resettlement with housing guarantees); (iii)
those living in areas of contamination in the range of 5 to 15 curies/klm2 (298,000 people); (iv) those
living in areas of contamination in the range of I to 5 curies/km2 (1,485,000 people); and (v) those who
have been resettled (68,000 people up to the end of 1991).

37. Benefits are broadest for category (i) and include salary bonuses, access to free health
care, additional pension payments, extra vacations, etc. Payments are based on a percentage or factor
of the minimum salary and are adjusted as the base changes. The lowest payments are made to
individuals in category (iv), who receive only 30 to 40 rubles per month, facetiously referred to by the
public as "coffin money."

38. Apparently, all those who were living in areas with contamination above 40 curies/km2
have been resettled. The State Committee planned to resettle an additional 35,000 people in 1992, thus
comp:eting all resettlement activities. As of July 1992, about 10,500 had been resettled, but further
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relocation has since slowed down owing to budgetary constraints. As in Ukraine, most of the people
voluntarily resettling are young. Some of those who had already resettled were returning to their former
homes because of lack of work in the areas of resettlement. The government guarantees housing for
those in the areas of voluntary resettlement, but not jobs.

39. Up to October 1991, expenditures were funded through the FSU budget, on the basis of
a three-year plan (1990-92) budgeted in 1984 rubles and indexed from that base. Now funding comes
from the Belarus budget. In order to finance the Chernobyl mitigation effort, the Supreme Soviet enacted
an 18 percent tax on wages. Agricultural activities are exempt from the tax.

40. Total expenditures on the program were 4.9 billion rubles in 1991. The 1992 budget for
the program approved in May was 32.6 billion rubles, which breaks down as 17.0 billion rubles capital
investment, 14.5 billion compensation payments, and 1.1 billion for other, special programs (scientific
research, monitoring, etc.). The Government's financing plan expected 25.6 billion rubles from the
special Chernobyl tax and 7 billion from the Russian Federation. In the first nine month, 13 billion
rubles were collected from the tax and 2 billion were received from Russia. While it is clear that
revenues for the whole year will be less than planned, expenditures will be higher - around 40 billion
rubles, mostly owing to increases in investment costs. As a result, the original balanced financing plan
is expected to show a deficit of about 10 billion rubles. Part of the deficit will be covered by bank credit,
which stood at 3.1 billion rubles at the end of October. On the basis of current estimates, expenditures
will be about 130 billion rubles in 1993, indicating a more than threefold increase from 1992. The
Government expects to collect 90 billion rubles from the Chernobyl tax and to cover the rest from other
sources such as bank credits and support from abroad.

41. The Chernobyl program places a heavy burden on the budget and results in a significant
reallocation of income between those who live (or lived) in areas affected by the accident and the rest of
the society. The contamination zones and compensation categories were delineated on the basis of very
rudimentary health risk assessments. In other words, the proportionality between compensation payments
and health risks has not been established. While it may not be possible to express the benefits of
reducing radiation exposure in monetary terms, most of the information for an ex-post cost-effectiveness
analysis of the capital expenditures can be made available. The Government should request
GoskomChernobyl to prepare an analysis of the results of the program implemented in 1992. The
purpose of the assessment is the comparison of benefits of different sub-programs, such as gasification,
resettlement, road construction, provision of foodstuff, etc. The comparison should be carried out in non-
monetary terms using the estimated decrease of total radiation exposure achieved under each sub-program.
By comparing the amount of dose reduction achieved per I million rubles spent under the various sub-
programs, the Government would be able to concentrate future expenditures on actvities which reduce
radiation exposure in the most cost-effective way.
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THE ENERGY SECTOR

GENERAL ASPECTS

Enea Demand' Conservation

1. The Belarus economy is characterized by high energy intensity in relation to industrial
output and GDP. Energy balances for the years 1985 and 1990, prepared for the World Bank, are
presented in Tables 1 and 2, respectively. Energy consumption per capita in 1991 was 4,250 kg oil
equivalent (koe), which is similar to Western European consumption. Assuming, only for the purpose
of this calculation, that the per capita level of GDP was between US$1,500 and US$2,000 in 1991, the
energy intensity of the economy was in the range of 2.2 to 2.9 koe/$GDP. This compares with a range
of energy intensity of 1.5 to 2.7 koe/$GDP in other Eastern European countries and 0.2 to 0.5 koe/GDP
in Western Europe. Energy consumption per unit of GDP usually decreases a higher level of
development. The reasons for the high energy intensity of the economy are the low capability of the
economy to produce value added and the low efficiency of industrial processes and energy consumption
technologies.

2. This preliminary analysis points to the need to promote energy conservaton in Belarus.
Reduction in energy intensity throughout the economy will require coordinated policies in the areas of
energy pricing, restructuring of energy enterprises, introduction of energy conservation incentives, and
investment in more energy-efficient technologies. The energy audit program launched by the Government
in 1991, the assistance programs financed by the Commission of the European Communities (CEC), and
the comprehensive program on energy efficiency and pricing financed by USAID are important initiatives
in this direction. Technical assistance will result in technology transfer, which in turn will facilitate the
development of a network of specialized companies providing energy conservation services in Belarus.

3. Energy balances prepared for the Bank show major changes in the composition of energy
demand over the period 1985-90, primarily as a consequence of a shift from oil toward gas. In 1985 the
share of gas in final energy consumption was only 10 percent, but this had grown to 19 percent in 1990.
Similarly, the share of gas in public electricity and heat production also almost doubled, from 22 percent
in 1985 to 43 percent in 1990. While technological and other factors will limit the rate of the shift in
the next few years, it is likely that the share of gas in total energy consumption will continue to rise.

4. The industrial sector represented 38 percent of final energy demand in 1990 (up from 36
percent in 1985) - a much smaller share than that in Ukraine or Russia. Ferrous metallurgy is a very
small user, while the chemical industry (which relies primarily on gas as a feedstock) is the most
important industrial user, accounting for 30 percent of industrial energy consumption and 12 percent of
total final energy consumption. Residential consumption plus commercial and other services accounted
for 37 percent of final energy demand, while, as in other former socialist economies, the share of
transport is low, at only 11 percent of final energy demand.

1 Official statistical data on energy consumption are very limited in Belarus. The analysis in this report relies on
energy balances prepared by consultants for the World Bank which should be treated as preliminary and subject to
change when more information becomes available.
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Table 1: ENERGY BALANCE, PHYSICAL UNITS

1985 1986 1987 1988 1989 1990 1991 % chane
90/91

OIL (TMT)
Crude Oil Production 2,019 2,028 2,041 2,056 2,075 2,054 2,060 0.3
Crude Oil Ilortsb 36,996 37,705 37,985 38,355 38,608 37,387 33,709 -9.8
Crude Oil Exports
Oil Product Imports 2,311 3,249 2,654 1,553 1,200 2,600 116.7
Oil Product Expot -12,319 -12,622 -12,785 -13,054 -13,514 -12,459 -10,960 -12.0
Apparent Consumption 29,007 30,360 29,895 28,910 27,169 28,182 27,409 -2.7

NATURAL GAS (BCM)
Producon 243 257 269 279 293 297 294 -1.0
Import 8,700 9,800 11,100 13,000 13,600 14,600 14,600 0.0
Exports
Appaent Consumption 8,943 10,057 11,369 13,279 13,893 14,897 14,894 -0.0

HARD COAL (TMT)
Production
Inps 3,562 3,490 3,410 3,333 3,020 2,700 1,870 -30.7
Exports
Apparent Consumption 3,562 3,490 3,410 3,333 3,020 2,700 1,870 -30.7

ELECTRICITY (GWIa)
Total Production 33,174 36,282 37,753 38,150 38,489 39,521 38,723 -2.0
(of which: Hydro) 0 0 0 0 0 0 0 0.0
(of which: Nuclwar) 0 0 0 0 0 0 0 0.0
InVortB 9,800 9,700 10,700 12,300 13,600 14,100 14,000 -0.7
Export -3,500 -3,400 -3,200 3,300 -3,800 -3,900 -3,800 -2.6
Appent Consumption 39,474 42,582 45,253 47,150 48,289 49,721 48,923 -1.6

j :Goskomstat and Gosplan.
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Table 2: ENERGY BALANCE, THOUSAND TOE

1985 1986 1 1988 1989 1990 1991 % change
90t91

OIL
Crude Oil Production 2,039 2,048 2,061 2,077 2,096 2,075 2,081 0.3

Crude Oil Impos 37,366 38,082 38,365 38,739 38,994 37,761 34,046 -9.8

Crude Oil Exports
Oil Product Imports 2,334 3,281 2,681 1,569 0 1,212 2,626 116.7

Oil Product Expors -12,442 -12,748 -12,913 -13,185 -13,649 -12,584 -11,070 -12.0

Apparent Consumption 29,297 30,664 30,194 29,199 27,441 28,464 27,683 -2.7

NATURAL GAS
Production 197 208 218 226 237 240 238 -1.0

Imports 7,038 7,928 8,980 10,517 11,002 11,811 1',811 0.0

Exports
Apparent Consumption 7,235 8,136 9,198 10,743 11,239 12,052 12,049 -0.0

HARD COAL
Production
Imports 1,510 1,480 1,446 1,413 1,280 1,145 793 -30.7

Exports
Apparent Consumption 1,510 1,480 1,446 1,413 1,280 1,145 793 -30.7

ELECTRICITY
Hydro 0 0 0 0 0 0 0

Nuclear 0 0 0 0 0 0 0
Imports 843 834 920 1,058 1,170 1,213 1,204 -0.7

Exports -301 -292 -275 -284 -327 -335 -327 -2.6

Apparent Consumption 542 542 645 774 843 877 877 0.0

38,584 40,821 41,482 42,129 40,803 42,537 41,402 -2.7

urces: Goskomstat and Gosplan.
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5. Preliminary estimates have been prepared for final and primary energy demand in 1992
and 1993 that take into account the sharp fall in net material product (NMP) and in industrial output that
occurred in 1992. The projections for energy demand in 1993 assume a further (but smaller), decline
in NMP relative to 1992, together with modest energy saving owing to higher energy prices, on the
assumption that Belarus' energy prices will move up to approximately one-half of world prices as a result
of changes in the average price paid to Russia for imports of oil and gas. Since estimates of energy
consumption in 1991 are highly uncertain, the base level for the projections is 1990. The results are as
follows:

Indices of Energy Consumption (Demand in 1990 - 100)

1mand in 192 Demand in 1993
find Primar 'in Prima

Solid fuels 79 79 73 73
Gas 84 79 75 70
Liquid fuels 83 83 74 75
Electricity 82 74

& heat

6. The estimates suggest that both primary and final energy demand in 1992 may have been
about 18 percent lower than in 1990, while the combination of modest energy savings in response to
higher energy prices, combined with a further decline in NMP, implies that energy demands in 1993 may
be 10 percent lower than the 1992 levels. Even if these projections prove to be overly pessimistic about
the economic outlook, it is clear that energy demands in 1993 are likely to be well below the assumptions
built into the Government's plans.

Energ SUpply2

7. In 1991, 2.0 million tons (Mt) of crude oil, 0.2 billion cubic meters (Bcm) of natural
gas (associated with domestic crude oil), and about 1.5 Mt of briquettes from peat (1.0 Mt from peat plus
about 0.8 Mt from mixing 35 percent imported coal and 65 percent domestic peat) were produced in the
country (see Table 3). In addition, Belarus imported 33.7 Mt of crude oil, 0.9 Mt of oil products, 15.2
Bcm of natural gas, 2.4 Mt of coal, and 10.7 TWh of electricity to supplement domestic generation of
38.4 TWh. Not all available energy was consumed in the country; Belarus exported 1.4 Mt of gasoline,
3.8 Mt of diesel oil, and 3.5 Mt fuel oil (out of that, 0.1 Mt diesel oil and 2.7 Mt fuel oil were exported
for hard currency). In addition, about 55.6 million gigacalories (Gcal) of steam and heat were produced
by combined-heat-and-power (CHP) and central heat-only-boiler (HOB) plants for industrial and
residential consumption. The overall picture is of excessive dependence on imports. While this
dependence was of no concern in the context of the former Soviet Union (FSU), it poses a challenge for
the independent state of Belarus.

2 More information on energy supply can be found in Part n of this Annex (Energy Subsectors).
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Energy Trade

8. In 1992, after the breakup of the Soviet Union, the import of energy became a
considerably more complex process. The intergovernmental agreement between Belarus and Russia
stipulates the import of 30.0 Mt of crude oil, 16.3 Bcm of natural gas, and 0.7 Mt of coal. Belarus will
export 1.9 Mt of crude oil and 0.6 Mt of petroleum products to Ukraine. In return, Belarus will import,
among other products, 1.7 Mt of coal and 0.3 Bcm of natural gas from Ukraine.

9. Actual delivery of crude oil under the state order system appears to have been
significantly less than the amount in the intergovernmental agreement. The two refineries in Belarus rely
on direct contacts to secure about 40 percent of their supplies. Prices are subject to negotiations and were
reportedly as high as 30,000 rubles at the end of 1992.

Table 3: PRIMARY ENERGY SOURCES AND USES, 1989-91
(Million tons)

- - I19$9 -99 199

Production

Peat briquettes 1.8 1.5 1.5

Crude oil 2.0 2.0 2.0

Natural gas (Bcm) 0.3 0.3 0.2

Imports

Coal, net 1.9 1.7 1.5

Crude oil 40.6 39.4 33.7

Oil products 1.3 1.1 0.9

Natural gas (Bcm) 13.5 14.5 15.2

Electricity (billion kWh) 10.0 9.7 10.7

Exports 13.1 11.9 8.7

Oil products 1.4

Diesel oil 3.8

Fuel oil 3.5

Domestic energy consumption

(Mt of oil equivalent) 45.6 46.0 43.9
Sour: Belarus authorities.
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10. In spite of the large increase in imported energy prices, FSU import prices are still
significantly below international levels. The Government should contfinue to concentrate its efforts on
securing suppliesfrom that region. Direct contacts between FSU suppliers and major energy consumers
in Belarus should be actively encouraged. Considering the uncertainty in domestic demand, any search
for alternative supply sources should be given low priority.

Sector Organization and Manaement

11. Prest Arrangements. A large number of agencies reporting directly to the Cabinet,
have been operating in the sector. Individual branches of the sector have been monopolized by vertically
integrated concerns which have had the dual functions of a government agency and a holding company.
This structure gives considerable power to the branches, which operate independent of each other with
little attempt to formulate policies on the allocation of investments and other resources across the energy
sector. Reorganization efforts are being undertaken; this reorganization is intended to create a Ministry
of Energy, consolidating the sectors of eectricity, solid fuels, and possibly gas, and acting on two levels:
(i) to set prices, formulate and coordinate energy policy, and keep responsibility for internal
(intergovernmental) and external relations; and (ii) to exercise ownership and management of a number
of "concerns" that have been or wIll be created in the sector. This reorganization process is a step in
the right direction, however, it does not assign the task of overall energy policy development and
coordination to a singk agency or ministry. Excluding the petroleum and gas subsectors from the new
ministry's responsibilities (as present plans seem to indicate) wvll make the task of overall policy
development and coordination very difficult.

12. Recommendations. The following recommendations would promote the process of
restructuring the energy sector without repeating the mistakes of the former excessively centralized
system.

Parallel with the creation of the new Ministry, steps should be taken to ri) quickly
privatize enterprises in those subsectors that are not natural monopolies ri.e., coal,
petroleum refining, and marketing), and fii) increase the autonomy of enterpnses that
remain wider state ownership.

Restructuring the various energy subsectors will be an essential element of the process
of market reforms and privatization. In those subsectors that are not natural monopolies,
the Government's regulatory function can best achieve its objectives by ensuring the
existence of a competitive environment; this implies freedom of entry and exit, import
liberalization, and decontrolling of domestic prices.

In the medium term, for extractive industries with great in situ value (oil and gas
exploration) and for natural monopolies (electricity, heat, and gas distribution), the
Government should create a licensing/concession regime with rules governing procedures
for oil and gas exploration and development, new investments in the power sector, and
the operation of electricity, heat, and gas transmission/distribution systems.

In addition, for natural monopolies, the Government should create a regulatory agency
that would report to either the Cabinet or one of the ministries but with sufficient
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independence (tenure) to develop industry-spedcfic price regulation formulas or criteria
to control price changes and to exercise control over obligations to supply and connect,
quality of serice, and customer rights.

Energy Prices

13. Present Arrangements. Almost all energy prices are controlled at present; control of
most prices is exercised at the highest level (by the Cabinet). Electricity, heat, and natural gas prices are
set taking into account average production costs (including major costs for system rehabilitation and
development), and household prices are intended to take into account the population's ability to pay and
are set significantly below production costs. Wholesale prices of solid fuels (coal, briquettes, and
wood) and liquefied petroleum gas (LPG) are controlled by the rule of maximum allowable profit
margins, while household sales are regulated by the regional governments which determine (and pay) the
price subsidies (the difference between retail prices and the sum of wholesale prices and distribution costs)
for their own regions. The source of these subsidies is the central government budget. Petroleum
refineries are assumed to sell 60 percent of their products at prices fixed by the Cabinet (and based on
the import price of raw materials and refining costs estimated at the beginning of the year), plus a 10
percent profit margin.

14. Since most energy products are tradable, border prices provide appropriate reference
points for determining energy prices. If the May 1992 prices paid by enterprises and households are
divided by the economic cost of energy, estimated as the sum of border prices and domestic distribution
costs. (in U.S. dollars), the exchange rate implicit in domestic prices can be calculated. A comparison
of these implicit exchange rates with the commercial exchange rate (about 125 rubles/U.S. dollars) shows
that (i) industrial prices are generally between 10 and 30 percent of economic cost; (ii) the level of
household energy prices (with the exception of gasoline and diesel oil) is a very small fraction of both
economic costs and industrial energy prices; and (iii) natural gas is the most undervalued energy source.

15. Although the present energy pricing policy contained consumer subsidies for fuels and
energy to 0.8 percent of GDP in 1992,' it has the following serious shortcomings.

- In those subsectors in which competition among suppliers is possible, the present system
is inferior to a liberalized pricing system, which would exert competitive pressures to
reduce costs and increase productivity. This applies particularly to solid fuels and
petroleum refining and distribution.

- Household subsidies are masked by cross-subsidies from industrial prices. The resulting
high and distorted industrial energy prices have a negative impact on industrial
competitiveness and delay economic recovery.

Households have very limited incentives for energy conservation, since the prices they
pay are only a fraction of economic costs Oack of metering of gas, heat consumption and
hot water is an additional obstacle to energy conservation).

3 Full-year estimate based on actual for the first 10 months of 1992.
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16. Recommendations. As a general requirement, domestic energy prices should not be
allowed to fall below the price of imported energy. This will automatically be ensured in the petroleum
and solid fuels subsectors if the Government decontrols prices of petroleum products and solid fuels
(parallel with the commercialization and privatization of these two subsectors). It is also recommended
that, for natural monopolies (electricity, heat, and gas supply), the Government should develop industry-
specific price regulation formulas or criteria to control price changes. In addition, it is proposed that
the Government should develop a program to eliminate household energy subsidies over a period of three
tofive years. This program should be linked to a nationwide program for metering and controlling gas
and heat. In the future, the current differences (in absolute termns) between industrial and household
prices of electrcity, heat, and gas should not be allowed to increase.

17. In many Western European countries the energy sector is a significant source of budget
revenues, usually via a set of excise taxes that fall on final consumers. Elimination of subsidies would
be the first step in a long-term program of energy price reform. Further adjustment of consumer prices
to reflect the Government's need for revenue and the environmental costs of energy consumption will
probably be both inevitable and advisable.

ENERGY SUBSECTORS

Electic Power

18. Belarus' eletric power system comprises of a total installed capacity of 6,822 GW
consisting exclusively of thermal plant burning a combination of heavy fuel oil (HFO, also called mazout)
and natural gas. The system is in permanent deficit and imports about 20 percent of domestic
requirements; a small contribution Oess than 1 percent) is made by industrial cogeneration plants. Gross
domestic generation grew from 33.3 TWh in 1985 to 39.7 in 1990. In addition to electricity, central
combined-heat-and-power (CHP) and centralized heat-only-boiler (HOB) plants produce about 55.6
million Gcal or 50 percent of total process steam and heat for industry and residential, communal, and
commercial users (the remaining 50 percent being produced by dispersed local installations). The 1991
total domestic consumption of 49.1 TWh corresponds to about 4,785 kWh per capita, a level of
consumption comparable with that of many countries in the developed world.

19. Electricity Demand. Electricity generation increased between 1985 and 1990 from 33.3
to 39.7 TWh or by about 16 percent. Domestic demand experienced little change from to 1990 to 1991,
increasing from 48.9 to 49.1 TWh. In the first quarter of 1992, demand decreased by about 7 percent,
while peak demand was 7,792 MW, down from the 8,562 MW peak of the previous year (a drop of 9
percent). The continued decline expected in industrial demand will be counterbalanced to some degree
by increases in commercial and residential consumption; however, the balance for the year should show
a decline of about 10 percent from the previous year (although the Belarus authorities believe a 6 to 7
percent decline is more likely).

20. Future demand will depend largely on economic development. A more detailed analysis
of the economy by sector, including projections of imports and the effect of conservation measures, would
provide a more solid basis for forecasting electricity demand in the next four to five years and for
planning system expansion. At this time, an educated guess would be that after a decline for about two
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to three years, first stabilization and then a moderate recovery (1 to 2 percent annually) may be
experienced. Future plans should be based on at least three scenarios - low, medium, and high - to
account for a wide range of contingencies.

21. Imports. Net imports of electricity have been at about 9 to 10 TWh in recent years,
which represents about 20 percent of total domestic demand; in fact, they increased from 9.4 TWh in
1990 to 10.7 TWh in 1991, or by 14 percent. The largest portion of these imports has come from
Lithuania (the Ignalina nuclear power plant, with two 1,500 MW units); a smaller portion has come from
the Russian nuclear power plant at Smolensk, in a proportion of 3:1. In view of the new situation of the
independent states, including price differentials (Rb 1.75/kWh from Ignalina, and Rb 1.05/kWh from
Smolensk), the authorities are planning a shift in favor of Smolensk (3.5-4.0 TWh from Ignalina and 5.0
TWh from Smolensk).

22. In 1991, total fuel use (for both electricity and heat at central power or CHP plants) was
about 8,312 thousand tons (kt) of HFO and 7.5 billion cubic meters (bcm) of natural gas. The internal
energy use of the thermal power stations was on average 8.3 percent, which reflects the age of a large
portion of the generating units. Total losses in the networks were estimated at about 11.1 percent in 1990
(based on net consumption) - a somewhat high figure that may indicate either sub-optimal dispatching
of power or overloading of certain networks.

23. Present System Condition. The system has no hydro capacity and no gas turbines and
thus lacks flexible peaking capacity. This was not a concern previously, since the system was part of a
larger integrated system and industrial demand dominated the demand curve. As commercial and
residential consumption become more pronounced and the system needs to stand on its own, some flexible
peaking capacity will become necessary. This has to be either constructed in Belarus or contracted from
neighboring countries (e.g., Lithuania, which has a pumped storage hydro plant).

24. Belarus was part of the interconnected electricity grid of the northwestern FSU, which
was dispatched from Riga. The planning (sighting and phasing) of the power plants and transmission
lines was carried out by Soviet authorities for a larger geographical region. This pre-existing condition
poses special problems now that planning takes place at the national level. Such capability can be
established with technical assistance from bilateral or multilateral donors.

25. The electric power system is operating satisfactorily although lacking adequate capacity.
The deficit will be lower in view of reduced demand. The condition of the system is reasonably good,
owing largely to the use of relatively benign fuels (heavy fuel oil and gas). The transmission system has
ample capacity; it is being reconfigured and reoptimized for the new conditions in the region. The
environmental performance of the system is not impressive, however, as little effort is made to capture
or minimize air emissions and no monitoring of emissions is carried out at the plants. Some boiler
modifications performed to date have reduced nitrogen oxide emissions, and this trend is expected to
increase. The principal issues and options of the system are discussed in greater detail in the following
section.

26. Principal Issues and Options. The main issues and objectives concerning the power
system, as discussed with Belarussian authorities, can be characterized as either immediate or medium-to-
longer term in nature. The issues of immediate urgency are:
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- Difficulties in obtaining sufficient supplies of fuel, particularly gas, for CHP plants near
cities

- The severe disruption of trade with Belarus' patners in the FSU and the related
uncertainties regarding prices of materials, spare parts, and equipment for ongoing
projects

- Difficulties in maintaining and expanding the transmission and distribution systems in the
Chernobyl-affected zone

- The need to reduce air emissions of sulfur and nitrogen oxides in view of high-sulfur
fuels and the absence of emission control devices.

27. The issues of a longer-term nature, although to some extent also connected to immediate
decisions, are:

- The rehabilitation of old thermal generating plants and the possible replacement of
dismantled units by gas/turbine combined cycle plants using gas as fuel

- The potential for energ savings and a plan for future system expansion in conjunction
with a future fuels policy

- The need to reduce dependence on imported electricity and the possibilities for
considering nuclear power, in view of the severe public reaction to the Chernobyl
accident.

28. Air Pollutbo Issu. The main environmental problem of immediate concern is
emissions of sulfur and nitrogen oxides from thermal plants. Near populated areas, this problem has been
addressed by shifting to natural gas; however, the 10/90 percent mazoutlgas split mandated by city
authorities could not be mainained owing to a shortage of gas. Various proposals have been made,
including the installation of gas turbine/combined cycle units. In several reconstruction projects, the
furnace burners have been or are being modified to reduce nitrogen oxides; this is the most cost-effective
method of reducing these emissions.

29. To avoid unneceary expenditur at a time of shortage of investible funds, the mission
recommends that decisions on plant retofiing or conversion on environmental grounds be made on the
basis of air quality monitoring and evidence of serious public health effects. Even in these cases, it might
be more cost-effective to substitute gas for high-sulfur fuels to bring about the necessary emission
reductions.

30. Generatbon Opdou for the Medi to Lnger Team. An overall investment program
based on rigorous analysis does not exist at present. However, ideas for several projects were presented
and discussed. A few qualitative observations on the available options and their implications are offered
below.

(i) Energy Conserenion. The potential for energy conservation appears large in
Belarus if it is judged by the energy consumption per unit of economic output. The potential for
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electricity savings lies mainly in industry, where advanced processing methods and efficient practices can
be introduced, rather than in generation or in residential and commercial consumption. Where steam and
heat are produced by CHP plant, savings in fuels can be realized also by rehabilitating the district heating
systems.

(ii) Renewabke Energy Resources. There is considerable interest in renewable energy
resources. Solar energy, given the northern latitude of the country and the limited amount of insolation,
is not very promising, except perhaps for residential hot water installations. Use of forest products and
other agricultural wastes should be investigated quantitatively to see if they could be used in existing
district heating boilers to reduce the consumption of heavy fuel oil. Some small hydro installations also
hold promise for the entry of private parties in the electricity supply sector, thus ensuring the adoption
of an adequate regulatory and incentive framework.

(iii) Natural Gas for Power Generaion. The increased use of gas has distinct
advantages, provided that appropriate provisions are made for its supply. The supply could be secured
through: firm contracts with present suppliers, negotiated in hard currency terms; expanded storage
facilities; and additional pipelines from supplier countries. The most efficient method of using gas for
power is the combustion turbine combined cycle technology (CTCC). The advantages of this methods
are: (a) 2 thermal efficiency of more than 50 percent; (b) relatively low capital cost (currently about
US$400-500/kW for single cycle and US$700-800/kW for combined cycle); (c) high environmental
compatibility; (d) the flexibility to burn either natural gas or liquid fuels; (e) a short construction period
owing to modular designs and packaging; (f) availability of small sizes, 50-200 MW and up to 300 MW
in combined cycle, and the ability to package the gas and steam components to satisfy the need; and (g)
planning flexibility and ease of response owing to items (d)-(f), allowing for the adjustment of the plan
to changing demand and supply conditions.

The projects currendy proposed for CTCC plant have potential merit and would attract
foreign investors and/or lenders, provided the need for additional capacity is demonstrated, the gas is
available, and the tariffs allow a reasonable return on the investment.

(iv) Nuckar Power. Two nuclear projects were in preparation: one, 30 km from
Minsk, intended to provide 2,000 MW of electricity and 3,600 Gcal/hr of heat for the capital, and a
second, of 6,000 MW capacity, for electricity only. These projects were based on the Soviet VVER-
1000, model 320. To date 130 million rubles have been spent on the construction of the first project,
while the second was never started. Owing to intense public reaction following the Chernobyl accident,
the Supreme Soviet canceled both projects in 1990. The nuclear option is thus not an active possibility
at present. However, nuclear designs are presently undergoing a deep reevaluation throughout the world
and new, simpler designs, with passive safety features, assured licensability, operational characteristics
forgiving to human error, and, most important, competitive costs, could emerge in the second half of the
1990s. It is suggested that the energy authorities might u'sh to keep the nuckar option under
consideration for one of their planning scenarios only for the longer term, when it might become more
acceptable to the public.

(v) Electricity Master Plan. An electricity master plan undertaken with the assistance
of consultants with foreign experience would be advisable. This study would take into account all
reasonable options and, using current and realistic prices, demand forecast scenarios, environmental
considerations, and technical and economic parameters, would propose the most economic solutions



12 ANNEX D

possible. Regional cooperation with neighboring countries - especially Lithuania where excess generating
capacity exists - should also be considered.

31. Institutional Arrangements. The country is divided into six service regions with
regional systems of production, transmission, and distribution facilities that act as quasi-independent profit
centers. An international consulting firm is presently engaged in a privatization study that will include
options for restructuring the electricity sector.

32. The Government intends to restructure the sector so that the energy entities would
eventually become autonomous corporations, albeit owned wholly or in part by the Government. The
Government has also expressed its intent to encourage the entry of the private sector into electricity. To
this effect, the proper legalframework should be established to allow for a rapid and effective transition
period. One option would be to establish a single national electricity company for the country, and
another would be to separate each of the six regional companies into autonomous enterprises with their
own planning and financing responsibility and accountability. A third option would be to separate
generation from transmission and from a number of local distribution enterprises.

33. In any case, many of the subsidiaries that are today part of the regional companies
(construction, manufacturing, civil works companies, etc.) could be better off as separate enterprises
pursuing their business objectives in an environment broader than the power sector and even extending
outside the country. The suggested arrangements would allow for better accountability, efficiency
improvement, cost cutting, and improved service to customers.

34. With the restructuring of the sector, a regulatory agency would be needed since electricity
is a natural monopoly. Such an agency, whether independent or attached to a ministry, would oversee
sector performance and would take account of the pricing structures necessary for fairness to both
consumers and enterprises. (More general suggestions are given in the earlier part of this Annex.)

35. The training needs of the electric power system are considerable, owing to the long
isolation of the country and the requirements of the reform program. Training is needed primarily in
economics, accounting, and management, including the use of computer methods. In the technological
areas, training in modern methods of boiler repair, electrical equipment installation and use, on-line repair
of transmission and distribution lines, fault detection, computerized data collection, inventory of spares,
and power plant optimization would be highly beneficial. Bilateral aid programs and aid from the CEC
are likely to provide the most timely and effective assistance in this area.

Natural Gas

36. Belarus is heavily dependent on natural gas, which in 1990 accounted for over 25 percent
of the energy consumed and was exceeded only by petroleum and petroleum products use. Unfortunately,
almost all of the gas requirements must be imported; less than 1 percent of the gas consumed is produced
within the country in association with crude oil production.

37. Gas Consumption. Almost half of the gas is used to generate electric power; heavy
manufacturing accounts for 42 percent and 8 percent is used by the population. Residential and
commercial use is quite low, but consumption in these sectors is expected to rise in relation to other
sectors as gas substitutes for central district heating in new areas. Natural gas is used as feedstock to
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produce nitrogenous fertilizers and, directly, in agricultural production for crop drying and other
purposes. Compressed natural gas (CNG) is used as an automotive fuel for trucks and buses, which
reduces fuel costs (at prices prevailing up to last year) and air pollution. Consumption of natural gas has
grown over the past four years, particularly for power generation and, in percentage terms, for vehicle
fuel. Total consumption in 1990 and 1991 increased by .973 and .691 Bcm, or 7.2 percent and 4.8
percent respectively. The highest growth rates were in the residential sector (12.3 percent and 9.7
percent in 1990 and 1991, respectively). .

38. The use of CNG is a potentially economic way to save liquid fuels and reduce pollution.
Approximately 8,900 heavy duty trucks and 100 city buses are now operating on CNG from 5 refueling
stations in Minsk and 16 refueling station in other parts of the country. In view of the major changes
that will take place in the economic environment, before further investments are made, in the CNG
program, the Government should re-evaluate the costs and benefits of CNG use when gas - and
equipment - prices reach world levels.

39. Gas Supply. Essentially all of the gas for Belarus is supplied directly from Russia. Less
than 1 percent is produced in Belarus, and about 3 percent is delivered via Ukraine to consumers near
the Ukraine/Belarus border. There appear to be few prospective areas for gas discoveries within Belarus;
nevertheless, it is recommended that a brief analysis be made of Belarus' hydrocarbon resource base to
determine whether more exensive studies are worthwhile.

40. Belarus receives approximately 40.0 Bcm of gas at its borders; in 1991, 15.2 Bcm were
consumed in the country and 24.8 Bcm were exported to Ukraine, Lithuania, Latvia, and Poland. The
quotas for imports and volumes transported to other countries have been set through an intergovernmental
agreement. Officials of Zapadtransgas have indicated that they expect the heavy reliance on Russian
imports to continue as there are no other economically attractive alternatives. Zapadtransgas may wish
to evaluate the potentialfor direct negotiations with production associations in Russia or other republics.

41. Sector Organization and Management. Goskomtopgas, the State Committee for Fuel
and Gasification, is responsible for providing supplies of natural gas, propane/butane, and solid fuel
briquettes. The activities of Goskomtopgas are decentralized in six regional associations plus one in
Minsk. These regional associations, which operate as autonomous "profit centers, " are further subdivided
into 117 service areas. Other subdivisions include: three associations for gas pipeline construction; one
association for general construction such as housing and office buildings; a pipeline design institute; a
solid fuels delivery company; and other support facilities, such as a standards laboratory and a training
center.

42. Natural Gas Transportation and Storage. Belarus is strategically located between the
vast Russian gas reserves and the growing Western European markets. A pipeline from central Russia
to the German border via Poland is 260 km shorter than one through the Czech Republic and Slovakia.
This could provide a significant saving in transit fees for customers, a portion of which could be captured
by Belarus. Belarus has joined a group that is evaluating the economic benefits of the shorter pipeline.
These studies should be continued and, because right-of-way acquisition will be a problem, they should
evaluate the benefits of ultra-high pressure pipelines operating at up to 150 bar.
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43. Belarus is also well placed to provide storage to support any new pipelines. The storage
capacity currently available is inadequate for Belarus' present needs, but the Fryburg field, which is under
development, may have surplus capacity for some time after its completion. Approximately
USS150 million Is needed to complete the development of the field.

44. Zapadtransga operates approximately 13,000 km of high pressure transmission pipelines,
including, in addition to pipelines in Belarus, pipelines in Lithuania and Latvia. The pipelines in Belarus
are owned by the Government of Belarus, and the latter pipelines, by their respective governments.
Zapadtransgas operates the Lithuanian and Latvian pipelines under an agreement that includes payment
of worker salaries, and also allows for the recovery of costs. The long-term status of this agreement has
not been determined. Zapadtransgas should review the agreement periodically to ensure that all costs
are recovered and a reasonable profit is generated.

45. Zapadtransgas' latest project to expand pipeline capacity has fallen short of expectations
and will reduce the transit fee revenues in the near term. The Yamal-Western Border pipeline was
designed to carry 25 Bcm/yr across the southeast corner of Belarus to Ukraine. Five 70 MW compressor
stations would be needed to provide adequate pumping capacity for this gas flow. One is built, but the
other four, which would have been in the zone affected by the Chenobyl accident, will not be built
because of the high doses of radiation to which workers would have been exposed. The revised flow
provides that the pipeline would be used to provide 3.5 Bcm/yr to villages and the rural population in
the region affected by radioactive contamination, and only 6.5 Bcm/yr, rather than the earlier planned
amount of 21.5 Bcm/yr, for export.

46. In view of the increasing importance of gas as a fuel, not only to Belarus but also to other
producing and consuming countries, it is felt that the downsizing of the original project may have serious
economic impacts on Belarus and also on other countries with a stake in the project. Regarding concerns
related to the ground contamination from the Chernobyl accident, it should be possible, through pipeline
rerouting, station relocation, and, if certain risks still exist, appropriate incentives, to retain the project
as planned - or with appropriate modifications. It is therefore recommended that a project evaluation
in conjuncion with a risk assessment be undertaken immediately with the assistance of experienced
internatonal consultants to determine the altternaves needed to keep this important project alve.

47. Zapadtransgas operates two underground storage fields. The larger, with a working gas
capacity of 2.2 Bcm, is located in Latvia; the smaller, with a working gas capacity of 0.4 Bcm, is
located southeast of Minsk. Both are aquifer storage systems and operate at high capacity. The existing
capacity is inadequate, and Zapadtransgas has begun to develop a new aquifer reservoir, the above-
mentioned Fryburg field, located near Brest. This field is comprised of three reservoirs and, when fully
developed, will provide over 2 Bcm of working gas capacity. The legal arrangements and land rights
acquisition have been completed; some of the wells are drilled but work has slowed down owing to lack
of funding. Zapadtransgas estimates that approximately US$150 million will be needed to complete the
project. In view of the integrated mode of operation of the gas system, cooperation with Latvia in the
gas subsector would be recommended.

48. The gas distribuion infrastructure is well developed in the cities but not in the villages
and rural areas. No estimate of the length of the networks was available, but it is known that 1.1 million
residential customers receive some form of natural gas service; on the basis of this figure and experience
in other Eastern European countries, a reasonable estimate of network length would be 10,000 km. Most
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customers (about 1 million) use gas only for cooking, while 100,000 use gas for cooking and for water
and space heating.

49. Propane/butane plays a small but significant role in the energy mix. Some 400,000 tons
are expected to be consumed in 1992. Over 93 percent will be used by residential consumers and the
balance as vehicle fuel. Approximately 300,000 tons of LPG will be produced in the refineries and
100,000 tons will be imported from Russia. This is up from 55,000 tons in 1991 and Goskomtopgas
expects the quota to be met. LPG is sold in 21-kg bottles for residential and vehicle use and in 5-kg
bottles for recreational use. There are 14 bottling stations, most of which employ antiquated hand-filling
equipment. The price is heavily subsidized by the Government.

Petroleum Refining and Marketing

50. Supply/Demand Balances. Domestic consumption of major refined products (gasolines,
kerosenes, diesel oils, and fuel oils) remained practically constant for the period 1980-91 at 22.0 to 22.7
million tons per year (Mtpy), representing about 65 percent of total primary energy consumption for the
period 1985-91. Within the total, the demand strucure for recent years reflects a steady growth in
distillate product consumption, with a corresponding decline in fuel oil consumption, which remains at
a relatively high level of about 60 percent. Consumption of other products includes about 1.2 Mtpy of
bitumen, 0.4 Mtpy of LPG, and 0.4 Mtpy of lubricating oils.

51. Production of major energy products averaged about 34.5 Mtpy during the period 1980-
91, from the two refineries in the country. Belarus has been exporting the surplus production under inter-
republican trade arrangements; a part of this surplus was re-exported through Russia to other countries -
- in the Baltics, Western Europe, and Asia - but neither the higher re-export prices nor the hard currency
earnings accrued to Belarus.

52. Domestic crude oil production has declined from about 2.55 Mtpy in 1980 to about 2.0
Mtpy in 1991 and is expected to decline further to 1.5 mtpy by 1995 unless tertiary recovery facilities
are installed or new reserves discovered. The high quality crude (low sulfur: 0.3 percent) is transported
to Ukraine whose refineries cannot process high sulfur crude oils. The supply of crude oil to the two
refineries is mainly from the Tyumen fields in Western Siberia, with a small part from the Urals region.
Transport of crude is through the 'Friendship' pipeline and through small spare lines to the refineries.
Without access to the sea, Belarus will continue to depend, in the foreseeable future, on the Russian
Federation for its supply.

53. Future demand for refined products will depend on the extent of user sector restructuring,
energy efficiency improvements in energy conversion and other user sectors, and pricing reform. For
the next five years, total demand will probably continue to fall with an increase in the proportion of light
products within the total fuel products demand. This would imply crude oil feedstock requirements of
about 20 to 22 Mtpy to sustain the domestic products market, including nonenergy products.

54. Refining ad Market FaDfiits and Operations. Installed refining capacity totals
about 40 Mtpy at the two locations (Novopolotsk: 24 Mtpy; Mozyr: 16 Mtpy). Both refineries are of
simple configuration and lack secondary processing facilities, which results in the production of 55 to 60
percent of crude feedstock as low-value fuel oils. Technology at the refineries is reladvely old and
inefficent. Energy efficiency at Novopolotsk is poor, and the refinery consumes about 10 percent of
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crude processed as internal fuel for refining, in addition to purchasing all of the required electric power
and most of the steam from outside. Employment (about 4,000 personnel at Novopolotsk and about
3,000 at Mozyr) is excessively high, although only about 70 percent of total personnel are in work
directly related to production, maintenance, and management functions (the balance are in
noncommercial, social functions). Although housekeeping is poor, both refineries appear to be in good
working condition, without major problems such as breakdowns or lack of spare parts.

55. Both refineries have been operating at close to their capacities during 1985-90, exporting
about a third of their output to other republics. At international prices of crude oil and products, refining
operations are not likely to be economic, but the operations have been sustained by distorted pricing and
exchange rate regimes, without regard to economic considerations.

56. Production declined throughout to about 35.8 Mtpy in 1990, owing to lower availability
of crude oil from Russia. Contract arrangements for crude supply during 1992 total about 30 Mtpy; a
decline to about 22 Mtpy is expected in 1993. About 50 percent of supplies are contracted at the
"official" price, while the balance is at free prices charged by oil producers.

57. Transportation and Distibution. All products (except aromatics and other specialties)
are received at the refinery storage tanks by the Committee for Oil Products and transported, mostly by
rail, to its 42 main storage terminals for distribution. At present the total number of retail pump stations
is 365, of which 220 are for the general public and the remaining for the government fleet of transport
vehicles. The products pipeline system includes the following:

- A 280-km long, 270-mm in diameter pipeline for transporting gasoline and diesel oil
from Novopolotsk to Minsk.

-Earlier Soviet-built sections of long distance pipelines connecting Ufa to Ventspils in
Latvia via Novopolotsk, and Ufa to Hungary via Mozyr, both totaling about 700 km
within Belarus territory, for transporting gasoline and diesel oil. Ownership rights and
transport tariff responsibilities are not clear at this time.

58. Environmental Perfonnance. Liquid effluent treatment facilities at Mozyr are extensive,
and include primary separation of free hydrocarbons, physicochemical treatment, and biological treatment,
followed by a 10-day retention holding lagoon before discharge into a nearby river. Republic standards
correspond to those required to sustain aquatic life, and the actual pollutants in discharged wastewaters
are close to the standards. Since there appears to be a problem with accumulated sludges, it is
recommended that a study by qualified consultants be carred out on the methods of disposing of
accumulated sludge inventories at both refineries.

59. Rehabilitation Plan. Both refineries are developing plans to install facilities for
upgrading fuel oil to distillate products and for improving gasoline product quality. Investments required
at each refinery are estimated at about US$475 million (foreign exchange) plus 100 million rubles in local
costs (in early 1991 U.S. dollars and rubles). While the approach to increasing higher-value product
yields a move in the right direction, other processing options should be studied with the objectives of
minimizing the costs of products supply to the domestic market and of exporting surpluses competitively.
It is recommended that the study for the rehabilitation of the refineries should be carried out with options
for implementing the recommendations in stages, taking into account alternanve financing possibilities.
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60. Preliminary plans are being developed for installing a 300 kim, 110 mm diameter pipeline
to connect Minsk to Grodno, and a 340 km pipeline from Mozyr to Grodno. A study of the jusnfi cation
and feasibility of the proposed investments should be undertaken by experienced consultants.

61. Institutional Arrangenents. Administrative and oversight responsibilities for refining,
foreign trade, transport, and marketing are now divided between two state committees with the State
Committee for Products Supply also direcly responsible for operational functions. This has led to both
overlapping of functions and difficulties in coordination and management of the sector. As was stated
early in this Annex, it is advisable that a single ministry be responsiblefor coordinating all energy policy,
including petroleum and refined products, and that the operational fuinctions be commercialized in
preparation for ultimate privatization.

62. Issues and Options. The main issues and options for the petroleum sector are
summarized below.

Refining, transport, marketing, and foreign trade should be commercialized and given
adequate autonomy to function as commercial enterprises with minimum intervention
from government.

- The necessary legal and policy framework conducive to private investments and
commercial operations should be instituted as soon as possible.

- Restructuring of the sector should aim at supply of products to the domestic market
approaching import parity costs; excess refining capacity should be considered for
retirement or should be used for toll-refining.

- Energy efficiency improvement possibilities at Novopolotsk should be studied through
a comprehensive energy audit and should be implemented rapidly.

- The proposed new investments should be reviewed and updated; this should include
evaluation of alternative processing options. The proposed investments could be
facilitated if joint ventures or other means of foreign investment were actively pursued.

District Heating

63. District heating (DH) is widespread in Belarus, as it is all other Eastern European
countries. In large cities, combined heat and power (CHP) plants were built to take advantage of the
economies of combined operation. In addition, heat-only boilers (HOBs) were added either at the central
plants (where they are owned by electricity generators) or in dispersed locations (where they are owned
by local district heating companies) (DHCs) to satisfy local demand or peak loads. In Belarus, all these
plants burn either heavy fuel oil (HFO) or natural gas. According to data provided by Belarusenergo,
the electricity and major heat producing agency for the country, the CHP capacity is about 7,825 Gcal/hr
while the HOB capacity is 5,595 Gcal/hr, or about 42 percent of total capacity. The HOB capacity has
been growing by 5 to 7 percent in the last few years (4,955 Gcal/hr in 1989, 5,315 in 1990, and 5,595
Gcal/hr in 1991). About 55 percent of heat output is in the form of heat, while 45 percent is steam for
industrial processes. Counting the hot water load for industry, the portion of total heat for industry is
86 percent.
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64. In the aggregate, about 50 percent of residential consumers obtain their heat from central
heating stations; in Minsk, this rises to about 80 percent of all consumers whereas in the countryside, the
proportion is a low 5 percent. The total length of networks in the country is more than 2,000 km which
is very high and implies high heat losses.

65. A preliminary discussion of energy efficiency in the DH systems, held with cognizant
staff of various agencies, indicates that distric heaing, as presentwly praticed in Belarus, is wastsefd of
energy and may not be economic in many districs; Therefore, a large scope for energy savings -
estimated to be as high as 20 to 30 percent - exists in the sector.

66. The main problems of the DH systems, u discussed with the officials of Belarusenergo
and with technical specialists at CHP plants in the Minsk area, seem to be: (i) aging equipment and a high
degree of corrosion - external and internal - causing massive water losses with consequent losses of heat
and high-makeup water requirements; (ii) little return from the steam supply to industrial consumers,
which makes service to such consumers costly and inefficient; (iii) operation with variable temperature
and constant flow, which requires high pumping energy even when the heating requirements are low;
(iv) low quality of existing piping insulation and lack of regular repair, which leads to large heat losses;
(v) a system using direct rather than indirect connections to customers; (vi) lack of dispatching capability
to allow the least expensive source of heat to supply the load at any given time (the various parts of the
system, even when physically connected, work actually as separate circuits, since automatic valves
controlled from the central dispatch center are not available); (vii) lack of reglation (other than
tempeature regulation at the plant); (viii) metering limited to a few large industrial consumers with small
and residential consumers being charged at a fixed rate or on the basis of surface area, which does not
provide incentives for conservation; (ix) an excessively centralized administration that does not allow for
local responsibility and accountability; and (x) heat tariffs that have traditionally been very low compared
with cost of service. (However, since the cost of production is no longer subsidized by the Government,
cross-subsidies from industry cover the deficit from residential consumption.)

67. Conctive Measures. The above discussion indicates that the DH systems afford
considerable scope for enrgy savings - estimated to be in the range of 20 to 30 percent - through the
restructuring and rationalizing of the systems. The necessary first step appears to be a master plan, at
least for the main DH systems (i.e., the major cities and industrial centers where most of the consumption
takes place). Without pre-empting the results of the proposed master plans, the following improvement
measures could be anticipated: (i) replacement at a more rapid rate than at present of old and corroded
equipment, primarily pipes and valves; (ii) improvement of circulation water quality through water
leakage reduction measures; (iii) conversion of the existing direct connection system to a system based
on indirect connections; (iv) conversion of the constant flow/variable temperaue operation to one based
on variable flow/constant temperature for energy savings and improved service; (v) institution of a staged
tariff reform program to first reach the cost of heat production and then, in a second phase, to allow for
capital formation for additional improvements to the systems. The tariff reform should be phased in
conjunction with a metering program that would cover all industrial consumers and large apartment
buildings and in time would extend to smaller commercial and individual residential consumers.

68. The extension of the present DH systems would proceed only where it would be clearly
economical compared with other options (for example, where low-grade heat from power plants is
available at short distance, where the population density is sufficiently high, and wher heating networks
exist in the vicinity. In any fUture expansion, alternative heating methods, such as gas networks to
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individual residences or apartments and local boilers on HFO, should be considered. Dual-fired boilers
would ensure against disruptions in the supply of any given fuel. In rural areas, the use of forest
products or other biomass for burning in local (existing or future) small boilers should be considered
where such materials are available in sufficient quantities and no other competing uses offer higher value
added.

69. Insitutional Ana m ts. The present sector organization does not appear to provide
the adequate autonomy to the local DHCs to make them responsible and accountable. No clear division
of responsibility exists between the large heat producer (Belarusenergo) and the distribution agencies.
These agencies still operate as Government entities without dear financial responsibility for costs,
revenues, planning, investment, and geneal manaeumt. Therefore, a sector restruauring is needed
and could be carried out with the assistance of experienced international consultants. It would be
reasonable, in the context of the economic reforms on which the Government is embarking, to assign
ownership and responsibility of the DHCs to local governments (townships or regional governments).
Each enterprise would then be responsible for preparing a master plan, planning its implementation, and
mobilizing resources for its financing. It is suggested that bilateral and/or multilateral assistance
programs are the most likely and appropriate sources of grant funds for the restructuring study.
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THE HOUSING SECTOR

Introduction

1. The housing sector in Belarus is in need of assistance, both to surmount the problems
stemming from the Chernobyl accident and to aid in its transition to a market economy. With these aims
in view, this Annex focuses on (i) the existing housing stock, housing deficiencies, and issues related to
supply and demand for housing, land, and building materials; (ii) institutional relationships among
housing providers (national, local, and private), building materials providers, and financing sources;
(iii) current progress toward privatization of housing, land, and the construction industries; and (iv)
servicing agencies for maintenance and infrastructure.

2. One common consideration is the continuing impact of the 1986 Chernobyl disaster, not
only on the housing sector but also on the country's social, economic, and physical resources. The
housing sector in Belarus covers a broad field of concerns. The discussion below attempts to encompass
the various subsectors involved in this sector.

Geography and Demographics

3. In 1992 Belarus had a population of 10.28 million, two-thirds of whom were living in
urban settlements. Overall, population growth is almost static Oess than 0.2 percent per annum). The
urban population is currently 6.95 million (68 percent of total) and is growing at about 1 percent per
annum; this growth rate is down significantly from 2.5 percent per annum in the 1980s, and 3.5 percent
in the 1970s. The rural population, currently 3.33 million, declined in 1991 by 1.5 percent, down from
2.3 percent during the period 1985-90, when rural relocation was necessitated by the fallout from
Chernobyl, which affected a large area of southeastern Belarus. In the decade prior to Chernobyl, the
rural population had been declining by about 2 percent per annum.

4. Average family size has also been declining, in both urban and rural populations, and is
currently reported to be 3.3 and 3.0 for urban and rural areas, respectively. Family (or household) size
is difficult to assess for several reasons. First, households tend to consist of multiple generations of
extended families who are "doubling up" because of housing shortages; under such circumstances a
household may think of - and report - itself as a single family. Second, the waiting list for public
housing is a measure of the number of families who are doubling up at present; however, it is possible
for a family to apply simultaneously for various types of public housing (state, union, coop, etc.), thereby
creating multiple entries on the waiting list and giving a false picture of the housing shortage.

5. Belarus is divided into six oblasts or provinces: Vitebsk, Mogilev, Gomel, Brest,
Grodno, and Minsk. The oblasts are named for their principal cities, which range in size from 200,000
to 300,000 inhabitants. In addition, the cities of Baranovitch, Orsha, Polotsk, Bobruisk, Borisov, and
Molodechno have populations between 75,000 and 150,000. The City of Minsk has a separate
governmental organization and a population of about 1.3 million.
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Table 1: TEN-YEAR GROWTH RATES (1980-90)
FOR URBAN AND RURAL COMMfUNIES

Oblast b Gwth t "Growth

Grodno 65% 12%
Minsk (oblast) 63% 15%
Gomel 57% 4%
Brest 55% 17%
Vitebsk 40% 13%
Mogilev 39% 11%
Minsk (city) 41%

Goskonutat 1991 Yebotk

6. Low rural growth rates in Gomel and Mogilev may be accounted for by out-migration
and relocation. Both oblusts lay in the direct path of the Chernobyl fallout.

State HEousimg Indiuty Stuchur

7. There are four principal providers of public housing in Bdelarus, namely:

- Thne state, in which planning, prcement, consruction, and mdatane are centrally
managed by a seies of mrinistuis, commite, nd stae entrprises. Construction
enterprises (such as Minskstroi) and maiteance cntrprise (such as Minskremstroi) are
responsible for housing within a geographic urban ar (im the examples given, this is the
City of Minsk).

- State ministries and enterprises which have their own construction units (e.g., Ministry
of Transportation, State Truck Enterprise).

- Housing cooperatives, organized through factories or independenty, with state financial
assistance.

- Collecive farms providing housing for farm workers.

8. State housing is allocated according to the official housing waiting list and requires no
payment other than monthly rents, which are heavily subsidized. Housing may also be provided for
workers on the basis of their place of work; thus a state enterprise may 'order' or construct housing for
key workers. Construction costs would be paid out of the enterprise's budget and would be recouped by
salary deductions or regular payments from the worker/occupant. Cooperatives may also "order" housing
on a similar basis. Cooperative occupants may pay relatively more for a house similar to a subsidized
house because their costs are unsubsidized. Occupats may obtain a 40-year loan from the State Savings
Bank (Sberbenk) to pay for their unit. Collective farms also provide housing for workers. When a
family receives public housing from the state or a state nterprise, no down payment is required.
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9. Housing quotas for each housing provider were traditionally allocated by the state
planning agency, Gosekonomplan, which also allocated building materials. Under the Soviet system,
Gosekonomplan's five-year projections and allocations were approved by Moscow. Since Independence,
and with the onset of decentralization and privatization, Gosekonomplan's role has been considerably
reduced. The agency is responsible to the Council of Ministers and the Belarus Supreme Soviet, and five-
year plans have been largely replaced by annual budgets, in close consultation with the Ministry of
Finance.

Private Homing

10. Since 1988, a succession of private construction companies and cooperatives has been
formed from former state-owned enterprises whose managers and workers have simply taken over plant
and equipment, often under an agreement to lease these assets from the state or to pay for them on an
installment plan. Such companies may then construct housing or may manufacture building materials for
a variety of clients, including the state itself. Typical clients are private housing cooperatives, factories,
and institutes, which demand higher quality and larger apartments than those built to the state standards.
State loans are available for the purchase of private apartments. Several private construction companies
and building materials suppliers have recently formed themselves into a Belarus Association of Building
Cooperatives.

11. Housing built for key workers in private companies is paid for out of company profits.
T-he occupants will typically make a down payment (up to 10 percent) and will obtain a 40-year loan or
mortgage from the State Savings Bank in order to purchase the house. As of the end of 1992, interest
rates on such mortgages were between 5 percent (per subsidized housing) and 32 percent. Since
commercial interest ;ates have risen to 40 percent and above, such mortgages are seldom available and
companies are taking payment in the form of salary deductions against an employment contract with the
worker/occupant.

Existing Housing Stock and Uiving Space Standari

12. The total Belarus housing stock in 1991 was 2.97 million dwelling units, averaging 63
m2 of total dwelling space, for a national total of 187.2 million m2 of space. Of this, 59 percent was
urban and 41 percent was rural (see Table 2). These figures, when compared with the 68 percent
urban/32 percent rural population, reflect the fact that living space standards are considerably higher in
rural areas.
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Table 2: URBAN AND RURAL HOUSING STOCK BY OBLAST, 1991
(Million m2)

Oblast Urban Rural

Brest 13.8 13.0

Vitebsk 15.3 11.4

Gomel 18.2 12.4

Grodno 11.6 11.4

Minsk 11.9 18.3

Mogilev 14.0 9.9

City of Minsk 26.0

Total 1108(59) 76.4(41%)

187.2 M 100

Surmn Goskomta 1991 Yearbook

13. Living space standards in Belarus compare favorably to those in other former soviet
republics (FSRs). In 1990, the average living area (excluding halls, bathroom, and kitchen) was 17.4
m per person compared to Russia with 16.1, Ukraine with 17.2, and a former Soviet Union (FSU)
average of 15.6 (see Table 3). Only the Baltic states have consistently exceeded the Belarus average.
In 1992, the Belarus average was over 19 m2 of living space.

Table 3: COMPARATIVE LIVING SPACE STANDARDS, 1990
(m2 person)

Republic Urban Rural Overall
Average Average Average

Belarus 15.1 21.7 17.4

Russia 15.1 19.9 16.1

Ukraine 15.8 20.3 17.2

Lithuania 15.9 25.1 18.8

Former USSR 14.6 17.3 15.6

Source: Gosekonomplan.

14. A separate housing issue relates to Chenobyl. During the period 1986-90, over 13
percent of the rural housing stock and 6 percent of the urban housing stock were slated to be demolished
or vacated. These figures are on average four times higher than demolition statistics for earlier five-year
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periods. Estimates of the impact of Chernobyl vary considerably; the Ministry of Construction states that
30 percent of the national housing production in 1991 was designated for relocated families; however,
Gosekonomplan data for 1992 indicate that 85 percent of the housing budget was allocated to Chernobyl
rehousing programs.

15. It is clear that without the Chernobyl disaster the housing industry would have been better
able to reduce the housing waiting list and the housing stock would not have had to be reduced by
demolition. In the two-year period 1990-91, 79,000 persons were relocated either on a mandatory or a
voluntary basis.

16. Of the existing housing stock, 47 percent is owned by state agencies and local soviets,
5 percent by collectives such as labor unions and collective farms, and 6 percent by cooperatives, while
42 percent is considered private.

Table4: EXISTING HOUSING STOCK BY AGENCY, 1990, 1991
(Million in)

Agency urban Rural Total Share of
- - ~~~~~~~~~~~~1990 Total- 

Ministries 25.2 11.3 36.5 20.0%

Local Soviets 47.7 0.6 48.3 26.5%

Colle_tive Farms 0.2 8.0 8.2 4.5%

Other Public b 0.5 0.2 0.7 0.4%

Cooperatives 11.4 0.1 11.5 6.3%

Private 21.4 55.8 77.2 42.3%

Total (1990) 106.4 76.0 182.4 10D.0%

Total (1991) 110.8 :76.4 187.2

Including State Commiuttees.
F For example, trde unions.

Source: Gosekonomplan.

Existing Dwelling Types

17. The Belarus construction industry's concentration on large-scale high-rise panel
construction is shown in Tables 5 and 6.
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Table 5: HOUSING TYPES CONSTRUCTED, 1990
(Million m2 ; percent of total)

Large-scale panel units 2.84 (54%)

Concrete block construction 0.48 (9%)

Poured-in-place concrete 0.08 (2%)

Brick and other materials 1.84 (35%)

Total 5.24 (100%)

Source: State Committee on Architecte and Construction.

Table : HOUSING CONSTRUCTION BY BUILDING HEIGHT, 1990
(Million &2 ; percent of total)

1-2 floors (cottages) 1.93 (37%)

3-4 floors 0.25 (5%)

5 floors 0.89 (17%)

6-0 floors 1.86 (35%)

11-15 floors 0.29 (6%)

16+ floors 0.02 (-)

Source: Stac Committee on Architecte and Construction.

18. Minskstroi, the major construction kombinaw for the city of Minsk, produced 14,600
high-rise apartnents and only 390 cottages in 1991. The State Committee on Architecture and
Construction, which is responsible for community planning and housing design for the Ministry of
Construction, states that in 1990 only 7 percent of the ministry's new home constructions were single-
family homes. Its goal is 40 percent.

Capital Investment in Housing and Community Development

19. National capital investment in housing and community development grew from 1.014
billion rubles in 1970, to 1,436 billion in 1980 (soe Table 7). In 1990 it had grown to 3,013 billion
rubles. The above investments represent not only housing but also community infrastructure (roads,
water, sewers, heating, energy, etc.), community facilities (schools, shops, clinics, parks, etc.), and
major transportation facilities such as the Minsk Metro system expansion. Direct state investments
represent about 81 percent according to the data above. The remaining investments have been made by
development cooperatives, collective farms, and private organizations.
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Table: INVESTMENT IN HOUSING AND COMMUNITY DEVELOPMENT
(Billion rubles; constant 1991 prices)

Total Year stte

1.014 1970 0.675

1.436 1980 1.041

2.050 1985 1.347

3.013 1990 2.253

3.084 1991 2.511

Source: Goskomstat 1991 Yearbook.

20. The state investment in community development included 1.12 billion rubles for actual
housing construction in 1990. This represented about 58 percent nationwide of the total housing
investment. Other sources of financing included 13 percent from cooperatives, 17 percent from collective
farms, and 12 percent from private housing projects. State investment in housing grew from 100 million
rubles a year in 1951 to almost 600 million a year in 1971. During the 1970s investment remained flat,
and annual housing production declined. Then, during the 1980s, state investment increased dramatically.

21. During this period of high investment activity the total value of all housing stock rose by
74 percent, from 10.4 billion rubles in 1980 to 18.1 billion in 1990 (in constant 1980 prices). Also,
during this period, the actual housing stock increased only 31 percent (from 139 million to 182 million
nm). Since labor rates were essentially flat during the 1980s, the percentage difference between the
increase in value and the increase in total floor area can only be explained by improvements in building
quality and the housing environment. Improvements in the housing environment can in turn be explained
by the fact that almost three times more urban housing units (with higher levels of community services
and amenities) were built than rural units.

22. Since 1980, Belarus has consistently invested more per capita in housing and community
development than the FSU average, and, since Russia dominates the FSU statistics, Belarus has also
exceeded Russian per capita investment. In 1985, capital investment was 1.07 million rubles per 10,000
population for housing, housing-related infrastructure, transportation, and amenities such as schools,
recreation, and neighborhood shops. Among the other republics, only Lithuania and Estonia exceed this
rate of investment.

23. The figures cited above include only "normal" activities. A separate budget item covers
"abnormal" Chernobyl-related development. In 1991 Belarus budgeted a total of 7.7 billion rubles for
Chernobyl relocation and related programs, including infrastructure (utilities), amenities (schools, clinics,
recreation, shops), education, and social and job programs. Out of this total, 3.3 billion rubles were
earmarked for 23,300 housing units and their infrastructure. (An equal amount was earmarked for
education and social programs, and the remainder was earmarked for the creation of new jobs.) The
impact on the housing and construction sectors has been that labor and resources have had to be diverted
to Chernobyl-related activities from other ongoing programs. This trend has continued in 1992.
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Housing Industry Capadty

24. Figures from the Belarus Goskomstat show that, in 1991, 5.26 million m2 of housing was
constructed (84,000 dwelling units). Of the total housing volume, 72 percent was in urban areas and 28
percent in rural areas. The largest housing producers were state enterprises under the Ministry of
Construction (Minskstroi) and the Ministry of Agriculture (Belcelstroi), which together produced
approximately 58,000 apartments. Other agencies, cooperatives, and private companies produced 26,000
dwellings. These official figures are questioned by private industry representatives, who maintain that
they actually produced up to 40 percent of the Minskstroi housing under contract.

25. Table 8 shows the distribution of housing built in 1991 by various state and private
organizations and compares actual production with production capacity where data are available.

Table 8: HOUSING CONSTRUCTION: URBAN AND RURAL, 1991
(Thousand m2 )

Organization Urbn ur Tltal C apaity

Public
Min. of Construction 1,686 80 1,766 (1,970)
Min. of Agriculture 542 679 1,221 (1,300)
Min. of Trade 2 - 2 (10)
State Committee on Heat & Gas 14 - 14
Min. of Housing Maintenance 5 - 5 (8)
Min. of Road Construction 7 5 12 (14)
Min. of Water Supply 4 - 4 (36)
Collective Farms - 319 319

Private/Independent
Minsktroi 778 1 779 (880)
Cooperatives 438
Private Companies 362

Other 320

Total 5,200

Source: Ministry of Constuction.

26. Included in these production totals are more than 1.60 million &2 (23,300 dwelling units)
for relocating Chernobyl families. Despite the pressures caused by Chernobyl, housing construction is
down from the 1987 peak of 5.88 million m2. The Belarus Ministry of Construction confirms the 1991
public housing production figures but estimates that the housing industry is operating at only 75 percent
of capacity. (While statistics were unavailable for the housing industry alone, for the construction
industry in general 1991 output was valued at 7.5 billion rubles whereas capacity was estimated at 9.7
billion rubles.)
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27. While output is down for the public sector, it appears to be increasing in the private
sector. The Association of Private Construction Cooperatives indicated that private companies and
cooperatives had labor costs of 750 million rubles in 1990. In 1987, prior to the introduction of
privatization laws, their labor costs were only 20 million rubles. Owing to peculiarities in the methods
by which private companies acquire building materials, the costs of these materials are not included in
the value of work undertaken by the private sector. It is therefore difficult to assess what percentage of
total construction volume is undertaken by the private sector. One source compared the private sector
construction/labor costs of 750 million rubles in 1990 with costs of 1,030 million rubles for Minskstroi
enterprises.

Construction Labor Supply, Wages, and Housing Expenditures

28. In 1980, 403,000 persons were employed in the construction industry (about 8.1 percent
of the national labor pool). By 1990 the number had risen to 11 percent, reflecting the increased
emphasis on housing during the 1980s.. Labor rates in the construction industry followed the same trend
as average wage rates, and have generally been about one-third higher. There is very little spread
between blue collar and management positions. The Ministry of Construction reports that by April 1992
the average monthly construction wage was 2,200 rubles, with a minimum wage of 2,000 rubles and a
typical manager's salary of 6,600 rubles.

29. Typical monthly expenditures for 1991 were distributed as shown in Table 9. Housing
expenditures were extremely low, reflecting subsidies in labor, materials, financing, and services.

Table 9: TYPICAL MONTHLY EXPENDITURES, 1991
(Percent of income)

Consumer Goods:
Food 33.1%
Nonfood 20.0%

Consumer Durables
Furniture, Etc. 11.1%

Transportation 3.6%
Other Services 6.9%
Rent, Utilities, House Maintenance 1.3%
Taxes 1.7%
Miscellaneous 6.7%
Savings 16.1%

Total (may not add owing to rounding)

Source: Goskomstat.

30. Until recently, virtually every aspect of housing production was heavily subsidized - for
example, the costs of raw materials supplied by state facilities, energy and transportation costs,
manufacturing costs, and infrastructure services. Within the past two years - and certainly since the
breakup of the Soviet Union - prices of raw materials have increased to more closely reflect production
costs. However, the system is in an extremely fluid state. In the spring of 1992 a multi-tiered system
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appeared to be in effect, whereby state construction remained heavily subsidized, cooperative housing was
partially subsidized, and private housing was essentially unsubsidized. By spring 1992, a typical 60 ir2
state-built apartment, using state-manufactured materials, 'cost' 300,000 rubles to produce while
unofficial estimates placed the unsubsidized cost closer to 450,000 rubles.

31. Private companies and housing cooperatives are now required to purchase building
materials at the full unsubsidized price, but many avoid this by having their clients (state enterprises and
other cooperatives) obtain materials directly from the state at subsidized prices. Estimates of the true
unsubsidized costs of construction are difficult to derive; private construction companies often use plant
and equipment purchased or leased from the state at subsidized rates, so that amortization is distorted.
Labor rates, although rising, still take into account the fact that housing is provided to all workers
virtually free. Many imported materials are traded on a barter basis, so that their true value is difficult
to determine.

32. Construction financing has been heavily subsidized historically. From 1988 to 1991,
when interest rates were rising to 25 percent, companies that had privatized themselves from state
enterprises were still able to obtain construction loans from commercial banks at 1.5 to 3.5 percent - a
rate that was effectively subsidized by their state clients. At present, interest rates on mortgages remain
fixed at a lower level than commercial loans but credit available for construction has dried up.

Housing Subsidies: Rents and Srvices

33. The Ministry of Housing is responsible for providing water supply, sewerage, electricity,
gas, and central heating to public housing. In addition, the ministry undertakes normal household
maintenance and management of hotels, funeral services, public landscaping, and bathhouses. Major
repairs and renovations are undertaken by a separate agency (in Minsk it is Minskremstroi). Virtually
all housing services are provided to households at subsidized prices.

34. Until January 1992, state housing rents had remained fixed at the 1926 level of 13.2
kopeks/m2/month. Since that date, however, rents have been increased gradually. Water, gas, electricity,
and heating charges have also been increased since January 1992, but, like rents, they remain heavily
subsidized.

35. The Ministry of Housing plans to increase rents and utility charges substantially in 1993,
to raise cost recovery to 30 percent. The ministry intends to charge full costs for all housing services
following privatization. There will be a corresponding savings in maintenance costs as households pay
for their own repairs and apartment buildings contract with private maintenance companies, some of
which will undoubtedly be privatized units of present ministry enterprises. Table 10 compares current
(subsidized) and proposed (unsubsidized) rates for rents and services.
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Table 10: RENTS AND SERVICE CHARGES FOR AN URBAN APARTMENT
(Tariffs in rubles/month)

Pro-Jamuary '92 January 1992 Unsubsidized
(estimate)

Rent (space only) per m2 0.132 0.132 3.50

Heating per e 2 0.20 0.60 5.00

Hot water/person 0.20 1.80 15.00

Cold water and Sewer per person 0.60 1.80 27.45

Gas per person 0.40 1.20 (no data)

Electricity per person 4.00 12.00

A typical 2-room, 30 m2

apartment for a family of three
would probably cost:

TotL E 19.00 - 48.00 398.00

Souce: Ministry of Housing.

Housing Conditions

36. Housing conditions may be measured by the housing waiting list, the availability of
services, and the age of the housing stock.

- lHousing Waiting List. The housing waiting list currently has 630,000 applicants
statewide. The typical wait for an apartment is 11 years, and applicants are eligible to go
on the list if their present apartment has less than the FSU norm of 12 m2 of living space
(excluding halls, kitchen, and bathroom) per family member. The Belarus state average
is currently 19 m2 per person. Urban and rural areas currently average 16 and 23 m2,
respectively, up from 14 and 19 m2, respctively, in 1985. The State Committee on
Architecture and Construction has set a state goal of 28 m2 per person, but private
contractors are currently designing up to twice this norm.

- Availability of Services. Approximately 95 percent of urban dwellings have water, sewer,
and central heating services; 92 percent have a separate bathroom and 85 percent have
gas. In rural areas, these figures are much lower: only 61 percent of dwellings have
water, 42 percent have sewer service, and only 47 percent have a separate bathroom.

- Age of Housing Stockt These data were difficult to obtain, but estimates place 25 percent
of the housing stock as pre-1940, with correspondingly lower space and amenity
standards. The average total size of a new apartment in 1940 was less than 40 m2,
whereas in 1992 it was 63 m2. Half the housing stock is probably less than 20 years old,
and the Ministry of Housing is about to embark on an extensive program to rehabilitate
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2,000 "Krushchevkas," or five-story apartment buildings constructed during the
Khrushchev era. These units represent about 17 percent of the housing stock. The
ministry estimates that this program will be as expensive as building new units.

37. The FSU norm of 12 m2/person for eligibility for the waiting list will become increasingly
difficult to justify, particularly as Belarus has long exceeded the norm in actual construction. However,
raising the norm would put increasing pressure on the waiting list. The solution may lie in abolishing
the list itself as the state withdraws from the housing business and as population mobility allows for
greater choice in a free market.

Building Materials

38. Belarus is self-sufficient in many key building materials, for example, sand, gravel, clay,
and their products, such as brick, blocks, tiles, bathroom fixtures, and glass and fiberglass (insulation).
Although previously Belarus was self-sufficient in timber, much of the forest area in the southeast was
contaminated by Chernobyl fallout. Asbestos is readily available and continues to be widely used as an
insulation and roofing material; however, one of three plants operated by Minskstroimateriel has recently
changed over to the production of clay roofing tiles.

39. Imported building materials and products include metals (for plumbing pipes, radiators,
refrigerators, and heating equipment manufactured in Belarus), cement (currently imported from the
Ukraine while a major plant at Grodno is being repaired), clay (imported from Ukraine for interior wall
and floor tiles), baths (imported from Lithuania and Russia), tar (for linoleum, which is a key export),
caustic soda (for glass manufacture), and timber (imported from central Russia and Siberia).

40. Many building materials are imported on a barter basis as a means, of avoiding taxes.
Delays in shipment have become common among FSRs, as suppliers demand pre-payment to hedge
against inflation or as they withhold supplies for higher prices than those originally contracted for.

41. The Ministry of Construction reports four principal areas in which Belarus is dependent
on imports: metals (95 percent), cement (66 percent), timber (50 percent), and energy (no statistics). On
balance, however, the country appears to be fairly self-sufficient in raw materials for construction, and
is possibly a modest net exporter. Major plants exist for the manufacture of cement, roof tiles, wall and
floor tiles, tar paper, fiberglass insulation, bricks, concrete blocks, parquet flooring, and plumbing
equipment. Belarus also has factories capable of producing prefabricated timber panel construction,
although 80 percent of current building is concentrated in high-rise and mid-rise concrete construction.

42. Changes in the building industry are being dictated by several factors.

- The transition to privatized housing and single-family homes (of various types) is fueling
a shift away from concrete panel construction to less capital-intensive low-rise
construction; it is also decreasing reliance on centralized concrete prefabrication and
promoting greater use of locally produced brick, block, and timber products.

- Uncertain supplies and rising costs of critical imports such as metals may require a
transition to plastics for piping, bathroom fixures, and insulation, and may result in
reliance on centralized heating plants. Greater efficiency has been sought through the use
of timber (not only as a renewable resource but also in terms of the use of off-cuts) and
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waste to make chipboard and other wood-based panels for which the technology is
currently unavailable.

Environmental and health concerns over the continued use of asbestos have brought about
a shift toward the use of clay roof tiles.

43. Some of these changes will require modifications to building and planning codes, which
at present are based on FSU models and do not reflect local materials or appropriate technology.

Ftwure Housing Trends

44. According to the State Committee on Architecture and Construction, approximately 7
percent of the dwellings built in 1991 were "cottages," or single-family homes. The Committee is
responsible for housing, planning, and development standards and is an arm of the Ministry of
Construction. The national housing policy, expressed through the Committee, is aimed at achieving the
following:

- More low and mid-rise buildings
- More single family homes (40 percent)
- Privatization of houses
- Increased living space standards
- Industrial changes from large-panel to small-panel and brick units
- Improved or new construction standards (thermal resistance, use of plastics, etc.).

45. The Chief Architect of the Committee expects new planning and architectural standards
to be devised, to replace the old FSU standards promulgated by Gosstroi. Recently the Committee
commissioned 100 different model single-family homes - constructed in a "model village" - and
conducted surveys of "consumer preferences." Major design preferences that emerged included a demand
for larger kitchens and a large living room for entertaining. These demands have been translated into
the Committee's goal for increasing living space standards in public housing to 28 m2 per person. This
goal has not yet been adopted.

Housing Waiting List

46. As was mentioned earlier, families can be represented on both a local authority housing
waiting list and a list maintained by their place of work. (This may result in some double-counting.)
On the other hand, persons living in dormitory accommodation (with shared bathrooms and kitchens) are
not eligible for the waiting list unless they are married. In addition, families that share an apartment may
not apply for separate accommodation unless the 12 m2/person space rule is violated. When compared
with the national goal of 28 m2/person, the present norm represents extremely overcrowded conditions.

47. The present waiting list stands at 630,000 families (14 percent of all families). An
estimated 20,000 new households are said to be forming each year, which is largely offset by household
dissolutions resulting from deaths or recombinations of families (such as a single grandparent moving in
with a family). The population is increasing by 20,500 per year, so that this may be expectd to equate
to 6,400 new families in a typical year. However, owing to social upheaval, resulting from Chernobyl
and other causes, the waiting list increased by 30,000 families in the past 12 months.
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48. Not only is the housing waiting list increased by new household formations; it is also
increased by demolitions (12,000 dwelling units per year for a typical year, excluding Chernobyl
relocations) and decreased by new construction (84,000 dwelling units per year in 1991). A family going
onto the list in 1991 would have a wait of 9 to 10 years if present construction levels are maintained.
One of the effects of Chernobyl has been to lengthen the usual wait to 11 years.

49. The waiting list itself may soon become an anachronism. With the forthcoming
privatization of housing and repeal of the 'Propiska" laws which currently restrict population mobility,
some state officials believe that in future the state will be responsible for housing only the poor.

Constuton Financing

50. Both private and public construction organizations are having difficulty in obtaining
construction financing. Minskstroi, the newly independent construction company, was a department of
the state Ministry of Construction until April 1988. It is responsible for all housing construction ordered
by the Minsk Executive City Council (Minskgorispolkom). Prior to 1988, construction financing was
available at 1.5 to 3.5 percent per annum. Through 1991, commercial interest rates increased to 5
percent and then to 12 percent; in 1992 they reached 30 to 100 percent, which effectively eliminated all
construction financing by commercial banks.

51. Under these difficult circumstances, Minskstroi's clients have accumulated substantial
areas claims, and construction has halted on several projects. Nevertheless, the company is still making
the maximum allowable profit of 28 percent. Although Minskstroi is nominally responsible for all
housing construction in the city, private contractors claim to build over 20 percent, either under contract
to Minskstroi or independently. The Minskstroi organization employs 33,000 workers in 18 construction
and manufacturing enterprises, 2 planning/design institutes, and 2 commercial banks (Minskpromstroibank
and Minskbusinessbank). Despite its direct relation with two banks, Minskstroi is itself unable to obtain
construction financing and now requires quarterly pre-payments from the Executive City Council for all
construction orders.

52. Private construction companies are also surviving without construction financing by
requiring pre-payment from commercial clients such as cooperatives and industrial plants. These clients
are often required to supply their own building materials, which they may be able to obtain from state
suppliers at subsidized prices. Private contractors claim to have been able to attract the best workers with
higher salaries. In turn, they can deliver a better quality product within a shorter time than state
enterprises. However, many private companies formed during the 1988 tax moratorium have not been
able to survive. Ironically, the shortage of financing may force the housing industry back into the public
sector by eliminating private competition.

Privatization of Companies

53. In 1987-88, the formation of private cooperatives was encouraged by the Gorbachev
administration, with promises of either very low taxes or no taxes, for a four- to five-year period.
Privatization of state enterprises was achieved by plant managers and workers forming cooperatives or
joint stock companies for the purpose of appropriating plant and equipment, which was then leased from
the 'parent' ministry at subsidized prices. Often, lease agreements were signed with the ministry with
an option to purchase property and equipment at very low fixed prices that reflected neither market nor
economic value. The normal lease period is seven years, so as to coincide with the amortization period
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for most plant and equipment, but many private spin-off companies have been able to pay for their plant
and equipment in three to four years. Private companies have taken the best workers from their
ministries with offers of higher pay, while benefits have remained the responsibility of the state. The
ministries have thus retained the least productive workers.

54. During this start-up period, taxes began to be reimposed, first by the Soviet Union and
subsequently by the Belarus Supreme Soviet. Private company officials state that there is now no tax
incentive to privatize. Furthermore, some of the most valuable equipment has been transferred to the first
wave of private companies, leaving little for any subsequent entrepreneurs. Many of the first wave
companies have formed associations among themselves, adding banks and architectural/engineering
institutes as needed, so that they can effectively control their market and supply lines; this leaves little
room for newcomers.

55. Construction companies obtain construction contracts from their parent ministries under
circumstances that virtually assure their monopoly. Reportedly, top ministry officials are also officers
of spin-off companies, and in one notable instance the minister stated that he was also president of several
spin-off companies.

56. Thus, while some large companies in the construction industry have privatized under the
FSU privatization law, they have retained direct ties to parent ministries and appear to be adopting
protectionist measures against further private competition.

Privatization of Housing

57. The law on housing privatization passed the Belarus Parliament in April 1992, to become
effective on July 1, 1992. This law applies to all apartments which are enterprise- or state-owned and
is designed so that all citizens will be entitled to apply. All apartments are being systematically valued
at 1991 prices, and each family will receive a voucher with which to 'purchase' an apartment. This will
apply to families that already have apartments registered in their names as well as to those that are
presently doubling up, or that have their names on the waiting list.

58. There is as yet no clear public understanding of the proposed acquisition process, and
explanations vary among responsible officials. However, the housing quota that each family will receive
will have a value based on (i) the number of family members, and (ii) the aggregate number of years in
employment for all family members.

59. One such calculation would allocate 850 rubles per family member, plus 120 rubles for
each year of employment or military service by each family member. The significant difference between
this method and the proposed Russian privatization process is that Belarus proposes a ruble-based method
for all families, whereas the Russian method is based on floor area and is available only to those families
who have apartments registered in their name. The Belarus method appears to be more equitable.

60. The total quota, as calculated above, would be applied against the value of the apartment.
If the family's apartment is valued at more than the quota, the family may make up the difference in cash.
If it is equal to or less than the quota, no cash would change hands. Each family may choose whether
to purchase its apartment or not. However, if the choice is to continue renting, it is clear from the
Ministry of Housing's policies that rents and other service charges will be increased significantly in
future, to cover costs.
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61. The notional value of each apartment is being established on the basis of a gross appraisal
of location (urban versus rural) and size (total mn). Typical values for a two-room, 50 m2 apartment are
20,000 rubles (urban) and 16,000 rubles (rural). Initially, the value is being established by the
Government without reference to a market, or to the replacement value of the apartment, or to the
internal amenities.

62. Resistance to the housing privatization process at the local administrative level is reported,
particularly on collective farms and in other rural communities.

The Emerging Real EAtte Market

63. It is interesting to note that a real estate market is in fact emerging in Minsk. It is fueled
by several sources, as listed below:

Families that are emigrating to the West and are under some pressure to sell their
apartments and possessions

Key party members who have already bought their apartmnents by arrangement with their
ministries

- iAn influx of Western businesses needing apartments for housing and office space.

64. In 1991 an estimated 38,000 apartments were traded or privatized. In many cases,
families were improving their situation in anticipation of the official privatization date, and were willing
to pay for the opportunity to buy a better apartment at a subsidized price from the state. In some cases
apartments have been sold to foreign nationals, who are beginning to anticipate the importance of Minsk
as a new national capital.

65. One self-styled real estate broker stated that the typical two-room apartment might fetch
a market price of $4,000 to $8,000, depending on location, quality, and prevailing exchange rate.
Entrepreneurs are beginning to enter this market, although commissions are frequently negotiated after
bargains have been struck and are reported to be as high as 30 percent.

66. Starting in 1989, key officials and party members ("privileged citizens") were given an
opportunity to own their houses and apartments, prior to any legislation to that effect. Approximately
35,000 dwelling units have been sold in this manner, although sales prices appear to be 70 percent less
than those for equivalent units under the general privatization program. It is presently unclear whether
any money has actually changed hands.

Privatizatlon of Land

67. The Belarus Council of Ministers established a Committee for Land Reform in mid-1991.
Public opinion polls conducted by the Government are reported to show 60 percent of the population in
favor of a private land law applying to housing and factories, although the rural population and
pensioners tend to be opposed to such a law. The majority of those polled believe that foreigners should
not be allowed to own land. On the strength of these polls, the Committee for Land Reform drafted the
following three preliminary laws:
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- The Code on Land (adopted by the Supreme Soviet in January 1992) establishes the
principle that every citizen shall have the right to own and inherit land.

- The Code on Private Property (introduced but not yet adopted) would allow citizens to
own land on which to build a house and would allow for land to be bought and sold.
Two alternative processes are under consideration for foreign investors: (i) they would
be able to lease land for 99 years, or (ii) they could apply to the Supreme Soviet for the
right to own land, and each case would be considered on its merits.

- The Land Lease Law (adopted) provides for 99-year leaseholding of land, and treats
individuals, companies, and foreign joint ventures equally.

68. Already in place as of January 1992 are Land Rent Fee regulations, which require
landowners (that is, those individuals and companies who control land) to pay an annual tax. Government
agencies are exempt, but it is not clear whether the tax applies to collective farms. The annual tax per
hectare is graduated from agricultural land to urban land and increases sharply if a change in land use
is contemplated.

Table I1: ANNUAL LAND RENT FEE, 1992
(Rubles per ha)

Existing IUe- New Use

Agricultural land 10-210
Land in villages and small towns 4,400 8,000
Small cities * 6,000 12,000
Oblast centers* 18,400 48,100
City of Minsk 18,400 124,800

aCity and local councils may reduce feew by up to 50 percent.
Source: Council of Ministes Committee On Iand Reform.

69. The Minsk City Council has been empowered by the Supreme Soviet to sell 200 ha of
land to foreign investors. This is in anticipation of the city's standing as a national capital.

70. The Committee on Land Reform is currently prcparing regulations to implement the Code
on Private Property Oand privatization law). Key provisions of this law include:

- Land Purchase Tax. A formula will graduate the tax among rural areas, small towns,
cities, and the City of Minsk.

- Sale of Farmland to Farmers for Agricultural Use. Prices will be based on the
profitability of the land. A comparison may be made with the proposed Russian system,
which assesses land value at 50 times land rent. Agricultural land may not be resold for
at least five years. In 1989 a law was enacted allowing the formation of small farms.
Within two years, 860 new farms were formed, with an average size of 21 ha. The
current legislation will allow small farms up to 50 ha, and each farmer will be permitted
to build a house on his land. Other uses of agricultural land are prohibited and collective
farms (kolkhoz, and promhoz) are excluded, since they have no right to give or sell land.



18 ANNEX E

Sale of Urban Land. No pricing mechanisms have as yet been proposed for urban land,
except that cities will be divided into concentric rings (five are proposed for Minsk), with
the most valuable land at the center. The Committee is considering the options of selling
land at a predetermined fixed price or at auction. Once land is sold, urban landowners
will be able to buy and sell at will.

Chernobyl Relocaion. Up to 3,500 ha of agricultural land will be set aside for
Chernobyl relocation housing.

- Land Register. A land register will be set up to record transactions, data from cadastral
surveys, land use, valuations, etc.

71. The land privatization law has received its first reading by the Supreme Soviet and is
expected to be open for public comments in the fall of 1992. The Committee expects passage in 1993,
although several public officials and entrepreneurs say that the political opposition may be more powerful
than the opinion polls would suggest.

72. The long-term effects of the Land Rent Fee and Land Transfer Tax may be to encourage
the development of smaller towns and rural areas. This was described by the Committee's representative
as Government policy, but such policies were nowhere evident during discussions with other Government
agencies. The considerably higher fee for new development also appears to be contrary to Government
policies to expand production and encourage new business formation.

Condusions

73. In Belarus' transition to a market economy, most public officials and many entrepreneurs
agree that the pace of change should be measured and deliberate. In order to pay for unsubsidized
housing in the future, household income will have to rise several times. If housing is to assume its role
as an investment vehicle, housing costs will need to increase, both in absolute terms and as a percentage
of monthly income. There is considerable uncertainty as to how this can be achieved without
uncontrolled inflation and economic shock. There is also widespread popular uncertainty about the real
value of housing and even more about the value of land. Concepts of locational value, amenity, and
neighborhood are not well understood. Without better regulation of the land development and brokerage
professions, and without broader public education as to the implications of the housing and land
privatization laws that are currently being enacted, there is a danger of rampant speculation.

74. There is no evidence of a coherent government policy toward housing and development
in general. Rather, problems are being addressed on a piecemeal basis by a wide variety of ministries
and committees. The central control over housing and community development once exercised by
Gosekonomplan appears largely to have diffused into a consultative role, and the absence of fiscal and
regulatory controls is leading to excessive profits in some areais.

75. The construction industry appears to be fairly well equipped for the transition to a
privatized housing market, with increasing public demand for lower-rise housing and more single-family
ownership. Such construction generally requires less intensive capitalization than does high-rise panel
construction and thus can be built by small local companies. Four key issues face the housing industry:
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- The availability of funds for construction financing.

- The absence of a mortgage market secured by the land and property being financed.
Ultimately this requires a court system to enforce property claims.

- The effective removal of tax incentives, which encouraged privatization in the late 1980s.

- Modernization of equipment, phasing in of new materials such as plastics and products
using wood waste, and phasing out of hazardous materials such as asbestos.

76. The privatization process for both housing and land contains elements of a command
economy rather than an acceptance of market forces. Initial land sales prices and housing prices are
being determined from above, and the proposed property tax and annual land fees appear to be in conflict
with the need to encourage economic growth and competitive markets.

77. The housing sector, both public and private, needs assistance in surmounting the problems
caused by Chernobyl, and with the longer-term process of reducing housing waiting lists and ensuring
proper maintenance of the existing housing stock. These are areas in which the World Bank can offer
considerable expertise.

78. Relocation of homes needs to be accompanied by job creation programs to stem the flow
of families returning to contaminated areas because employment opportunities are unavailable in the
relocation areas. In view of the broad range of skills required in the production of housing, it would
seem logical that the regeneration of this industry could play a central role in the job creation process.
It would be particularly appropriate, when relocatees are seeking employment in villages and small towns,
if new local construction and building materials industries could provide the job security that these
relocatees need in order to qualify for mortgages.

Potential Areas for World Bank Assstance

79. The May 1992 mission to Belarus was the first to include a housing sector analysis; thus,
there was no previous base for an understanding of the structure of the housing industry and the
supply/demand for housing. At the same time, the housing sector covers a wide field, ranging from
capital investmen. to construction financing, from community development to industrial technology, from
construction standards to mortgage systems, from supply shortages to legal mechanisms for land reform,
and from demographic shifts to utility pricing. Technical assistance is needed in virtually all these areas,
but additional work in the sector is needed to define priorities. Owing to the mission's time constraints,
several key areas were not explored, notably the role and potential of local govermments and collective
farms. Several data discrepancies have also emerged and need to be explained.
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80. The following areas for assistance appear to be worthy of further consideration:

Housing Assistance Programfor relocation offamilies out of the Chernobyl impact areas.
This massive ongoing program is consuming a large percentage of national resources of
finance, manpower, and materials. At the same time, it is forcing delays on the
upgrading of the national housing stock and is extending the waiting period for up to 17
percent of the population who have substandard accommodation, even by the old FSU
norms, which have generally been discarded. Short-term assistance in housing relocation
projects could be combined with job creation and industrial development programs, which
in themselves would benefit the housing industry in the long term.

Technical assistance in designing an effecnve construction financing system and home
mortgage systems which could be operated by private banks.

Broader exposure of local officials and entrepreneurs to the operational characteristcs
of afree market in housing and land, including equitable taxaton systems. There is a
real danger that misunderstandings may lead to legislation that will have the effect of
deterring, rather than fostering, an orderly market in land and housing.

Management and technical assistance to encourage the building industry to move toward
a diversified private housing and single-famiby home market and away from high-rise
concrete panel construction. This would mean a transition to small businesses, less
capital-intensive construction techniques, greater use of locally produced products, and
decreasing reliance on centralized prefabrication plants.

Investment and incentves in strategic areas of the building industry. Such investment
and incentives are needed to reduce health risks (elimination of asbestos and introduction
of alternative products); to increase efficiency (introduction of technology to reduce
timber wastage, make greater use of timber by-products, expand tree-farming schenres,
etc.); and to reduce reliance on foreign imports (transition from metals to plastic building
products).

Assistance in establishing a lad registry, a titling mechanism, and legal structuresfor
regulating the market in land and property of all types.
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WAGES AND THE LABOR MARKET

Tbe Trditional System

1. In Belarus, as in the former Soviet Union (FSU), wages and employment were strictly
controlled. Wage setting was based on a tariff system. In addition to tariff wages set centrally, most
employees earned bonuses, which were determined and allocated at the enterprise level. Tariff wages
were based on skill scales reflecting differentials relative to the least skilled employees. There were basic
rates for the least skilled, and additional coefficients for arduous work.

2. The Belarus labor market was organized to serve the previous Soviet system of central
planning. Demand for labor at the enterprise level was regulated by the set of norms (production
coefficients). The enterprise employment plans were formulated on this basis and then had to be accepted
by the respective sectoral ministry. Facing shortages of labor, firms usually applied for permission to
employ more people than were needed. Labor mobility was strictly limited: to move from one place to
another, employees had to apply for special permission and produce a set of documents to support the
request.

Reforming Wage Seng and lncomes Policies

3. The old system of wage setting was abolished in 1991, and the current wage policy does
not impose in principle any ceilings or floors on wage increases in the state-owned enterprises. Only the
salaries in the government sector are regulated by a new salary scale introduced in January 1992.
However, periodic minimum wage adjustments interchangeable with wage indexation schemes were
followed by all enterprises. All wages below twice a minimum wage have been fully indexed: wages
from between two and four times the minimum wage have been indexed by 50 percent and higher wages
have not been indexed at all. Minimum wage adjustments led automatically to a proportional
recalculation of the entire salary scale. Since enterprises did not face any administrative constraints on
their wages, the wage increase in 1992 is believed to be higher than what was implied by the mandatory
indexation and the minimum wage adjustment only. Data for 1991 show a slight decline in the average
real wage of 2 percent in comparison with 1990. However, the data for 1992 show a decline in the
average real wage of 18 percent relative to 1991 (Table 1).

4. In 1991 the Government introduced a tax-based incomes policy in the form of a tax on
excess wage increases. The tax, in effect, established a maximum rate of wage increases; enterprises that
increased wages above this rate were subject to a financial penalty. Two types of taxes are used:

- An increase in the profits tax rate of 30 to 45 percent for increases in an enterprise's
wage bill that exceeded the increase in its output (only the excessive amount was taxed
at a higher rate)

- A right to charge to enterprises' costs only the average wage rate equal to up to five
minimum wages with all other wage costs counted as profits and taxed at the 30 percent
tax rate (this system is further complicated by a system of branch coefficients that allows
for differentiation free of tax wage growth in different branches).
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Table 1: MONTHLY MINIMUM AND AVERAGE, REAL WAGES, 1987-92.
(In rubles)

Rdal AVuugsWagsM 97 rm

MINIMUM fiwmmam KIkh
WAGE WAgs InI ds ax

MONTHLY JadaxTw el eLNa ea I NE
Real Real Aqiblic] Waeg 1.1(af. Wage 1.ok. Wae I987-100

1987 70 100 189 100 190 100 183 100 100
1988 70 100 205 109 208 109 193 105 100
1989 69 98 222 117 224 118 208 114 102
1990 66 94 246 130 249 131 232 127 106

1991 60 85 242 128 248 130 213 116 207
January 61 87 231 122 235 124 212 116 115
Februry 53 76 205 108 210 111 176 96 131
March 94 134 214 113 221 116 177 96 138
April 62 89 171 91 177 93 136 74 209
May 60 86 190 100 196 103 154 84 215
June 59 84 207 110 214 113 167 91 220
July 59 84 224 119 233 123 177 96 222

August S8 83 227 120 233 122 197 108 224
Septmber 57 81 237 125 245 129 195 107 229
October 55 79 269 142 276 145 224 122 238
November 51 73 277 146 288 152 213 116 257
December 46 66 393 208 376 198 489 267 282

1992 42 60 198 105 207 109 149 82 2,349
January 45 64 162 86 169 89 116 63 776
Febnuary 29 42 127 67 135 71 80 44 1,187
March 40 57 154 81 165 87 87 48 1,377
April 36 52 161 85 172 90 98 54 1,516
May 57 81 188 99 197 104 134 73 1,765
June 51 72 206 109 219 115 138 75 1,977
July 45 64 186 99 198 104 128 70 2,239
August 40 58 182 96 190 100 139 76 2,483
September 37 52 202 107 212 112 146 79 2,724
October 32 46 209 111 234 123 136 74 3,133
November 51 73 216 114 266 140 157 85 3,916
December 39 56 243 129 256 135 243 133 5,091

Soun Miniy of Labor, and stff emates.
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5. The introduction of the first of the above two taxes reflected the common view inside the
Government that limiting wage growth should depend on individual productivity or output of the
enterprises. Such a view overlooks the fact that there is no reason to support assigning all gains from
labor productivity growth to wage growth, and that, in principle, as in all industrialized countries, all
enterprises are supposed to benefit from labor productivity growth in one enterprise. Moreover, as the
experience of Eastern European countries shows, such a linkage is very difficult to implement, since the
measures of productivity and output can be manipulated by the enterprises, and increases in gross output
can be made through increases in costs.

6. The latter tax is justified on the grounds that technological reasons, which differ strongly
across sectors, determine opportunities to increase wages. Such differentiation creates various
complications, since it is not possible to predetermine the "right' proportions among the tax free norms.
This would also reintroduce inefficient bargaining over norms at the branch level, which proved
extremely inefficient in many economies dominated by state ownership.

7. The experience of other reforming socialist countries, most notably Poland and
Yugoslavia, indicates that the decentralization of state enterprises may lead rapidly to excessive increases
in wages. Such wage increases may reduce investments or may lead to a serious deterioration in the
financial condition of enterprises. These experiences suggest a future need for close government
monitoring of wage developments, particularly during the period when the privatization program is being
implemented and a large share of enterprises is still owned by the state without being subject to effective
ownership control. If excessive and generalized wage increases occur, the authorities may consider
maintaining or reimposing controls - not in the form of administrative ceilings but rather in the form of
tax-based incomes policies. In such a case, a maximum rate of wage increases is established and
enterprises that exceed this rate are subject to a substantial financial penalty. Because of the overstaffing
of most state enterprises, the tax could be applied initially to the total %uge biU (payroll) of each
enterprise: that is, additional employment would also be taxed. Alternatively, the tax on excessive wages
could be applied to the average wage of each enterprise. The implications of either alternative must be
examined carefully.

The Structure of Earnings

8. In Belarus, the structure of earnings by sector has not reflected the structure of education
by sector, which indicates that monetary returns to education are quite low. For example, the three
lowest paid sectors were education, culture, and health, which have the highest number of university
graduates (Table 2). In September 1992, the highest paid sector was stil construction, in which the
majority of the work force had no secondary education. However, credit and insurance, which used to
lag behind the other sectors, has reached second place. Wage differentials among managers, specialists,
and workers vary by sector, nut are on average low as well. In the government sector, according to
salary schedules, specialists earn 25 to 30 percent more than workers' and managers earn 140 to 180
percent more than workers. However, the rules for indexation of government workers' salaries have led
to compression of salary schedules; unless the rules are changed, this compression is going to deepen with
inflation.
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Table 2 MONTHLY AVERAGE WAGES AND SALARES, PER WORKER, BY SECTR, 1960.92
(In rublb)

1960 I9'M1 19-0 19115 M 19U T198? :38 199 3990 1991 1992

Republic Total, lucl. Koldz 44.5 94.2 142.4 171.0 179.1 139.1 205.7 225.6 262.2 501.9 4,654.0

Republic Totl, Excl. Kolkbo 632 106.4 150.0 173.7 180.5 190.0 207.6 227.8 264.5 520.7 4,360.0

lhduisry ' 74.1 116.3 165.8 191.0 196.l 2043 225.6 2463 279.4 564.0 5,331.0

Agiculture 40.2 75.6 122.0 163.5 176.7 153.0 201.9 225.1 258.1 481.6 3,668.0

Foresy 41.5 5.2 119.4 130.9 136.4 143.6 166.9 133.7 218.9 433.0 4,680.0

Trnsportation 73.0 122.1 170.3 194.2 206.1 221.2 240.4 259.8 298.4 552.6 5,393.0

Communications 56.1 93.3 134.9 144.0 143.9 166.6 1793 194.0 224.1 462.7 4,464.0

Constuction 74.5 130.8 174.3 208.7 219.5 235.0 263.5 291.9 328.3 616.5 6,108.0

Tnd & Rauma 52.5 91.0 128.6 140.9 144.0 149.1 158.7 131.7 235.4 447.9 3,862.0

Comhputing &Informaon Svca. - 90.0 123.5 140.1 154.3 159.3 175.3 213.3 242.1 439.7 3,416.0

Houairg&hCommuniSwviee 51.1 83.9 124.2 137.8 141.3 146.6 158.7 170.7 293.3 412.9 4,263.0

Heldbare, Spons & Soc. hs. 57.1 36.5 120.3 128.0 130.8 139.1 147.8 160.3 192.3 434.8 3,962.0

Education 69.1 106.7 130.8 145.1 149.9 161.0 166.2 170.3 191.3 406.2 4,063.0

Cult 48.2 78.1 105.1 114.3 116.1 119.0 125.3 133.2 171.5 379.7 3,406.0

Ars 52.4 38.3 139.3 153.1 156.1 161.1 167.4 188.3 241.4 462.7 3,257.0

Scince & R : 89.9 123.0 159.9 132.5 137.4 19.3 228.4 234.7 327.2 520.7 4,123.0

Credits & State I mrmne 69.0 105.5 146.9 170.5 174.3 185.4 198.6 223.7 361.7 772.5 9,107.0

Adminisertio 77.4 113.9 147.4 160.5 167.8 179.5 200.8 231.3 343.3 518.1 4,949.0

Knlkhoz Worker 16.7 56.8 101.9 154.9 170.6 133.2 193.0 211.7 246.8 439.3 3,507.0

Meaur of Diperion

Avereg Value 55.5 97.2 136.2 156.5 163.4 173.0 188.1 210.0 256.7 491.2 4,562.4

Minium Value 16.7 56.3 101.9 114.8 116.1 119.0 125.3 133.2 171.5 379.7 3,257.0

Maximum Value 89.9 130.8 174.3 208.7 219.5 235.0 263.5 291.9 361.7 772.5 9,107.0

Rae 0.2 0.4 0.6 0.6 0.5 0.5 0.5 0.5 0.5 0.5 2.8

Standard Deviation 21.9 19.1 21.1 25.0 27.0 29.7 35.0 42.5 55.3 92.7 375.1

Variance 480 367 445 626 731 533 1,225 1,303 3,116 8,599

Covariance .. .. .. .. .. .. ..

Production Labor.
Sources: 1990 Labor Sadcal Yeaboo, pp. 24-27; 1991 Sacal Yearboo, pp. 111-112, 117; and affcomputation.
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Inertia in the Labor Market

9. Historically, labor hoarding has prevented any major manifestation of open unemployment
in Belarus. As in other countries in Eastern Europe, labor hoarding in Belarus was accompanied by labor
shortages. Labor shortages prevented firms from firing unnecessary workers, yet numerous workers on
the payroll were underemployed. Although during the period 1960-87 employment growth was very
high, and employment rose more than 50 percent (Table 3), the number of vacancies was always much
higher than the negligible number of registered unemployed. Since 1987 employment has been falling.
This was a typical pattern for Eastern Europe, indicating an excessive demand for labor (which indeed
accelerated in the late 1980s with relaxation of the monetary and fiscal policies). The majority of
vacancies have been in blue collar positions.

10. Belarus is characterized by a comparatively high level of economically active population,
another typical feature of Eastern Europe. More than 50 percent of the population is employed, whereas
in Western Europe the unemployed population is about 40 percent. As far as the structure of employment
is concerned (Table 3), by Western European standards, Belarus has a relatively high share of population
employed in agriculture (over 20 percent including kolkhoz) and industry (over 30 percent), a relatively
low share employed in services, and, in particular, in the bankiing and insurance sector (less than 1
percent). However, the employment structure in Belarus is similar to that in the other Eastern European
countries. The comparison of the dynamics of Belarus employment with those of Western European
employment shows much less change in the Belarus employment structure than in that of Western Europe
in the 1970s, and almost no change for Belarus in 1980s, when the Western European employment
structure developed remarkably. The share of agricultural employment in Belarus dropped from 26
percent in 1980 to 21 percent in 1990, and the share of employment in industry increased from 29 percent
at the beginning of the former decade to 31 percent in 1990. The division of labor among agriculture,
manufacturing, and services is obscured, and many workers in agriculture and manufacturing do servicing
work, such as repairing equipment, cleaning, supplying enterprises with raw materials, etc.
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Table 3: EMPLOYMENT BY SECTOR, ANNUAL AVERAGE, 1960-92
(In thousand workers and percent)

1960 Mc7 196 196 196 1967 1968 1959 i9m Im9 199

Rqmbc Tobll h.L Ko&ha. 3.157 4,077 4.606 4.967 5,002 5.010 4,9S3 4,967 4,77 4,646 4.469

Rsqablic TOl, Bxl. Ko&l 1,U7 3,075 4,046 4,271 4,303 4,326 4,320 4,310 4,236 3,940 3,759

Ind-by 569 1,030 1,389 1,503 1.515 1,530 1.527 1.525 1,490 1,465 1.433

Agriouh (EclKo&kx ) 379 453 492 480 465 453 426 409 355 329 311

o/w SovmMo; AOlbOd Prod. 346 425 446 432 420 405 334 365 344 255 244

1'iizy 21 26 26 25 25 24 22 22 22 22 231

Tn.porlMo 171 249 353 363 362 352 324 305 305 235 275

Ctm_ _om 27 49 61 62 61 57 57 53 58 53 58

Ca.uo.a 157 306 373 393 403 416 464 482 462 406 385

Trad&u A1m_ 137 250 344 359 362 374 362 367 365 349 326

Coptig lafo. Svc. 5 14 14 19 20 19 13 16 12 9

Houg& CommiSvs. 35 69 I13 134 136 141 140 140 139 105 106

Heall. Sporn & Sec. Is. 107 172 217 234 239 245 252 260 262 244 247

Ddsaatm 166 266 338 364 374 355 399 406 407 336 341

C0Sin 16 26 44 3 48 50 53 56 55 49 49

Arts 12 15 15 15 15 16 16 16 16 16 14

Soiema Re_ .w 17 47 96 107 109 107 1O5 103 102 86 71

Crdibt SmIsom_ 12 25 26 27 27 27 25 29 29 31

Admisaonou 43 66 7 92 90 76 70 63 64 70 71

Kohhoz 1,269 1,002 762 716 700 664 663 656 641 706 660

PON Shr. n ToIl, 1mbaii Kaiho

Rapbli Totd. ImL Ko&cL 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Rqrblic Totil, hxaL Kobt 59.6 75.4 34.2 U5.6 56.0 56.3 36.7 86.5 S S6. 34.8 54.S

Induty 15.0 25.3 23.9 30.1 30.3 30.5 30.6 30.7 30.6 31.5 32.1

Agricuk-(Excl.Ko& 12.0 11.1 10.2 9.6 9.3 9.1 S.6 5.2 7.9 7.1 7.0

oIwSovkhotz&OterProd. 11.0 10.4 9.3 5.7 3.4 8.1 7.7 7.3 7.1 5.5 5.5

Foresty 0.7 0.6 0.5 0.5 0.5 0.5 0.4 0.4 0.4 0.5 0.5

T,uaportni 5.4 6.1 7.3 7.3 7.2 7.0 6.5 6.1 6.2 6.1 6.1

commiichiom 0.9 1.2 1.3 1.2 1.2 1.1 1.1 1.2 1.2 1.2 1.3

Co _um 5.0 7.5 7.9 7.9 8.1 8.3 9.3 9.7 9.5 5.5 3.6

Trade & RehobouA 4.3 6.1 7.2 7.2 7.2 75 7.3 7.4 7.5 7.5 7.3

Comp,tag& Ifo. Svcs. 0.0 0.1 0.3 0.3 0.4 0.4 0.4 0.4 0.3 0.3 0.2

Housn & Comin.iISvcs. 1.2 1.7 2.4 2.7 2.7 23 2.5 2.5 2.9 2.3 2.4

HeauN. Sports A Soc. l1s. 3.4 4.2 4.5 4.7 4.3 4.9 5.1 5.2 5.4 5.2 5.5

Educaio 5.3 6.5 7.0 7.3 7.5 7.7 8.0 8.2 8.3 7.2 7.6

Cubwn 0.5 0.6 0.9 1.0 1.0 1.0 1.1 1.1 1.1 1.1 1.1

Asta 0.4 0.4 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3

Scicoe A R_marb 0.5 1.2 2.0 2.1 2.2 2.1 2.1 2.1 2.1 1.8 1.6

Cedits & Ste lamatue 0.3 0.3 0.5 0.6 0.5 0.5 0.5 0.6 0.6 0.6 0.7

Adan _Aioa 1.4 1.6 1.3 1.8 1.5 1.5 1.4 1.3 1.3 15 1.6

KoAla 40.2 24.6 15.3 14.4 14.0 13.7 13.3 13.2 13.1 15.2 15.2

j: 19901 MIMLabor Saodim .eok, pp. 21-27,_d 1991 Smgiein Yesook, pp. 111-112.
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The Danger of High Unemployment

11. At the end of 1992 the rate of unemployment in Belarus was still low, at around 0.4
percent. However, unemployment had increased more than eight times in comparison with the first
quarter of 1991. Among the unemployed, 80 percent are women and the majority are white collar
workers. Unemployment records have been fed primarily by displaced workers. One-fourth of the
voluntary quitters left their employment because of liquidation or reorganization of state enterprises.
Several reports indicated that there is a widespread practice of cutting working hours in enterprises and/or
keeping idle labor. Unemployment could rise rapidly and in an unmanageable way, and the steps
undertaken to counteract it might prove insufficient. Certain signs of regional disparities have already
emerged. It is the City of Minsk and its surroundings (Minsk oblast) that are most severely hit by
unemployment. Almost half of the unemployed are from this central part of Belarus, while the region
contains only one-third of the labor force.

12. The number of registered vacancies TableA: REGISTERED VACANCIES

has been decreasing in the past two years (see Table (Numbw of vaancie)
4).' Only in March 1992, however, did the total - B.
registered vacancies fall below the number of - l ar 1 Clr
registered job-seekers for the first time. It is likely
that from October 1992 onward even the registered 1991
unemployed will outnumber the available vacancies. July 82,433 75,718 6,715

Vacancies are spread unevenly among regions and Augu 74,967 68,838 6,129
industries. Recent data show that almost one-fourth Sepzmber 73,501 68,409 5,092
of the vacancies were available in Gomelsk and one- October 77,645 71,871 5,774
fifth in the City of Minsk. More than 37 percent of November 71,120 65,539 5,581
the vacancies were registered in agriculture, 21 December 66,266 61,785 4,481
percent in construction, and 17 percent in industry. 1992
Job offers came primarily from the state-owned Jaumy 64,836 59,430 5,406
enterprises (almost 70 percent). The private sector Febuary 50,382 45,880 4,502
accounted for 2.4 percent of all registered vacancies. March 40,226 35,975 4,251

April 33,429 29,885 3,544

13. One way of predicting future open May 29,518 26,024 3,494
unemployment would be to think in terms of June 29,677 26,342 3,335
proportions between an output drop and an July 31,382 28,334 3,048
employment drop. These proportions in other August 26,784 24,168 2,616
Eastern European countries were about 2:1 (for Sqtember 24,125 21,726 2,399
example, Poland, Bulgaria) during the first year of October 24,206 21,700 2,506
transition. The Eastern European experience shows November - - -

that in the first year of the stabilization program the December - - _
drop in output is usually twice the drop in
employment. Therefore, assuming a drop in output s D abor.
of 20 percent in 1992-93, a drop in employment of

' Statistics on vacancies are available from the administative reords of the State Employment Service. As a
heritage of the past practioe of the Placement Bureaus data on vacancies reflect the ctual number of job openings
more reliably than in many other countries in transition. The good coverage derives also from the fact that
employers are still compelled legally to report their vacancies daily to the State Employment Service.
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10 percent could be expected if enterprises were to be subject to a hard budget constraint. However, the
drop might well be less if the budget constraint for state enterprises were to remain soft. In Belarus, the
drop in employment so far has been higher than the rise in unemployment, which partly reflects a rising
black labor market encouraged by high taxes on payroll.

Labor Mobility

14. The administrative constraints on labor mobility are still high, with the complicated and
developed system of the residence permit (propiska) still in place, the lack of affordable housing, and the
overspecialized and rigid educational system. The Government states its intention to abandon the system
of the granting by the local councils of permits to settle in some cities, and the practice of imposing a tax
on an employer or employee if a permit is granted. This simple and inexpensive reform should be
implemented immediately. The turnover rate in Belarus, although commonly said to be high (about 10
percent), is not out of line with turnover rates recorded in Western countries.

15. The main reasons for limited labor mobility lie, however, beyond the scope of short-term
actions. The major problem, lack of affordable housing, would require a comprehensive reform of the
sector. Another problem, the rigid and overspecialized education system, would require restructuring
education in the direction of general, rather than specialized, skills, and teaching job search strategies as
a routine practice, during both schooling and adult retraining. In practice, enterprises tend to teach their
employees firm-specific skills rather than general skills, and this makes adjustment more difficult.

16. The status of in the Belarus labor market is diversified across regions (see Table 5). In
the first quarter of 1992, as compared with the first quarter of 1991, employment decresed in all
regions. The drop was, however, highest in the City of Minsk (3.3 percent) and lowest in the
predominantly rural region of Brest (1.8 percent) which may simply reflect the predominance of white
collar workers among those laid off. Predictions made at the end of March 1992 for the period April-
June 1992 indicated that this trend would continue. The highest proportion of total number of employed
to be laid off was again in the City of Minsk (1.2 percent); the lowest was in the Grodno region (0.7
percent) (see Table 6).

17. The number of workers expected to be laid off during the second quarter of 1992 was
roughly equal to the number of vacant positions at the end of March 1992. For the republic as a whole,
44,565 positions were vacant at the end of March 1992, while the number of expected layoffs in April-
June was 43,006. In four of the eight regions the number of vacancies was slightly higher than the
expected layoffs, and in one (Brest) the vacancies were slightly lower. In the Minsk region and in the
City of Minsk the disparity between vacancies and expected layoffs was greater. In all regions, with the
exception of the Gomel region, the expected layoffs of salary workers were higher than the vacant
positions, while the opposite was expected for agricultural workers (kholkozniki).
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Table : NUMBER EMPLOYED BY REGIONS
(First quarter 1992)

Aarte Number Employod Cba._ lI Nuwber mployed In

19911 1992 % I _eremst Docrm_t Ruimace

1 2 3 4 -47

Toba Number Employed 4,589,521 4,475,742 97.5 58,653 81,827 -23,174
alay workers 3,949,406 3,862,486 97.8 52,2" 77,524 -25,225

koDchoz work. 640,115 623,256 97.4 6,354 4,303 2,051
Regions:

Breaakays 656,003 644,209 98.2 6,426 9,560 -3,134
alary workers 517,874 508,307 98.2 5,176 8,682 -3,506

kolkhoz work. 138,129 135,902 98.4 1,250 878 372

Vitebskaya 640,975 623,923 97.3 8,725 10,912 -2,187
salry workers 559,596 544,957 97.4 7,900 10,403 -2,503
kolkhoz work. 81,379 78,966 97.0 825 509 316

Gomeiskaya 716,399 699,124 97.6 11,871 15,311 -3,440
salIy workers 643,127 627,856 97.6 10,803 14,434 -3,631
koLkhoz work. 73,272 71,268 97.3 1,068 877 191

Grodnenskaya 531,265 520,250 97.9 5,701 7,579 -1,878
alary workers 417,696 409,672 98.1 4,817 7,070 -2,253

kolkhoz work. 113,569 110,578 97.4 884 509 375

City of Minak 807,793 781,018 96.7 10,351 17,770 -7,419
slary workers 807,793 781,018 96.7 10,351 17,770 -7,419
kolkhoz work.

Minskaya 691,406 674,996 97.6 7,726 10,604 -2,878
saary workers 534,876 524,238 98.0 6,266 9,611 -3,385
koLChoz work 156,530 150,758 96.3 1,500 993 507

Moglevskaya 545,680 532,222 97.5 7,853 10,161 -2,308
alary workers 468,444 456,438 97.4 7,026 9,624 -2,598

kolkhoz work. 77,236 75,784 98.1 827 537 290

Source: State Committee for Ldmor.
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Tabl: AVAILABILITY OF VACANT POSMONS AND PREDICTED LAYOFFS BY REGION

Numberof Vacat ~Numbae of wodkm, obe, f4wmIiooof wWtl mmbur
Posieiom, end of Marh hiad off A4rlJm of .. loyed4o be ld off

1992 1992 ::' 

Total Number Employed 44,565 43,006 1.0
saly worklrs 36,058 41,867 1.1
kolkboz work. 8,507 1,139 0.2

Regious
Brestkaya 5,350 5,784 0.9

salay workwe 3,466 5,624 1.1
kolkhoz work. 1,884 160 0.1

Vitebya 6,359 5,439 0.9
saay wo 4,704 5,233 1.0
kokhoz work. 1,655 206 0.3

Gomelaya 9,996 7,473 1.1
slary work. 9,689 7,331 1.2
kolkhoz work. 307 142 0.2

Grodneukay, 4,394 3,653 0.7
slary workr. 3,219 3,464 0.9
kolthoz work. 1,175 189 0.2

City of Minsk 7,303 9,325 1.2
salary worker 7,303 9,325 1.2
kolkhoz work.

Minakaya 5,237 6,664 1.0
slary worker 3,105 6,345 1.2
koldhoz work 2,132 319 0.2

Mogilevskaya 5,926 4,668 0.9
alary worken 4,572 4,545 1.0

kolkboz work. 1,354 123 0.2

S State Committee for LAbor.
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Labor Market Policies

18. As has been mentioned, the rate of unemployment in Belarus is still small, and was about
0.4 percent in September 1992. However, the mission received several reports indicating the widespread
practice of cutting working hours in the enterprises and/or keeping idle labor. This has increased the
existing overmanning typical of the Soviet-type economies and is estimated as up to 30 percent of the
labor force. According to expectations that were the budgeting base for the Employment Fund, the
average unemployment rate would be 1.1 percent (60,000 unemployed), but might have reached 9 percent
(480,000 unemployed) in this pessimistic scenario. This did not happen and the actual unemployment
is at 30,000. However, as the experience of other Eastern European countries shows, unemployment may
begin to rise rapidly and in an unmanageable way. The Eastern European experience shows that in the
first year of the stabilization program the drop in GDP is usually twice the drop in employment.
Therefore, assuming a drop in GDP of 20 percent in 1993, a drop in employment of 10 percent could
be expected if enterprises become subject to a hard budget constraint.

19. The Government has started to reform the labor market and has also taken steps to
facilitate the relocation of workers. There is a network of 162 employment centers in the country, the
basic legislation including the Employment Law is in place, and the State Committee for Employment
has taken the lead as a policymaker in preparing the Republican Employment Program (which, however,
has not yet been accepted). There is a visible effort on the part of the Ministry of Labor to draw
conclusions from the experience of the OECD and Eastern European countries. All these measures are
steps in the right direction.

20. However, not all employment offices are sufficiently equipped to facilitate job matching.
Training programs are conducted by state-owned institutions, and are not linked sufficiently to potential
employers. Moreover, the number of new job openings in the private sector is negligible. The District
Employment Centers, rather than facilitating major restructuring, tend to convince enterprises to keep
workers inside the factories. It appears possible to increase the efficiency of employment centers without
incurring any costs, through better preparation of policy guidelines.

21. All labor market policies (both passive and active) are financed by the Employment Fund.
Both active and passive labor market policies are currently financed from the extrabudgetary Employment
Fund, which was introduced in July 1991 by the Employment Law. At this early date far-reaching
conclusions cannot be drawn. Certain tendencies, however, deserve attention.

22. Oblast Employment Funds are based on contributions collected locally. Therefore, they
are highly dependent on the local economic situation and the average wage level in the region. As a
result, Employment Funds of the various oblasts have varied considerably (as can be measured through
their share in the aggregate Employment Fund). It is too early to address the question of whether these
differences are in harmony with the diversified needs of the regions.

23. Out of the collected contributions 70 percent is kept at the oblast level, and 30 percent
is transferred to the republican level. The Republican Employment Center thus has its own budget to
cover central expenditures and to balance the possible deficit of the oblast Employment Funds. To date,
all local funds have been sufficient to cover expenditures, as has been the case with the aggregate
Employment Fund. Moreover, fairly large shares of the funds have not been used. And even in those
oblasts in which expenditures were significant, they have been mainly in the form of credits to
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commercial institutions. To deposit a certain ratio of the funds is a practical way of creating reserves
of a stable value and has little to do with actual labor market programs.

24. If regional imbalances become sharper, the financing of labor policies could easily be
undermined. With a much higher unemployment rate, and if unemployment is concentrated in certain
areas, the current fiscal structure could become obsolete: the lowest revenues will be in oblasts where
the expenditures should have been highest. And the need to counterbalance regional disparities might
exceed the limits of the central reserve fund. Therefore, in the medium term the Government may wish
to review the financial arrangements. A bigger share of centralization and clear rules of redistribution
(not only in case of deficit financing) might be desirable.

25. If unemployment rises sharply, serious difficulties are likely to emerge even if the
structure of financing is modified. The reasons for this are as follows:

- The base (wage bill) for payroll taxes will be narrowed when a further fall in output and
employment occurs. On top of that, the collection of contributions will be less reliable
if economic difficulties are worsening.

- The Employment Fund will be shrinking at a time when the number of unemployed will
increase considerably.

- Rising unemployment will multiply total expenditures and will change their composition.

26. The Government does not have any plans for major reforms in unemployment policy.
However, the Government may wish to review its budgeting for unemployment programs in the medium
term. Active labor market policies - such as job matching by unemployment offices and retraining
programs - should not be fnnced from the same Aond that provides unenqloyment benefits. The
experience of other countries, notably of Germany, shows that this leads to priority being given to other
labor-related expenditures over active labor market policies, which reduces the scale and effectiveness
of the latter. Since there are good reasons for avoiding excessive wage taxation, the Government may
wish to consider financing unemployment benefits only from the payroll tax, while at the same time'
financing active labor market policies from limited direct budget contributions.

27. The Government should review the level of its unemployment benefits. Currently,
unemployment benefits are earnings-related, and the initial replacement rate is 100 percent (paid by
enterprises for two months). It will not be possible to maintain this level of benefits if unemployment
should rise rapidly at some point in the future. Also, during massive restructuring the administrability
of earnings-related schemes is questionable. Therefore, the Government may wish to introduce a new
flat-rate benefit scheme (as opposed to earnings-related schemes). Such a scheme (implemented recently
in Estonia and Poland) is both cost-saving and much easier to administer.

28. According to the Employment Law, high school and university leavers are eligible for
unemployment benefits. This provision contradicts the widespread experience of many countries
indicating that new entrants should not receive unemployment benefits but should be encouraged to start
working as soon as possible. Therefore, the Government should drop benefits for new entrants. One
of the tools that could be considered in this context (although only if the budget permits) is employment
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subsidies for new entrants, since after a period of subsidization employers are likely to retain young
employees.

29. Statistical coverage of the labor market - in particular, statistics of inflows, outflows, and
duration of unemployment - should be developed to supplement simple unemployment numbers. This
would require undertaking a labor force survey and developing a system of collecting information directly
from households. A breakdown of unemployment by various categories (age, sex, nationality) should
be a part of unemployment statistics.

30. Training and Retraining. The current system of training is limited to state-owned, rigid
institutions and is not linked sufficiently to potential employers. Training and retraining are of the utmost
importance. To make training and retraining schemes efficient, a variety of institutions should be
involved, including private institutions. In Belarus this has not yet taken place. Increases in the demand
for certain skills (e.g., in private banking or data processing) are not difficult to foresee, and retraining
funds would be well spent. Many of the trainees would find easy employment in the private sector or
the financial sector. Consideration should be given to establishing a training fund, financed jointly by
employers and a direct budgetary contribution. The employers' contribution would be reduced to the
extent that companies provide their own training of workers.

31. Among training measures, teaching job search strategies appears particularly useful. This
would be facilitated if a well-developed information system were in place. Foreign technical assistance
can be particularly helpful in this area.

32. Grants, Credits, and Wage Subsidies. The employment offices could provide the
unemployed with grants to start up a business. On paper, this measure seems to be promising: it could
foster an entrepreneurial spirit and could contribute to the development of small firms. Also, because
the small service sector is presently weak, new businesses are unlikely to displace existing firms.
However, this measure poses two major problems. First, the sum of money should be sufficient for
starting up the new business. Second, unemployed persons are not good candidates for the promotion
of small-scale business and high failure rates could occur. A more viable alternative might be to set up
a bank performing the above functions, particularly in view of the inability of employment offices to
screen potential candidates properly.

33. Wage subsidies for the private sector could be a promising tool for coping with
unemployment, but only if a high wage is a constraint on employment. If this is not the case in Belarus,
wage subsidies should then be limited. If subsidies are paid, however, they should be focused on
relatively young people and in the private sector to further the relocation of labor. The experience of
other countries has shown that wage subsidies for older people and for the long-term unemployed do not
work well. Firms perceive a large productivity differential between those who have been unemployed
for a short time and those who have been unemployed over a long term. In the eyes of Belarus
employers, even very deep subsidies may not be enough to eliminate the differential. Wage subsidies
should be a well-targeted scheme, absorbing only a small portion of expenditures.

34. Mass Redundancy Legislation. The issue of mass redundancies requires a high priority,
so that these regulations are in place before mass layoffs begin. In particular, these regulations should
determine the period of advanced notice for employees and the actions that should be undertaken by
employment centers. Among these actions, the key is the setting up of a stand-by program whereby the
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employment service could quickly move into mass redundancy situations to provide support and on-site
services in counseling and job matching. This would include the following steps:

- Undertaking measures to fully inform the employees and to keep them up to date with
information on the planned redundancy in order to minimize rumors and misinformation

- Undertaking the collection of information on each of the workers who will be laid off as
to their formal training, work experience, job skills, training and employment interests,
special needs, etc.

- Informing the employees about the services and support that will be made available to
them if they are laid off, including access to unemployment benefits, training and
retraining, job placement, job search assistance, and other social and related services

- Creating job search clubs (groups of employees working together to explore possible job
opportunities, to prepare training programs and education in self-enterprise activities,
and to facilitate relocation to other localities where jobs exist)

- Providing special counseling programs for families to help overcome the stress and
emotional problems related to job loss.

35. From the psychological point of view, as well as for the quality of support, it is essential
that employment centers begin their work in the factories as soon as possible after the pending
redundancy is made known. Such actions should not involve any substantial cost increases for
employment centers but will require that they strengthen their ability to act quickly and efficiently.

36. The Government is going to introduce public works schemes in some areas, but
participation would be voluntary, according to the Employment Law. The Government should make such
participation mandatory in order to screen out those who do not want to work. The "work test"
component should be strengthened, namely, by using created vacancies for job referrals for
unemployment benefit recipients, to test their availability and their willingness to work. If the recipients
refuse to work, they lose their benefits. This would reduce benefit expenditures and improve the general
public attitude to and support for unemployment benefits. Such an action is important also because of
the existence of the labor black market, which makes information on real incomes questionable.

37. Toward CoDective Bargaining. The structure of collective bargaining is not as yet well
established. Although both trade unions and the State Committee for Labor express the wish to introduce
decentralized collective bargaining at the individual enterprise level, in practice bargaining at the industry
branch level seems to override both enterprise bargaining and general regulations. For example, recent
agreements in some branches of industry include decreases in the number of working hours in the week
to below the countrywide norm (40 instead of 41), increases in eligibility for holidays, and the granting
of additional survivors' benefits at the expense of enterprises. These developments should be regarded
as dangerous and as confirming the OECD experience to the effect that industry-level bargaining creates
unsustainable wage/benefits pressures, higher than is the case with ftlly centralized or fully decentralized
bargaining. For Belarus, promotion of tripartite agreements at the enterprise level, within a framework
worked out at the central level, would appear to be the best solution. It would, however, require that
a clear distinction be made between the employers and the state.
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THE SOCIAL SECTORS

INTRODUCTION

1. As part of the former Soviet Union (FSU) through December 1991, Belarus had a well-
developed system of social protection and govermnent provision of social services. This system included
free access to education and health services, the provision of a vast array of cash and in-kind benefits to
a large segment of the population, and consumer price subsidies for basic commodities. Overall, about
40 percent of the population received some cash assistance (such as pensions, family allowances, and
student stipends), and everyone qualified for such in-kind assistance as health care, education, and price
subsidies. Part of these social services and benefits were provided directly to individual workers and their
families by the enterprises. Summer vacations, child care, health centers, housing and urban services,
food assistance, transport, and informal shares in the goods and services of the enterprise were common
and were part of an integral package of wage and fringe benefits. Under the system of state orders, these
fringe benefits were undisturbed, and even grew, for decades. Today, for such indicators as life
expectancy, infant mortality, fertility, and school enrollment rates, Belarus is at the level of its Eastern
European neighbors, who in turn do not lag behind Western Europe appreciably, at least in comparison
with North African, Latin American, and even Southeast Asian countries.

2. In the area of public spending, the Soviet Union was at the upper range of OECD
countries but did not exceed it. In fact, in the area of cash transfers, the Soviet Union offered in the
late 1980s a more limited menu of social transfers than did its Eastern European neighbors (see Table 1),
amounting to about 15 percent of gross income - less than two-thirds of the share of gross income
allocated to social transfers in Central Europe. In 1989-90, before the dissolution of the former Soviet
Union (FSU), a major reform in the social security system was undertaken. This reform was intended
to introduce social insurance principles and led to the creation of an independent Pension Fund and of
a Social Insurance Fund for the financing of pensions and family allowances. Pressures to expand benefits
grew as the central government in Moscow's ability to resist demands for higher consumption weakened.
Some of these benefits, such as pensions, had remained constant for years while other income sources
increased.

3. In 1992, as an independent state, Belarus began restructuring the social safety net, making
it more generous and, therefore, a heavier burden for the state budget. Inflation began to undermine the
real value of social transfers. The new duties of the Belarus Government, and the manifest wish of its
newly empowered Parliament, combined to create pressures to respond positively to the demand for
expanded social protection. Inflation and the responsiveness of the Parliament also led to a decision to
raise public sector wages, which had the immediate effect of increasing the budget share for the two
largest social service activities - education and health. The abandonment of lifetime guarantees of
employment - a key instrument in the former social protection system - also led to the introduction of
a new category of social expenditures: unemployment benefits and employment programs.
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Table 1: SOCIAL TRANSFERS, SELECTED COUNTRIES, LATE 1980s
(Percent of gross income)

Poland CSF hgay US=

Bewiilt

Pensions 15.2 16.5 13.4 8.0
Family Allowance 5.5 5.6 6.0 2.6
Sickness Benefits 3.0 2.0
Scholarships 0.2 0.3
Others 1.4 0.2 0.8 3.8
Total Transfers 22.1 25.4 22.4 14.6

Soure: B. Milanovic, Dimbutmional Impact Qf Cash and Inkand Socal Tzsfes in EAten
Europe and Rwsia (1992), 11.

4. The results of these changes - some of them still not fully implemented - already show
up in an enormous jump in nominal outlays for social programs. Social spending grew from 12 billion
rubles in 1990 to 23 billion in 1991 and is estimated to have reached about 329 billion in 1992. The huge
increase observed in 1992 relative to 1991 corresponds, however, to a large extent to compensation for
price increases. In all, social spending increased in real terms by only 14 percent between 1991 and
1992. The main factor in this increase was the introduction in January 1992 of the Chernobyl Fund, an
emergency program aimed at compensating the populadon affected by the catastrophe at the Chernobyl
nuclear plant. With the Chernobyl Fund excluded, social spending appears to have remained constant in
real terms. Some redistribution of resources was made in favor of the education and health sectors, and
at the expense of cash benefits.

5. The Government is obviously facing increasing difficulties in sustaining the exdsdng set
of social programs and implementing further the reforms under consideration, especially in the context
of the current economic situation. Social expenditures represented, in 1992, nearly 80 percent of total
public expenditures and 39 percent of GDP (up from 29 percent in the previous year) (see Table 2). To
compensate for the contraction of economic activity in 1992 and the parallel decline in the wage bill and
tax base, financing of the 1992 social expenditures was achieved through a substantial increase in the rate
of payroll taxes - which now reaches nearly 60 percent. The Government budget deficit also increased.

6. In the short run, the financial sustainabilityof this overall set of programs seems doubtful.
The financial burden currently imposed on the society may threaten price stability and the Government's
capacity to embark on a stabilizadon program. The existing set of programs may also be inadequate for
the transition to a market economy, and over the longer term. Reforms should also prepare, gradually,
for increasing participation of the private sector in the delivery of social services. Therefore, the set of
social policy programs in Belarus is in urgent need of careful analysis. The results may require the
search for a sustainable, and probably less expensive, set of programs. The Government will need to
identify a satisfactory package of benefits and services to be maintained in the short run and to prepare
for appropriate longer-term reforms. This Annex, which constitutes a first attempt in this direction,
provides an overview of social programs and social protection in Belarus and presents some options for
consideration.
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Table 2: BELARUS SOCIAL EXPENDITURES, 1991-92
(Percent)

As Share of Total
Public Expenditures As Share of GDP 1991192

l - -______________________ 11991 199 21992

Social Expenditures Total
Incl. Chernobyl 73.2 79.0 28.5 39.0 114.3
Exc. Chernobyl - 69.5 - 34.3 100.4

Education/Culture 14.1 15.7 5.5 7.8 119.1
Health 7.7 10.0 3.0 4.9 137.6
Pensions 18.7 14.8 7.3 7.3 84.3
Child Allowances and
Other Benefits 11.3 19.1 4.4 9.4 179.0
Incl. Chernobyl Fund _ _ _ _ _
Excl. Chenobyl Fund - 9.1 - 4.5 88.5

Subsidies 21.3 19.0 8.3 9.4 95.2
Employment Programs 0.1 0.4 - 0.2 -

Because the 1991/92 GDP deflator was used, the indicative value of the real changes is limited.
Source: Department of Finance.

CASH BENEFITS, INCLUDING PENSIONS,
DISABILITY, AND FAMILY ALLOWANCES

7. The government provides several cash benefits, most of which are financed through
payroll taxes and administered by two extrabudgetary funds: the Pension Fund and the Social Insurance
Fund. Formerly, with the system of state orders and full employment, both revenues and expenditures
of funds that maintained these benefits were predictable. A privatized market economy will not be as
steady, and for the remainder of 1993 there will be the threat of restructuring and declining demand in
some enterprises that will have potentially adverse effects on revenues. The impact of inflation, among
other factors, will be difficult to predict. For these several reasons, the funds should be operated with
caution to avoid fiscal imbalance.

8. Despite these potential difficulties, estimates from the Ministry of Finance regarding the
Pension Fund suggest that, for 1992, receipts of 84 billion rubles readily exceeded payments of 73
billion. It should be noted, however, that the payroll tax rate was raised during that year to ensure
financial equilibrium. Following adjustments in the minimum wage, pension minimums were raised in
May 1992 to 900 rubles, and in November 1992 to 2,000 rubles.

9. The payment obligations of the pension system are substantial. Pensioners number 2.3
million, and there are about 0.3 million disabled persons and war veterans and their dependents whose
payments are also financed from the Social Insurance Fund (see Table 3). This number constitutes nearly
a third of the total population. In addition to making pension payments, the fund must support payments
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of family allowances and other benefits that in 1992 were estimated to be about a third the size of total
pension outlays. The Ministry of Social Welfare also operates homes for the aged and disabled and
provides prosthetic devices for groups it supports.

Table 3: NUMBER OF PENSION AND SOCIAL ASSISTANCE RECIPIENTS
(Thousands)

_____________-_______i____ 19907 17:4:: 991 -l0;07: :992 * ::
l~~~~~~~~~~~19 III

Total Number of Recipients 2,208 2,254 2,336
By Pension Types:

Old Age Pension 1,706 1,725 1,818
Disability Due to Injury at Work 17 17 17
Disability Due to Poor Health 238 240 248
Survivor's Pension 103 98 97
Longevity Pension 4 3 3
Personal Merit Pension 50 49 14
Social Pension 28 37 69
Military Service Pension 61 85 70

Shares b Penibon -Types (%)
Old Age Pension 77.3 76.5 77.8
Disability Due to Injury at Work 0.8 0.7 0.7
Disability Due to Poor Health 10.8 10.6 10.6
Survivor's Pension 4.7 4.4 4.1
Personal Merit Pension 2.3 2.2 0.6
Social Pension 1.3 1.6 3.0
Military Service Pension 2.8 3.8 3.0

G. iwth Rates by Pension Types (%)
Total Number of Recipients 2.1 3.6

Old Age Pension 1.1 5.4
Disability Due to Injury at Work -3.1 1.6
Survivor's Pension -4.7 -1.3
Longevity Pension -11.0 -20.4
Personal Merit Pension -2.3 -71.2
Social Pension 28.1 90.4
Military Service Pension 40.1 -18.5

* Data as of January 1, 1992.
Estistro..

Sore Ministy of Social Protection.
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10. An issue is whether, without abandoning its obligations to provide for these beneficiaries,
the Ministry of Social Welfare could find some means of reducing its payments should revenues fall
below expectations. During the period of inflation, there has been a tendency for the value of pensions
to be compressed toward a flat rate by giving a full adjustment at the bottom of the scale and a lesser
adjustment for higher pensions. During any impending crisis, such a compression may be the fairest way
of sharing the burden of adjustment during those months before employment and output expand on the
basis of a functioning market economy. Technical assistance might be appropriate to help the ministry
evaluate alternatives and establish priorities. Establishing contingency plans could also be considered.

Retirement Pensions

11. Belarus pension schemes consist of two major branches: one for the civilian population,
the other for the military. Within each, all traditional types of risks are covered. In addition to the general
schemes, however, a number of special conditions apply to particular population groups; these are
recognized special 'merits." The principal rules for determining the pensions have been adapted from
the FSU legislation (Law of 1990). They tend to produce a pension distribution more equal than the
wage distribution. As the wage structure is itself compressed, pension inequality is indeed extremely
limited. In 1992, almost 90 percent of pensions were found clustered between once and twice the
minimum wage, although, in principle, pension amounts could reach up to 10 times the minimum wage.

12. The retirement age is low in Belarus: 60 years for men and 55 for women, and for some
occupation groups it may be lowered by 10 years - usually in the case of unhealthy and/or strenuous
working conditions. However, only 2 percent of pensioners enjoy early retirement. The current
retirement age was fixed in the past for the entire Soviet Union, and it has been maintained at that level
by the Government of Belarus. Length of service also determines eligibility for old-age pensions; the
minimum length of service is 25 years for men and 20 for women. The following formula is used to
determine the amount of benefits to be received by a man:

P = 55% * w + 1% * (T-25) * W

where: P equals the pension amount, w is the average wage of a pensioner for the 5 best years of service
out of the last 15 years of service, and Tis length of service. For women, 20 should be substituted for
25.

Disability Pensions

13. Age and the length of service of the individual determine eligibility for a disability
pension. There are three categories of disability: for the first and second groups the amount of pension
received equals 55 percent of wages earned by the individual. (Those in the first group also receive a
supplement for health care.) Individuals in the third group receive only 30 percent of.wages earned. If
disability results from an industrial accident or a disease, then pensions are higher. Persons disabled from
birth receive a minimum pension, free medicine, free transportation (since January 1, 1992), cash
subsidies on gas for their cars, and several other benefits. These supplementary benefits are financed
through the state budget.
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Economic Position of Pensioners

14. The relative position of pensioners improved in 1991 over 1990. The average real
pension (215 rubles in 1991; 90 rubles in 1990 - deflated with the retail price index equal to 180.3
percent) grew by over 30 percent. The ratio of the average pension to the average wage increased from
34 to 42 percent. The ratio of old-age pensioners receiving the lowest pensions to the total number of
old-age pensioners decreased from 40 to 38 percent. Still, pensions are relatively low in comparison with
wages; moreover, it will not be possible to improve this relationship in the future within the pension
scheme adopted. The ratios of all pensioners to the total population and of old-age pensioners to the
employed are constantly growing (from less than 21 and 31 percent, respectively, in 1986, to over 22
and 36 percent, respectively in 1991). On the other hand, contributions are set at a very high level and
it would not be reasonable to raise them. A supplementary scheme for retirees, financed out of
individual, nonobligatory contributions, could be a practical means of reducing government obligations
and yet offering adequate income protection to the elderly.

Other Cash Benefits

15. Other types of cash benefits include newborn child, family, maternity (two types), funeral,
and sickness benefits; some are contributory, others are not. Some of these benefits are paid by the
Pension Fund, others by the Social Insurance Fund; the remaining are financed out of state budget
transfers.

16. Family, child, and maternity allowances are set as a multiple of the minimum wage and
indexed accordingly. For example, the maternity allowance is 10 times the minimum wage. Monthly
payments per child depend on the child's age; three age groups are listed: 0-3, 3-6, 6-16/18. Child
payments also depend on family status: single mothers, for example, receive a larger transfer.

17. As of May 1992, means testing of benefits has been introduced for child support
payments, in the following manner: 100 percent if the average income per family member does not
exceed twice the minimum wage; 50 percent if this income is between two and three times the minimum
wage; no payment if the average income per family is over three times the minimum wage. The payment
for children in the 0-3 years group is not means tested.

Stipends

18. Stipends are financed by the state budget (central or local) and, since January 1, 1992,
are fixed as a fraction of the minimum wage. They are granted to all students "making progress" at
universities (80 percent of the minimum wage at present), at vocational schools (70 percent), and at
special schools (50 percent). There are also various supplements to stipends. Stipends are also granted
by enterprises, although their number will probably diminish.

19. The share of stipends in the total monetary income of the population is less than 1 percent
(compared with over 15 percent for pensions and allowances in 1991). Nevertheless, this stipend scheme,
given limited resources, has low priority. Stipends could be replaced with loans to those students with
the highest grades, or to children from low socioeconomic backgrounds. The feasibility of introducing
fees should also be considered. Technical assistance in preparing such a scheme should be considered.
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Unemployment Benefits

20. Although unemployment benefits have been analyzed as part of employment policies in
Annex F, on the labor market, this type of cash benefit also needs to be discussed here in the context of
its incidence on total social spending. Introduced in 1991, unemployment benefits are administered by
the Employment Fund which is financed through a 1 percent payroll tax. Up to now, the Fund has been
in equilibrium and this category of expenditures still represents a very small fraction of total social
spending.

21. The current unemployment benefit system is based on insurance principles: benefits are
earnings-related and are financed through a payroll tax, and their provision is not subject to means
testing. The duration of benefits is shorter than in most Central and Eastern European countries.
However, strict budget constraints, especially in the case of rising unemployment, will require introducing
tighter qualifying conditions and lower levels of benefits.

Proposed Actions

22. As was indicated earlier, the Belarus Government is introducing a number of reforms in
the social sectors. Unemployment benefits were enacted in July 1991. A new pension law will be
implemented in 1993. A new law on family support is in preparation. These reforms reflect the
authorities' concern for sheltering the population against high and rising inflation and a prospective
increase in unemployment and drop in income. Such reforms represent a large share of Government
expenditures. In the short run the falling output, rising unemployment, and aging population, combined
with strict financial constraints, will make it very difficult to sustain the existing set of programs.

23. The Government will need to review carefully the coverage and level of benefits of the
pension schemes to evaluate options for maintaining Pension Fund expenditures in balance with revenues,
without further increases in payroll contributions. Changes in the retirement age, eligibility conditions,
and possible revision of the indexation mechanism will need to be considered. If the current economic
situation worsens, a transitory pension scheme that would pay flat-rate benefits may need to be
introduced. During the transition period, a comprehensive pension reform should be prepared on the basis
of full costing of reform options under alternative economic and demographic scenarios.

24. The entire set of other income support schemes will need to be reviewed. The policy
objectives of some of these allowances need to be re-examined. Both the coverage and the level of
benefits need to be revised, on the basis of an analysis of living conditions and the identification of
especially vulnerable groups. Increased targeting toward a limited number of population groups will
probably be required.

25. Some additional reforms, such as a change in the financing scheme of the sick pay
system, could also bring about cost savings. Such a change would require that both employers and
workers share the cost of short-term sick leave, leaving only long-term sick leave payments to the Social
Insurance Fund. Experience in other countries shows that this reform tends to reduce abuses in the
reporting of sickness, thereby reducing costs.

26. The current wuemployment benefits scheme may not be sustainable if unemployment rises
rapidly. The resources of the Employment Fund (1 percent of payroll tax) are currently very limited and
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a large fraction is used to finance the functioning of the Employment Services. Possible reallocation of
resources to this fund will need to be considered. A less generous transitory scheme may also need to be
introduced. Other countries, such as Estonia and Poland, which have experienced massive restructuring,
have abandoned earnings-related schemes and have adopted a simple flat-rate benefit. Such a scheme
appears both cost-saving and much easier to administer.

27. According to the Employment Law, high school and university leavers are eligible for
unemployment benefits. International experience shows that new entrants should not receive
unemployment benefits, as it induces them to delay their entry into the labor force. The Government may
wish to consider dropping benefits for new entrants.

Other Reforms

28. Other priority actions for near-term action include the following:

The capacity to undertake household surveys to measure the standard of living of the
population and the impact of the adjustment process should be strengthened. The need
to develop an information system to monitor changes in the labor market is equally
urgent. Both would be essential policy instruments and would increase the Government's
capacity to provide a quick response to changes occurring during the transition period and
to adjust its social protection programs accordingly.

A clear and well-conceived poverty line should be established, to be used for policy
guidelines. The current implicit poverty indicator (the minimum level of living based on
a basket of 600 goods and services) is neither adequate nor appropriately adjusted for
inflation.

The capacity to administer social security and social assistance programs should be
strengthened at both the central and municipal levels. Reform of the administration of
these programs will be necesary as privatization proceeds, since part of the
administration is currently handled through the state enterprises.

SUBSIDIES: FOOD, OTHER

29. Subsidies continue to play a major, although declining, role in the social protection
program. The line item "Subsidy on public consumption goods" constituted 33 percent of the aggregate
social welfare spending in 1990. According to the revised November 1992 budget, the share was a lower
19 percent of total public expenditures (see Table 2). This change emerged in part from the need to
allocate more of the budget to public sector wages to compensate for price increases. About 70 percent
of subsidies of this kind are assigned to food, especially milk, bread, cereals, and sugar. The subsidies
may distort markets for these products and hence may undermine incentives to produce, because of
producer uncertainty.

30. General subsidies are an ineffective and costly way of providing for the emergency needs
of a vulnerable population. There are more effective targeted approaches for reaching groups most in
need. Resources saved from the elimination of general subsidies could be redeployed through special
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assistance programs, including strengthened family allowances for vulnerable households (those with low
incomes and several children) and for the disabled, whose support through Ministry of Social Welfare
programs is precarious at best.

EDUCATION

31. Educational achievement has been substantial in Belarus (see Table 4). The literacy rate
approaches 100 percent and a high proportion of the labor force (77 percent) has at least completed
secondary education. General secondary education is good, and several institutions of higher education
are acknowledged as ranking among the top few in the FSU. Recent estimates of public spending on
education and cultural activities indicate that Belarus invests a significant share of its national product on
education (5.5 percent of GDP in 1991 and 7.8 percent in 1992). Nevertheless, efficiency has always
been low at all levels, and quality has stagnated in recent years. Overall quality of education is poorer
in rural areas, where the aging of the population will lessen the pressure for expansion and upgrading,
rather than alleviating it.

Table 4: EDUCATIONAL ATTAINMENT OF THE EMPLOYED POPULATION
(Based on 1989 Census)

No.ofPersons Percent of Total
Employed

Total Employment 5,297,461 100
Total number employed with at least primary

education completed 5,223,297 98.6
Employed with primary education completed 462,594 8.7
Employed with incomplete secondary education 697,407 13.2
Employed with secondary general education completed 2,078,397 39.2
Employed with secondary technical education completed 1,164,663 22.0
Employed with incomplete higher education 60,108 1.1
Employed with higher education completed ' 760,128 14.4

£ Completed three years or less in post-secondary or higher education.
Completed more than three year. of higher education.

Organization and Financing of the Sector

32. In 1989, three separate ministr,es were brought together into one Ministry of Education,
presently employing 168 central staff. The goals of the Ministry are (i) to gain control over its own
budget (presently determined by the Ministry of Finance); (ii) to increase the share of government
spending on education; (iii) to raise the wages of teachers, which are significantly lower than in the rest
of the economy; and (iv) to upgrade the quality of education and the physical infrastructure of the sector.

33. The Ministry of Education is responsible for 86 percent of all educational spending in the
republic. Of this amount, 86.2 percent is channeled through block grants to the oblasts and the City of
Minsk, and the remainder is spent at the central government level. There are small extrabudgetary funds
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which amount to 2 to 3 percent of Ministry of Education appropriations. Educational spending by other
ministries is primarily for specialized higher education at the republic level.

The Ministry of Education

34. Ministry of Education appropriations at the republic level finance higher and specialized
education, although only 19 of 34 higher education establishments and 38 of 130 specialized secondary
schools are funded through its budget. The other institutions belong to the respective ministries (Health,
Defense, Culture, Sports, etc.). Although pre-school, primary, and secondary education are the
responsibility of local government, the central government sets educational policy and standards, and a
substantial number of schools - for example, one-third of all pre-schools - belong to republic-level
factories and enterprises are funded through central government appropriations.

35. Higher education accounts for two-thirds of the Ministry of Education's spending at the
republic level, and specialized secondary schools absorb another 15.6 percent. Other spending is for a
variety of specialized institutions.

36. About 30 percent of the budget spent by the Ministry of Education at the republic level
is for wages and salaries. Education has traditionally been a female-dominated occupation, which has
experienced difficulties attracting quality teachers because of low wages - and wages have fallen further
in relation to other occupations during the past 5 to 10 years. In February 1992, the average wage for
education personnel (teaching and nonteaching) was 1,189 rubles per month, or 74 percent of the non-
farm average wage and 61 percent of the average wage in industry. The new law on education stipulates
that, as of September 1, 1992, the average wage of teachers must equal the average wage of functionaries
in industry, and the average teaching wage in higher education institutions must be 1.5 times this wage.

37. Education increased its share of the government budget in relation to the 1980s.
Educational spending as a share of the national product (NMP) also increased in recent years and accounts
for approximately the same share as in 1970. Spending on education was 7.6 percent of NMW in 1970,
fell to 6.2 percent in the mid-1980s, and peaked at 7.4 percent in 1991. The trend is to some extent a
reflection of the transfer of previously all-Soviet institutions to the republic and, more recently, the'
necessity of absorbing the extra expenses of enterprise-based institutions that enterprises are no longer
willing to finance.

38. However, the main impetus for increased appropriations for education is a deliberate
policy of shifting government spending away from the economic sectors and toward the social sectors,
which have not been able to modernize. In education, wages are low, the provision of supplies,
equipment, and textbooks is inadequate, and the physical plant is deteriorating. To rectify these problems,
the 1991 Law on Education in the Republic of Belarus stipulates that no less than 10.0 percent of national
product be spent on education. The most recent budget calculations show, however, that this target has
not been met. In the original budget for 1992, 10.2 percent of the national product was to be allocated
to education. According to the November revisions, all education spending at all levels represented 7.8
percent of GNP.

Local Government Block Grants

39. Block grants to local governments for recurrent spending are not earmarked, and the
Ministry of Education is able to determine the breakdown of local spending only ex post. Capital
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spending for construction is channeled through other ministries but has virtually come to a halt in the past
few years. In 1991, 52.0 percent of recurrent spending at the local level was for general primary and
secondary education, and another 17.2 percent was for three-year professional/technical schools (PTUs).

Educational Lssues

40. Although the level of literacy and general education is high and is fairly equitably
distributed, educational achievement is hampered by severe inefficiencies and has declined in recent years
as education's share of the national product fell to historically low levels during the 1980s. The
educational establishment increasingly allows local governments and institutions to design and manage
their own programs. However, resistance to innovation and autonomy at all levels is substantial, partly
because non-central government alternative sources of financial and human resources are few.

41. The Ministry of Education employs 285,000 people. The ratio of total students to total
Ministry of Education personnel is 6:9, which appears to compare unfavorably with other countries at
a similar level of development. According to Ministry of Education officials and employees, classes at
all levels are larger than is optimal in the cities. Outlying rural areas with small student populations have
the opposite problem, with a very high ratio of staff to students. The breakdown between teaching and
nonteaching personnel is unavailable, but there appears to be an oversupply of the latter, in particular.
Overstaffing appears to be one of the sector's chief problems.

42. In addition, the educational system is characterized by generous across-the-board support
for students and hidden subsidies for employees. For example, 23 percent of Ministry of Education
expenditure at the republic level is for student stipends, which are indexed to the minimum wage (the
average stipend is pegged at 80 percent of the minimum wage). The professional/technical schools spend
35.3 percent of their budget for food (for students and staff), the increasing prices of which have crowded
out other spending (on salary increases, materials, supplies, and maintenance).

43. Belarus supports an extensive system of pre-school, day care, and kindergarten facilities,
for which parents pay a nominal, but increasing, fee. The rising fees, the increasing inability of
enterprises and institutions to carry these facilities on their budgets, and the declining birth rates have led
to some reduction in the number of children in day care programs.

44. Primary/secondary education is in the process of transition from a 10-year system starting
at age seven to an I -year cycle starting at age six. Although general secondary education is strong,
particularly in mathematics and science, the system is very rigid. There is little flexibility in the choice
of curricula or textbooks, and many teachers lack the training to adapt the curricula and the "frontal
teaching" (lecturing with rote memorization) style to modern methods and subjects. In response, several
small lyceums have sprung up in the large cities. These provide additional evening and Saturday classes,
to paying clientele, in foreign languages, business, economics, and other subjects.

45. Vocational education is inflexible and is very occupation-specific. The efficiency of
vocational institutions is impeded by an increasingly severe lack of equipment and by deteriorating
contacts with enterprises. Whereas vocational schools previously trained people for jobs in specific
enterprises according to the latter's manpower requirements, retrenching enterprises are no longer hiring
young people, particularly with skills that are rapidly becoming obsolete.
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Recommendations

46. The Ministry of Education's goal of increasing appropriations to education will be
extremely difficult to achieve in the present environment of fiscal and economic crisis. The mandated
wage increase for teachers may not be feasible. It is also unlikely that there will be increased resources
for books, materials, and supplies, and for the upgrading of physical plant, all of which are essential.
Indeed, the most recent data show that the sector has barely been able to maintain its share of resources
in recent years, and the few measures designed to enhance efficiency that are planned or in place are far
outweighed by proposed expenditure increases. In addition, the "Belarusification' of the curriculum will
require substantial new resources for textbooks and materials.

47. The only possible solution to the fiscal pressures in the education sector would be a
dramatic increase in the efficiency of the delivery of services. This would be impossible without a large
transfer of personnel - particularly nonteaching personnel - out of the sector. There is an urgent need
for a careful study of personnel and wage policies in education. The input of new teachers into the
system by pedagogical institutions and the distribution among disciplines need to be reviewed. As the
most likely candidates for retrenchment of existing personnel are support staff women at the end of their
careers (pro-pensioners), mass retenchment would simply transfer responsibility for these people from
the education budget to the pension system; thus, this process must be approached with some caution.
Nonetheless, it is clear that substantial streamlining is unavoidable.

48. Some cost recovery measures are being introduced, but these are few and inadequate.
For example, the Ministry of Education intends to cut expenses for food in the professional/technical
schools but also plans to increase student stipends in compensation. The ministry also intends to have
students buy their own uniforms. Government should encourage both cost recovery and the transfer of
educational facilities and resources to the private sector. The willingness of parents to pay at times large
fees for private education points to a substantial effective demand. In particular, the policy of across-the-
board student subsidies, which are not based on need and which are pegged to the minimum wage, needs
to be changed to a targeted, means-tested system.

49. Measures to increase efficiency and recover costs are more evident in higher education,
at which level it is expected that up to 50 percent of all students will pay school fees within the next few
years. Several private institutions are already in operation, and many public institutions are allowing
students to enroll on a paid basis - in special courses, in separate fee-for-services departments, or as
paying graduate students. There is also discussion of moving away from the present lifetime tenure
system to hiring faculty on contracts. All of these measures should be broadened and deepened.

50. Finally, the Ministry of Education's lack of control over own resources is a symptom of
the extreme rigidity of the educational system. The ministry should be encouraged in its efforts to gain
more autonomy over its line-item budget. An immediate policy goal of the ministry is to increase its
resources by abolishing value added tax (VAT) on educational institutions. Such a policy should be
discouraged, as it will cost the government substantial revenues (unless educational appropriations are cut
accordingly), and it is also likely to lead to requests by other sectors for special treatment. There is a
critical need for the training and upgrading of educators and administrators. Entire disciplines in business
and the social sciences (sociology, Western economics, business, management) are lacking, and
professional training in most fields has suffered severely from a lack of up-to-date technology and
educational materials.
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POPULATION AND HEALTH

Health Status of the Population

51. Since about 1970, there has been a troubling decline in life expectancy, especially for
males, in the Slavic republics of the FSU, including Belarus (see Table 5). This decline contrasts with
improvements in life expectancy in all other parts of the world. Among the causes of this decline are
unhealthful behavior (smoking, alcoholism, poor diet, lack of exercise) and environmental insults such
as toxic wastes and work-related hazards. The City of Novopolotsk, among those with the highest levels
of industrial pollution, exhibited high rates of upper respiratory diseases and skin disorders in the period
1985-89, for which period data are available from 10 Belarus cities. Half of all adults smoke at least one
pack of cigarettes a day; tobacco is a primary cause of cardiovascular circulatory disease and cancer,
three of the four principal causes of death (the fourth is injury). Some critical behavioral changes, along
with low-cost efforts to create a more healthful environment, could yield striking improvements in life
expectancy that would more than reverse the deterioration in health of the past two decades.

Table 5: LIFE EXPECTANCY, 1970-90

Year Male Fanale Total
1970 68.1 76.0 72.5
1990 66.3 75.6 71.1

Source: Ministry of Health.

52. There is no evidence that the Chernobyl accident has caused increases in cancer rates.
As elsewhere in the world, stomach cancers may be in decline, but lung cancer is increasing, probably'
because of increased tobacco use. There has been a reported increase in thyroid cancer among children,
which could be linked to post-Chernobyl radiation. Health authorities will continue to monitor this
situation and to try to develop a satisfactory response.

Demographic Change

53. Population growth in Belarus has been slow since 1970, increasing by 13.4 percent over
the 21-year period to 1991 - an average annual growth rate of 0.6 percent (see Table 6). The age
structure of the population changed as the 0 to 14 age group decreased from 29 percent of the population
to 23 percent (see Table 7). The 15 to 59 age group expanded from 58 to 60 percent, and the 60-plus
group has grown from 13 to 16.7 percent. The age dependency ratio has decreased from 610 to 511
dependents per 1,000 working age, reflecting a 10 percent decrease in children 0 to 14 but a 37 percent
increase in adults over 65. The 1991 Belarus population structure is comparable to that of industrialized
countries with market economies, for example Canada, but with a somewhat higher proportion of children
and with a smaller proportion of adults of working age.
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Table6: POPULATION AGE STRUCTURE
(Selected years)

Ap Group Popatin Avnp Annual Growth

1970 1900 1990 1991 197040 1980-90 199091

0-14 2,606,295 2,201,450 2,356,996 2,355,211 -1.55 0.71 -0.01

15-59 5,210,693 6,070,442 6,189,464 6,146,911 1.65 0.20 -0.07

60+ 1,181,908 1,319,865 1,664,892 1,710,330 1.17 2.61 0.27

Total 9,002,338 9,591,757 10,211,352 10,212,452 0.65 0.65 0.00

Age 0.610 0.510 0.505 0.511
Dependency
Ratio

Sourm: Ministry of Health; calculations.

Table7: COMPARATIVE DISTREBUTION OF POPULATION
BY BROAD AGE GROUP

(Percent)

Age Bcars Devel bxhoptng Indus ized: Can
Group Contis b Market. 1991

1985 Economi'es 

0-14 23.1 37.5 20.7 20.9

15-59 60.2 56.9 62.0 63.1

60+ 16.7 6.5 17.3 16.0

Sources:
Ministry of Health.

b World Bank, The Health Qf A&ds in the Deweoping World, 1991.
Statistics Canada, Health Reports 1991, Vol.3, No.4 (Post Cenalu Population Etimate).
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54. The Belarus health system will have to respond in the next decade to the needs of adult
health. Health facility locations will have to be reconsidered in the light of the major rural-urban
migration of the last decade. Health goals could focus on reducing morbidity and mortality from both
communicable and infectious diseases such as tuberculosis, noncommunicable diseases such as alcoholism,
and risk factors such as smoking and pollution. The system must meet the chronic care needs of an aging
population. Priority for adult health and for the elderly will have to be maintained in the special context
of added requirements to respond to the effects of Chernobyl.

Mortality and Risks to Health

55. The infant mortality rate in 1991 in Belarus was in the lower third of the range for
European countries (12.1 per 1,000 live births - 36 percent lower than that in Poland for the same year)
(see Table 8). The rate varied little across oblasts, the highest rate being in Gomel (13.4 per 1,000 -
19.6 percent above the lowest rate of 11.2 per 1,000 in Mogilev).

56. The maternal mortality rate (maternal deaths per 100,000 live births) was 31.1 in Belarus
for 1991, also an encouraging figure compared with the range in Europe, although significantly higher
than the low end of the European range of 1.8 deaths per 100,000 live births (Table 8). The range
among oblasts was large, however, with Vitebsk having the highest rate of 61.9 and Minsk oblast having
the lowest, at 10.2. This wide variation will warrant further examination and corrective measures if it
is confirmed. Both figures for Belarus demonstrate the relative success of maternal and child health
programs but also show that there is unfinished business in this area. A UNESCO/WHO mission in
February 1992 expressed concern over the high multiple abortion rate and its effect on the health and
reproductive lives of women. Strengthening family planning programs is among the highest priorities
for enhancing women's health.

57. Mortality from infectious and parasitic diseases was 7.1 per 100,000 in 1991, lower than
8.0 per 100,000 in Poland, but well above the low end of the range of 2.1 per 100,000 in OECD
countries (see Table 8). Mortality from tuberculosis is low compared with that from other causes, but
remains a serious problem, with an incidence of 30.9 per 100,000 - somewhat lower than that for
Poland, which has the most severe tuberculosis problem in Europe, at about 49.0 per 100,000, but
significantly higher than the 7.5 cases per 100,000 in Canada and the 9.0 per 100,000 in the United
States. The rural figure for Belarus is 42.8 per 100,000. The rate is increasing in the country as a whole
but particularly in the capital of Minsk, in Minsk oblast, and in Gomel oblast, the last having the second
highest rural incidence of tuberculosis.

58. The present approach is to hospitalize persons with tuberculosis in sanatoria. This
outmoded procedure of socially isolating people as a part of treatment needs to be re-examined, as does
the adequacy of active tracing of contacts. Plans were reported for undertaking fluoroscopic screening
of the entire population. The cost-effectiveness of this approach needs to be exarnined, as do the potential
effects of exposing the population to excess radiation from the fluoroscopy.
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Table 8: COMPARISON OF SELECTED INDICATORS IN MORTALITY AND RISK

Belarusa Eturpe 4 Poland 

Infant Mortality 12.1 5.3 26.9 19.3
/1,000 live births

Maternal Mortality 31.1 1.8 130.0
/100,000 live births

Infectious and 7.1 2.1 19.9 8.0
Parasitic Diseases
/100,000
population

Respiratory 73.3 36.8 122.6 41.0
Diseases
/100,000
population

Injuries and 100.0 32.7 115.4 78.0
Poisonings
/100,000
population

Sources:
* Ministry of Health.
b WHO.

Poland, Institute of Medical Statistics.

59. Mortality from respiratory disease is 73.3 per 100,000, twice the lowest European rate
and almost 80 percent higher than Poland (Table 8). Mortality from injuries and poisonings is 100.0 per
100,000, three times the lowest European rate of 32.7 per 100,000 and 28 percent higher than in Poland.
Programs targeted to reduce mortality, particularly from respiratory diseases and injuries, need to be
developed.

60. Just as the population structure of Belarus approximates the structure of industrialized
countries, so too does the pattern of major causes of deaths. Diseases of the circulatory system, cancers,
and trauma and poisonings account for about three-quarters of deaths, which is also comparable to
Poland, but with slightly higher mortality in trauma and lower mortality in cancers (see Table 9).
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Table9: DISTRIBUTION OF SELECTED MAJOR CAUSES OF DEATH
(Percent)

Belamu apoland b Rdu Mialized
1990 1990 Coun--ies

-1985

Diseases of the 50.9 52.4 50.0
Circulatory System

Neoplasms 16.1 18.7 18.0

Trauma and 9.4 7.7 6.0
Poisonings

Sourcos:
* Ministry of Health.

Instituteg of Medical Statistics.
The World Bank, Health Sector Priorities Review.

61. The pattern of mortality indicates a need for continued programming in acute intervention,
specifically at the primary care level, but also points to the need for public health programs for prevention
and, particularly, health promotion.

62. Further data are required on risk factors such as smoking, alcohol consumption, diet, lack
of exercise, and exposure to social and environmental risk factors. A number of environmental factors
affect health. There appears to be substantive, continued use of asbestos for construction materials,
despite a recognition of its harmful effects. Concern exists in the ministry over high lead levels, in some
areas attributed to the attempt to put out the nuclear "fire" at Chernobyl with lead that subsequently
vaporized. Because of natural deposits the concentration of nitrates is high in artesian wells, affecting
as much as 70 percent of the rural population. The level of antibiotics in animals and milk is a concern
to the ministry; estimates are that 1.5 to 2.0 percent of meat has unacceptable levels of antibiotics.

Health Expenditures

63. Expenditure on health as a share of GNP/GDP is considerably lower in Belarus than in
other Eastern European and OECD countries (see Table 10). In 1991, Belarus spent 3.0 percent of GDP
on health compared with 5.7 percent spent by Poland, 5.3, percent by Hungary (1987), 6.2 percent by
the United Kingdom, 9.3 percent by Canada, and 8.6 percent by Sweden. This level increased in 1992
to 4.9 percent, still low in comparison with other countries. Data obtained must be considered
preliminary, however. Some health sector expenditures may not be fully accounted for or may be
incorporated in other sector expenditures. The Ministry of Finance is compiling comprehensive data that
are expected to be available in early 1993.
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Table I0: SELECTED HEALTH EXPENDITURES (HE)
AS A PROPORTION OF GDP

Country HE/GDP%)

Belarus 2.8

Other Eastern Europeanb
Poland 5.7
CSFR 5.8
Hungary 5.3

UK! 6.2

Canada' 9-3

Sweden' 8.6

Sourca:a
a Ministry of Finace; staff estimates.
" The World Bank, Poland Health System Reforms, Meeting the Challenge,

Jan. 9, 1992, No. 9182-POL.
Scheiber, G. J., et at., "U.S. Health Expenditure Performance: Interational
Comparsn and Data Update," Health Financing Review, Summer 1992.

64. Health services are funded through the Ministry of Health, a number of enterprises which
are experiencing increasing difficulties in maintaining their health facilities, and the Ministry of Social
Affairs, which operates some homes for the aged. For example, while the 1992 adjusted Ministry of
Health budget is 41,446 million rubles (as of November 1992), additional health and health-related
services account for 8,046 million rubles. These include homes for the aged and contain Chernobyl and
Social Insurance Fund expenditures as well as an additional amount for subsidies to the communal
network in rural areas for pharmacy price increases.

Ministry of Health Systm Structure

65. Starting with the most basic facility, the system of health facilities under direct control
or oversight of the ministry has, at its lowest level, a small ambulatory center (called an FAP) staffed by
afeldsher (with 2.5 years training post grade 10), a midwife, and sometimes other full- and part-time
staff. The next level rural facility is a Doctors Ambulatory Center, a polyclinic staffed by a physician
nurse and other health workers. This is followed by a Rural Division Hospital of 25 to 100 beds, then
by a Central Regional Hospital of 300 to 1,000 beds, an oblast Clinical Hospital of 1,200 or more beds
and other oblast-level facilities (children's and psychiatric hospitals, and tuberculosis sanatoria), and, at
the most complex level, the national level facilities (oncology, cardiology, and so forth).

66. The role of the small ambulatory center (FAP) is under question. In a recent survey
conducted in one oblast, 37.2 percent of 200 respondents (54.9 percent mid-level health personnel, 45.1
percent doctors) responded 'No" to the question, "Are FAPs needed?" Only 55.3 responded
affirmatively. For the latter, 85.7 percent felt that FAPs should be part of the next level. The principal
issue seemed to be improvements in the quality and effectiveness of FAP services through clinical and
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administrative control of FAP staff by the Small Hospitals. FAPs presently report to the village soviets
which give them their budgets. Only 19 percent felt that FAPs should remain on the village soviet
budget, a majority of 51.4 percent wanted to transfer FAPs to the kolkhoz/sovkhoz budget, and 29.6
percent wanted a transfer to the Ministry of Health budget. Many favor a change to the kolkhoz/sovkhoz
level because it is wealthier than the village soviet level.

67. Two other survey results were of particular interest. Half of the respondents felt that the
role and function of the FAPs should be extended to include treatment, and 79 percent felt that FAP
services should be part of a health insurance scheme.

Health Resource Use

68. Resource levels in Belarus are typically very high, with 12.4 hospital beds per 1,000 and
32.9 physicians per 10,000 in 1991 in the Ministry of Health network. With all facilities and physicians
in the system, the rates are 13.2 beds per 1,000 and 40.7 physicians per 10,000. This is twice the hospital
bed rate in North America, and the physician rate is four times the low end of the OECD physician
supply rate, placing Belarus nearly at the top of the physician rate range. The bed rate is also four to
five times the bed planning targets being imposed by health authorities in North America, who are also
beginning to look toward implementing strict medical manpower control policies. Utilization of hospital
facilities in Belarus is also high - for example, the admission rate is 245 per 1,000. This is 50 percent
higher than the top of the OECD range of 163 per 1,000. The average length of stay in acute facilities
is 15.3 days, significantly higher than the North American average lengths of stay of 7 to 8 days in many
jurisdictions.

69. The number and mix of health care personnel and their relative roles is not in accord with
needs arising from demographic contemporary health manpower directions: there are too many people
trained as physicians, and their numbers and roles are not in sound balance with other personnel such as
nurses. Physicians in facilities at first contact levels could treat more patients rather than referring them
up the system to specialists and higher-level facilities. Ideas and talk regarding prevention and health
promotion need to be translated into more effective action programs.

70. In many areas, the quality of care is not up to contemporary Western standards. Shortages
of basic medications have been identified by a February 1992 UNICEF/WHO mission. The risk of an
epidemic of diphtheria and possibly of polio is high. Rural-urban migration and an aging population have
made the present mix and likely levels of facilities inefficient. Many of these facilities need physical and
technological upgrading. Contemporary management, financial administration, and audit systems are not
in place. While budget categories are established, data are not collected routinely. This makes it difficult
to strategically plan and direct the system toward producing health gains in the population in ways that
are both efficient and responsive to population-based needs.

71. The average monthly wage of health sector workers is about 73 percent of the average
wage in the country. As improvements in efficiency are made because of structural changes and
management infrastructure developments, there will be a need to reassess wage levels for more highly
trained workers. Otherwise, the syndrome of "pretended work for pretended pay" will take hold, as will
black market payments.
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Actions in Process

72. The Goverment is taking valuable steps to begin addressing some of these problems. The
process of devolving authority to the oblast level has begun. The Ministry of Health now only reviews
health budgets of the oblasts. This process, although potentially valuable, remains weak because of the
absence of accountability mechanisms. A second year of internship for physicians is being introduced
this year. A new post-secondary nursing program, some four years beyond grade 11, has been started
to provide higher-level preparation for nurse clinicians and administrators. An embryonic quality
assurance/medical audit program is now in place to assess the quality of practice of physicians. Next
year, allocations to the regions will be on a per capita age/sex adjusted basis - a significantly more
rational approach than in the past.

73. Three draft bills have also been prepared. One deals with general principles and
obligations regarding health service delivery. A second deals with the sanitary and epidemiological
protection of the public and opens the door to placing inspections on an 'economic" basis. The third
deals with the matter of insurance and the financing of health care. The values, goals, principles, and
implications of each piece of draft legislation have not been worked through clearly - either technically
or with key stakeholders in the system. The health insurance bill, for example, is technically limited,
presupposes solutions without having worked out economic and policy considerations, and is premature.
A government-wide commitment to reform the system needs to be articulated and initiate,d to ensure
greater efficiency in the use of available resources and greater effectiveness in achieving improvements
in the health of the population before with other reforms, such the introduction of health insurance, can
be undertaken.

Proposed Actions

74. The following specific actions merit consideration as methods of improving health sector
efficiency.

- A high priority should be placed on acquiring vaccines, particularly diphtheria and polio
vaccines, and on designing an emergency immunization strategy.

- A program of cost containment through efficiency improvements should be initiated. It
could be implemented quickly (for example, by shifting many in-patient procedures to
an ambulatory basis).

- The roles of the small ambulatory centers and higher-level system facilities should be
reviewed to establish a-rational, responsive system structure.

- A clear strategic, policy, and regulatory role for the Ministry of Health in the context of
a devolved system of delivery should be developed, and all parallel health systems should
be integrated.

- Devolution of service delivery should be continued, with clear delineation of the roles of
the ministry and the "oblast" and "rayon' levels and within a clearly stated accountability
framework.
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A program for strengthening present quality assurance initiatives should be established
by developing formal links with selected medical faculties in Europe and North America
that would participate in on-site training in Belarus.

A program should be developed to familiarize the Ministries of Health and Finance, as
well as select oblast-level staff, with accountability mechanisms, management and
financial control systems, health information systems, and the necessary technical,
organizational, and legal infrastructures to permit a modern approach to direction,
management, and oversight in the health sector, and a project to build these instruments
and implement them should be undertaken.

- A major strategic planning study should be undertaken to develop health service human
resources. The need for health workers should be defined in the context of their
restructured roles and strategic level human resource policies and planning directions.

- A training initiative should aim at developing a program of health promotion, focusing
on applying the concepts of the WHO Ottawa Charter on Health Promotion.

- Primary care, prevention, and health promotion should continue to be the main focus for
resource allocation. The focus should be placed on special target groups (women and
children, persons with tuberculosis, the elderly) and on special rural sectors.

- A program to develop health insurance should not be encouraged until commitment in
this direction has been made and suitable action initiated, and then it should be
undertaken in the context of planning for the total social safety net.

- Following these initiatives, a program of technological upgrading of facilities should be
prepared.
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THE TRANSPORT SECTOR

POLICY OVERVIEW

1. The transport infrastructure in Belarus is in fair condition, and people and goods are being
moved. The immediate requirement is foreign exchange for spare parts for urban transport and for road
maintenance equipment. Structural reform and privatization are the next requirements, to ensure the
evolution of an efficient, market-based transport system. This is particularly important with regard to
road freight transport. A competitive and efficient trucking industry is essential to the development of
a productive market economy. In addition to reform measures, the backlog of highway maintenance has
to be cleared up (financed by road user fees), and there is a requirement for investment, possibly
substantial, in strengthening and improving highways and bridges. Rehabilitation and upgrading of the
main east-west road is desirable and may be a legitimate candidate for outside assistance. Technical
assistance and training are needed in conjunction with road construction and maintenance and with railway
operations.

Spares

2. Bus Spares. Urban bus transport (60-plus percent of city trips - the rest are tram and
trolleybus trips) may deteriorate seriously within six months. The problem lies with the made-in-Hungary
Ikarus buses that make up 70 to 80 percent of the buses in city service. Hard currency is needed for the
spares, and 20 percent of these buses are already idle. The Ministry of Transport (MOT) wants $13
million for Ikarus parts. Of the two candidates for critical import assistance in the transport sector, this
is the more pressing.

3. Spares for Road Maintenance Equipment. The other critical import is spare parts for
highway maintenance equipment. While some highway segments will need rehabilitation or upgrading
fairly soon, the main highways are, for the most part, in acceptable shape. But maintenance has been
neglected, and much of the necessary equipment is not in operating condition. This equipment comes
largely, from former East Germany and Poland, and hard currency is needed for parts. If maintenance
is not attended to, future requirements for major highway rebuilding will be substantially greater.

Policy

4. In terms of government transport policy, there are some positive trends. Except for a
contribution toward 25 percent of the bus operating deficit (which is largely due to urban service), there
are no direct central government subsidies. Nonetheless, both the railway system and the aviation
concern have the potential to run semipermanent operating losses; the Belarus Government should be
strongly encouraged to maintain its position to the effect that these two enterprises are strictly commercial
(if the Government insists on nonremunerative rail passenger service, then it should make direct
compensation). There is undesirable cross-subsidy between MOT's truck and bus operations and within
the railway. Rail freight rates (with one exception, discussed below), airline fares, and truck rates are
all unregulated. The beginnings of a competitive truck market appear to be present. There could be
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viable privatization in air service, trucking, and taxis, but in every case some significant restructuring
of existing enterprises is required.

CURRENT CONDITIONS

Pasener Srvice

5. Some 70 to 80 percent of all passenger trips are made by bus. MOT's busa carried 2.30
billion passengers in 1991, down slightly from 2.40 billion in 1990 and 2.31 billion in 1989. MOT
attributes the decline to both macroeconomic conditions and a steep (proportionately) increase in fares.
Buses provide urban, suburban, rural, and intercity service. Table I indicates the relative importance
of the passenger transport modes.

Table 1: ANNUAL PASSENGERS CARRIED, BY MODE a
(Millions)

1990 19

Bus 2,399 2,302
Trolleys and Trams 1,000 1,000 (approx.)
Rail 147.2 130.7

(of which, suburban) (127.2) (110.9)
Minsk Metro 101.6 101.6
Taxi 30.1 34.1

* Numbers of psngr are not additive acros modes; there is a significant overlap. A single urban trip may
involve more than one mode becaue of trsfers (e.g., from bus to tram, from trolley to metro or suburban ranil,
etc.).

6. MOT owns approximatdy 12,000 buses (of a total of 31,000 in the republic). Only
MOT's vehicles are used in regular public service; the other 19,000 buses belong to large enterprises
which use them to transport their own people for various purposes (but not to bring them to work when
the public service is a viable alternative).

7. Operating losses for the entire MOT bus system were 64 million rubles in 1991,
compared with a profit of 28 million in 1989 and a loss of 27 million in 1990. Losses for 1992 are
projected to be 1.3 billion. The 1992 budget for the republic has an item of 338 million rubles as the
central government's contribution - just under 25 percent of the total. Of the remainder, half comes
from local government and half comes from cross-subsidies within the associations and enterprises. The
burden of the 1992 bus operating deficit is to be shared approximately as follows:

Central govermnment 25.0 percent
Local government 37.5 percent
Cross-subsidy 37.5 percent.
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8. The levels of urban losses considerably exceed those of total bus losses. For example,
in 1991 urban losses were 98.5 million rubles against the total of 64 million. Profits from suburban and
intercity services were providing some offset. MOT recovered approximately 55 percent of the cost of
urban bus service from the farebox in 1991. Trolleybuses, trams, and the Minsk metro (none of which
is under MOT) all have cost-recovery ratios of about 50 percent. The railway is currently cross-
subsidizing passenger service out of freight profits, but the cost-recovery ratio is not Inown (and railway
management believes the practice cannot be continued much longer because of shrinking freight profits).

Freight Service

9. Table 2 provides some basic information on freight movement in Belarus.

Table 2: FREIGHT MODE SPLIT AND AVERAGE TRIP LENGTH, 1991

. ,I nubr do no_ _ld tra- i trfi (ie, trafi whc is hale thog _,au ueteroiiae o
terminates there). ~ ~ ~ ~ ~ ~ ~ ~~Prcg6

Tons t - Phrcced Ton c b agroes Trow
(millions) Share of thoe lon Shaue mIarth cu

Rai* 150 26 41,77 82 278

Truck b406 71 7,336 14 18

e xl numbers do not include tnn-it tuffic (i.e., traffic which is hfuled thtnomgl Bears but neither originates nor
termkae there).
t Trsck numbers include only tr(ffic hulledbyfraim by in countgricul,butl end other enterprise s of their own
freight (privsw casubge) is not includd. Long-haul Belaus traffic curied by Rosavtot (the Russian long-haul
carrier) is also not included.

O0. The numbers in Table 2 understate the truclc share of the long-haul market because of the
exclusion of non-MOT traffic. There are no hard data on freight that nontransport enterprises haul for
themselves (such information is hard to come by in any country), but there is every reason to be]lieve that
such freight is substantial, especially the agricultural traffic. Further, Rosavtotrans has two long-haul
enterprises operating in Belarus with 700 trucks between them. In any event, with privatized and
competitive trucking firms, the truck share of the long-haul freight market would begin to rise
significantly.

11. As the average trip length of 18 kilometers indicates, MOT's current operations are
primarily short haul. Substantial transit traffic, both highway and rail, moves across Belarus between
Russia and the countries to the west. MOT does not play a significant role in this market nor in
international moves generally; Rosavtotrans is the dominant long-haul operator. The railway, unlike
MOT trucking, is primarily an international operator. Transit traffic accounted for 31 percent of rail
tonnage and 36 percent of ton-km in 1991; all international traffic including FSU freight was 65 percent
of tonnage and 68 percent of ton-km.

12. While MOT's trucking operations are currently profitable, margins are shrinking, as the
following figure indicate:
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Ratio of Expense to Revenue for MOT Truhdng
(Operating Ratio)

L989 1990122

0.75 0.63 0.85.

More than anything, the change in 1991 reflects the fact that costs inflated more rapidly than prices. In
the near term, this trend can be expected to continue as fuel prices rise to world levels. Narrower
margins will make the practice of cross-subsidy of urban bus service more difficult (and this is desirable,
since the cross-subsidy ought to end).

13. These operating ratios suggest a degree of monopoly power. While too much could be
made of the comparison, the comparable figure for U.S. trucking firms is around 0.95. Nevertheless,
the beginnings of a competitive trucking sector are in place in Belarus. Truck rates are not regulated,
and entry is open. The only requirements for a license are related to safety, and licenses can be obtained
in a few days (the same is true for passenger operations). MOT has issued 160 such licenses in 1991.

The Road Network

14. The total road network is about 150,000 km of highways, of which 49,000 are under the
Ministry of Road Construction and Maintenance. Road density, in terms of road km/km2 of territory,
is comparable to that of Eastern Europe. Most of the highways are built with capacity for far more
traffic than they actually carry (excess investment in this regard is endemic in the FSU).

15. Twenty-two percent of highways (by route-kilometer) need pavement strengthening or
reconstruction. The balance are in acceptable condition at the moment but, owing to lack of major
repairs for the last several years, many highways, especially the trunk roads, will need rehabilitation in
a few years. If economic growth occurs, this requirement will become more pressing. Twenty-five
percent of bridges on trunk roads (556 bridges) need rehabilitation and construction.

16. Considerable problems in road construction exist with respect to the quality of materials
(bitumen and aggregates) and the efficiency of equipment.

The Railway System

17. At present, railway infrastructure and equipment are in adequate condition; the system
is operating and there is no near-term crisis. Some equipment is of Eastern European manufacture, so
there is the endemic need for hard currency to buy replacement parts. Railway management maintains
that it can work around whatever difficulties may be encountered. While this confidence and ingenuity
are admirable, earnings are going to be under pressure and the railway's ability to finance track and other
maintenance may be problematic.

18. For the moment, the railway is financially self-sustaining and has been told by the
Government that it cannot expect any public support. At the same time, however, the Government
expects the railway to cross-subsidize passenger service and has recently restrained a rate increase on
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local (intra-republic) freight traffic. Generally, railway rates are rising sharply and traffic is dropping.
Rates on all local traffic, freight or passenger, are controlled by the Council of Ministers. For
international and inter-republic movement, rates are set by an all-Union committee.

19. It is virtually certain that, as the trucking industry gains in efficiency, the railway will
lose traffic to its highway competition. In the course of time this will lead to strong pressure on the
railway to cut its work force drastically. Some reduction has begun: 3,500 people were laid off in the
first quarter of 1992. Substantial additional reductions will be necessary. Excluding transit traffic, two
commodity groups account for half of railway tonnage. These are building materials (30 percent) and
petroleum products (20 percent). Building materials movements are dominated by imports and local
traffic, petroleum products, by exports and local traffic. A large part of this traffic must be products
going to end-users and not always in large batches. This kind of movement is highly vulnerable to truck
competition.

INSTrIUONS

Road Transport

20. MOT has general responsibility for truck, bus, and taxi operations. Local government
also has a significant role in setting fares for bus and taxi operations and in paying for bus operating
deficits. As things now stand, MOT's range does not extend beyond these road operations (river
transport operations are an exception, but these are relatively minor; other exceptions are some oil and
gas development activities in northern Russia). Extension of MOT's scope to cover all transport activities
is under discussion, but no conclusion has been reached.

21. MOT is a conglomerate of 200 enterprises, most of which are general transport concerns
(bus, truck, or taxi services in a particular city or district). Many are combined bus/truck or
bus/truck/taxi operations. Between enterprises and headquarters is an intermediate layer of 16
associations. Seven of the associations are regional subconglomerates - one for each oblast. A typical
mixed enterprise in a small city might have 100 trucks (five to ten tons capacity) and 50 buses. The
trucks would provide both local and intercity service. Baranovich (population 140,000) is typical of a
somewhat larger city; there are three enterprises: one with 300 buses, one with 700 trucks, and one with
120 taxis. Larger cities will have more enterprises, some mixed, some more specialized. Brest, for
example, has four truck enterprises: one to supply retail shops, one with dump trucks to serve the
construction trade, and two providing both local and long-haul services.

22. There are nine specialized associations, all (except the one engaged in oil and gas
development in Russia) based in Minsk. They either operate specialized transport services (e.g., intercity
bus operations or the river operation) or provide staff support or assistance for various types of services.

23. This is an incoherent organization. With very few exceptions, the associations are not
structured to focus management energy on development and delivery of particular products or services.
The mixture of diverse product lines at the association and enterprise levels must be a source of operating
inefficiency under the present arrangement. In addition, it lends itself to the current practice of using
profits from truck services to cover deficits in urban bus services. The mixed-function concerns cannot
be privatized as they stand; reorganization is an essential prerequisite.
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24. The Ministry of Communal Services watches over tram and trolley operations, providing
technical support and having a major responsibility for maintenance and repair of the vehicles (1,900
trolleybuses and 400 trams). No ministry is concerned with the Minsk metro; it is entirely a local matter
and should remain so.

25. The Ministry of Road Construction and Maintenance is responsible for the planning and
finance of highway building, rehabilitation, and upkeep; it also serves as its own contractor for carrying
out the work. This is an obvious problem; the construction and maintenance work should be undertaken
in the private sector under competitive conditions.

Other Institutions

26. The Belarus railway is independent of any ministries and reports directly to the Council
of Ministers. Its institutional problems have to do with its relations with railways in the other republics
as they deal with the problems of the breakup and try to keep the system running on an all-Union basis.
The civil aviation group that is taking on Aeroflot operations in Belarus also functions independently and
has some similar problems. It is cooperating with the other republics in the operation of an all-Union
service. Aeroflot aircraft have been transferred to Belarus, but they are still operating on Aeroflot
schedules in Aeroflot livery.

27. In its own structure, the aviation group presents a major institutional problem. Along
with airline operations (including sidelines such as crop dusting), it is responsible for airports (investment
and operation) and air traffic control (ATC) and related navigational functions.

POLICY ISSUES AND RECOMMENDATIONS

Road Transport

28. Subsidy, Crow-subsidy, and rivadizatlon. MOT's urban bus operations recover 55
percent of costs from farebox revenues. This is a level of cost recovery as high as that achieved in many
cities in the West. In this light, and considering the political sensitivity of such issues, it is not
reasonable to press for a higher level of recovery. However, the subsidy should be provided in a direct
and explicit manner, and cross-subsidy should be eliminated. Cross-subsidy masks the true cost of a
subsidized operation, and it places a hidden tax on the source of the cross-subsidy.

29. Recommendation: Urban bus operatons that are going to operate at a deficit as a matter
of government policy must be separated from other transport operations. Fundsfor the support of such
serwces must come fromfarebox revenues and from direct government payments reflecaing an explicit
policy on levels of service, fares, and deficit (similar agreements now exist betwen local authorities and
enterprises that operate buses).

30. If trucking profits are high enough to permit a cross-subsidy of bus service, it is one more
indication that there is insufficient competition in the trucking industry. A competitive trucking operation
is an essential prerequisite for an efficient transport system. Advanced distribution and logistical systems
cannot exist withQut a strong trucking industry that provides the speed, flexibility, and reliability needed
for the swift distribution and delivery of intermediate products and final goods, with minimum
requirements for inventory.
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31. Reconumendaton: Priwvtizanon of trucking should have a very high priority among
government reform measures. It must be carried out In such a way as to break up local and regional
monopolies or near-monopolies. The layer of regional associations above the existing enterprises should
cease to exist. Situations in which one or two firms have all the trucking business in a region or large
city cannot be tolerated. Combinations of short- and long-haul trucking should probably be broken up
because these are two quite different kinds of businesses and it would be difflcultfor QB management
to do a good job in both. Taxi enterprises and intercity bus operations should also be privatized under
the same conditions.

32. Spare Parts. The Hungarian maker of MOT's Ikarus buses will not supply parts without
payment in hard currency. Of MOT's 12,000 buses, about 4,000 are Ikarus. Ikarus buses represent at
least 70 percent of all buses in city service, and 20 percent of them are presendy idle for lack of
replacement parts. The continuing decline in availability of Ikarus buses will become critical for urban
service levels within several months. MOT is requesting $13,000,000 out of the critical import loan to
restock Ikarus spares. MOT is also asking for $45,500,000 for new buses and $1,500,000 for truck
parts, but the latter request was not considered so pressing.

33. Recommendation: The findsfor Ikarus spares (S13,000.000) are neededfrom external
sources.

Road Consetuion

34. Fnance. The Ministry for Road Construction and Maintenance estimates that 350 billion
rubles (1992) should be spent over the next 15 years to clear the backlog of maintenance and
rehabilitation. Over the next 5 years the requirement would be 50 billion rubles for highway
rehabilitation and 80 billion for bridges. To keep the system in good repair, the requirement for the next
15 years is 13 billion rubles annually.

35. Revenues from highway-related user charges (fuel taxes, vehicle excise taxes, transit taxes
on foreign trucks entering Belarus, and other road user fees) go into the Road Fund. Commendably, it
is government policy that the Road Fund covers all needed highway expenditures without making any
further demand on the republic's budget. Road Fund revenues for 1992 are estimated at 5 billion rubles,
and the yield from the recently established fuel tax is estimated at 6 billion rbles. The current level of
financing of the Road Fund is thus insufficient for ongoing maintenance requirements, let alone
rehabilitation or strengthening.

36. Recommendation: The axes that support the Road Fund should be increased to a level
that will provide for ongoing maintenance needs and will make a substantial contribution toward clearing
the maintenance and rehabilitation backlog. The Government should be wary of taxes onforeign vehicles
entering Belarus if a discriminatory tax is so high as to discourage foreign carriers.

37. Privatization. As was previously noted, highway construction and maintenance functions
are in the Ministry of Roads, along with highway finance and planning. This arrangement is grossly
inefficient.
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38. Recommendation. The construction and maintenance functions must separated from
planning and finance and moved into the private sector, not as one large contractor but as several
contractors. Government procurement of construction and maintenance sent ces must be through
compeitive bidding open to any firm that can demonstrate its ability to do the wark.

39. World Bank Asdssl n. The Bank should consider trainng and/or technical assistance
for: economic evaluation ofprojects;pavement management systems; engineering assessment of highway
and bridge conditions, quality control under contracts, highway management; preparation of bidding
documents; selection and development of quarry producton areas; and manufacture of good quality
bitumen.

40. The principal road in the republic, the east-west trunk road from Brest through Minsk
to the Russian border, requires upgrading and rehabilitation that would cost several hundred million
dollars. This is a possible candidate for outside assistance from the EBRD, the EEC, or the World Bank.
A large project of this kind would be a good starting place for newly privatized contractors, probably in
joint ventures with Western firms.

Railways

41. It is not realistic to consider privatizing the railway; nor is it realistic to suggest that the
Govermment should let the railway collapse if it cannot support itself. Nevertheless, there is a real danger
that railway finances could get out of control and the Government could find itself bearing a major
financial burden. This cannot be allowed to happen. The Government must make it clear that the railway
system is primarily a commercial enterprise and that railway management has the freedom to pursue
commercial objectives as it thinks best. The Government should not intervene in decisions onffreight
rates (except for actions pursuant to a general, antimonopoly law). The Goerment should hold to a
minimum any 'social' services it demands of the railway, and expicit payment should be made for those
serices in a contract between the railway and the Government. Such a contract should also clearly
define the financial and operating targets expected of the raflway and the size of any deficit the
Government is to cover (Including supportfor capitalprojects). To ensure efficient competition between
road and rail, road taxes and charges, as weU as railwoy cost responsibiflties, should be adjusted so that
each mode covers its own infrasmruce costs and, if possibe, its external costs.

42. The Bank should consider training and technical assistance for railway management in
advanced methods of analysis and management of railway systems.

Aviation

43. The tendency of small nations to try to support national airlines for reasons related to
prestige is well known. It should be strongly discouraged here. The right general course of action in
Belarus is to break the existing aviation group into its three mainparts: airline, airports, and ATC. The
airline should be privawtzed as soon as possible and left to stand or faU on its own.

44. Airports can be significant revenue generators through concession rentals, landingfees, etc., and
an independent, self-supporting government enterprise should manage them as such. It is probably
unrealistic to expect privatization of the airports.
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45. 7he Government should establish an appropriate user fee or fees (an aviation transit tax, for

example) to support an ATC system. With such a revenue stream in hand, an appealing option would be

for the Govermnent to contract, through competitive bidding, with a private concern to operate, maintain,

and, as necessary, upgrade the ATC system.

46. The present management of the aviation group is considering projects to upgrade the Minsk

airport (Minsk II) that entail an investment of about $130 million. This involves an aircraft maintenance
facility, a hotel, and renovation of the terminal building. They are also considering a project for

establishing an independent computer reservation system (CRS) in cooperation with Ukraine and the

Baltics. The Government should be strongly discouragedfrom using public moneyfor the CRS project;

this should be a decisionfor a privatized airline. The proper approach to the airport projects isfor an

independent airport authority to consider whether it would want to finance such undertakings out of its

own revenues, perhaps with private partcipation.
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THE FINANCIAL SYSTEM

The Current Structure of the Financial System

1. Financial sector reform in the USSR began in 1987 and early 1988 with the separation
of Gosbank's monobank system into commercial and central banking functions. In 1991 Gosbank was
established as a formal central bank with the divestiture of its commercial banking functions into three
large, sectoral-specialized, banks - the Industry Bank, the Agriculture Bank, and the Social Bank
(Promstroibank, Agroprombank, and Zhilsotsbank). A fourth bank (Vneshtorgbank) continued to manage
the Union's foreign economic affairs, while the Savings Bank (Sberbank) continued its former specialized
operation, mobilizing most household deposits.

2. The main objective of the reforms introduced by the Soviet authorities was to move away
from the concept of a passive banking system embedded in the central allocation system. Establishing
a two-tiered banking system in which commercial operations would be formally detached from the central
bank would open the way for: (i) greater autonomy of the specialized banks in their lending decisions and
(i) the development of new instruments of monetary control away from the administrative directives
emanating from the credit plan.

3. The nationalization of the financial system in Belarus began relatively late as compared
with some other republics of the former Soviet Union (FSU). Laws on Banks and Banking Activity as
well as on the National Bank were passed by the Supreme Soviet only in December 1990. Under the new
legal framework, the regional branches of the Soviet banks were nationalized and the authorities
established the National Bank of Belarus (NBB) as the country's central bank, whereas the three
specialized state banks were commercialized by being rechartered initially as closed joint-stock companies,
and more recently as open companies owned by a combination of government ministries and departments,
state-owned enterprises (SOEs), other "legal entities," bank managers, and staff and private individuals.
In addition, the authorities permitted the establishment of new commercial banks.

4. At present, therefore, the Belarus financial system comprises the NBB, the Savings Bank
(Sberbank), and 28 commercial banks with a total of 440 branches, as well as a state-owned insurance
company. One of the commercial banks is wholly state-owned, while the others are joint-stock
companies. In addition, Russian banks have opened branches in Belarus. The largest of the commercial
banks were founded as successors to the Belarus branches of former all-Union specialized state banks,
namely, Belagroprombank and Belpromstroibank. The newly established private commercial banks have
a very limited network and a narrow, although rapidly rising, (enterprise) deposit base, and thus they are
not yet serious competitors of the former state-owned specialized banks.
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Table 1: STRUCTURE OF THE BELARUS BANKING SYSTEM

Nulr Number of OWodip Employs
Of Banks Branch.

C£l Bank 1 17' Stat. 900

stae Bn I ISS - 14,000

Saving Bank I ISS Stat 14,000

Commcial Beu 2S n.a. n.a.
Empbye,

Ariculturl Bank 1 124 Stw and 4,000
Indusay Bank 1 44 Private 1,S0
Forpn Trade Dank 1 3 Enterprim 120
New Com darnial Banks 25 n.a. n.a.

Minsk, 6 Regional Cees, and 10 (smaller) reonal branch.

5. The National Bank of Bdans. The NBB performs basic central banking functions
according to the Law adopted in December 1990 and the Charter of the National Bank adopted by decree
of the Supreme Soviet in February 1991 - both subsequently amended. The NBB's tasks are defined,
at the more general level, as regulating money circulation, and supporting and developing credit
institutions according to the Government's policies. In principle, the NBB is declared independent, but
only within the limits determined by the law and decrees of the Supreme Soviet. Thus, the financing of
a potential budget deficit and of the rediscount needs of former state specialized banks - the Agriculture
and Industry Banks - represents two major drawbacks to the functioning of an independent central bank
able to conduct appropriate credit and monetary policies.

6. The fact that Belarus remained within the ruble zone in 1991 resulted in monetary policy
being largely determined outside its jurisdiction. Again in the first half of 1992, monetary phenomena
in Belarus were largely determined by developments in Russia. However, with the introduction of the
Belarus rubel in June 1992 - with a fixed conversion rate of 10 Russian rubles to one rubel - and with
its adoption as the only means of payment for purchases of basic goods' in the country and for all
transactions in the border areas, the NBB's degrees of freedom have increased in terms of its ability to
carry out a more independent national monetary policy and assume increasing responsibility for
safeguarding the internal and external value of the new national currency.

7. The NBB has had to carry out monetary and credit policies under difficult external
circumstances, and has been poorly equipped to conduct central banking functions since previously these
functions either were undertaken by the head office of Gosbank in Moscow or were simply nonexistent
under central planning. Although the NBB appears to have organized its operations more efficiently than
has been the case with newly formed central banks in some other former Soviet republics (FSRs), there
is still scope for significant improvement in a number of central banking functions. In particular, the

For purchaso of food, alcohol, and tobacco.
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NBB's prudential and supervisory functions could be strengthened by amendments to the regulatory
framework and by improvements in its implementation and enforcement (see below).

8. The NBB's Intermediation Role: Past and Present. As is shown in Figure 1, until
1991 Sberbank transferred most savings deposits collected, largely from the household sector, to the NBB
to be on-lent to the three large state sectoral banks. The latter would on-lend most of the funds to SOEs -
- and would also recycle enterprise deposits directly collected by them - according to the annual credit
plan. The system was structured in such a way that there was a monopolist savings bank, which
transferred the funds to the only real intermediary in the system (the NBB), which would allocate the
funds through three "sectoral windows" (the specialized banks acting as "channel banks") to the SOEs.
In that system there was no intermediation of funds in any meaningful sense, but rather the allocation of
funds to pre-identified priorities set in the Government's plans.

9. With the changes in the structure of the Belarus banking sector, the NBB continued to
play the central role in intermediating funds. Figure 2 shows the new, somewhat more complex
structure, with the NBB still at the core of the intermediation process. Until mid-1992, Sberbank was
still required to transfer 70 percent of its deposits to the NBB. These transfers have gradually declined
(to 50 percent by the end of the third quarter of 1992 and to 20 percent by the end of that year). Starting
in 1993, Sberbank will be subject to the normal minimum legal reserve requirements applicable to the
other banks (15 to 20 percent on demand deposits) and it will continue to develop its lending operations,
mostly consumer and housing loans and placements through the interbank market.

10. Credit Policy. The 1992 monetary program resulted in a substantial domestic credit
expansion in an effort to arrest the decline in industrial and agricultural output and to finance a larger
than expected "visible" 2 budget deficit.

11. (i) lhe NBB's Credits to State-Owned Enterprises. As part of the 1992 program, the
NBB's directed credits to SOEs (through its discount window) rose almost 12 times during 1992
(compared with the December 31 level) to 283 billion rubles, 98 billion of which are medium-term credits
(with a five year maturity), the balance (185 billion rubles) being short-term working capital loans. Most
of the longer-term credits were granted to SOEs by the NBB in the third quarter of the year through
Belpromstroibank (58.5 billion rubles). Additional credits for military conversion (2.3 billion rubles) and
the purchase of oil (1.6 billion rubles) were discounted by the NBB in September.

12. The NBB's credits were granted under extremely concessional terms - discounted at 15
percent per annum, with a fixed repayment period of five years (in equal annual payments). The NBB's
preferential discount rate was half of its already very low ordinary rate (30 percent). In this type of
directed lending banks are subject to a maximum spread of one percentage point to cover administration
costs, while the commercial risk is explicitly assumed by the Government according to a June 19, 1992
law.

2 As opposed to the 'invisible" deficit financed through NBB's directed credits to SOEs.
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13. Preliminary plans for
1993 include additional directed
credits to SOEs (as high as 1.6 times State-Owned biterprses
the 1992 level' and reaching 445
billion rubles by year end), out of
which a declining, but still
significant, portion (78 billion rubles)
will be granted in the form of
medium-term concessional loans, the
balance (367 billion rubles) being
short-term working capital credits.' NATIONAL BANK

OF BELARU |
14. (ii) TheNBB'sDirect
Craedt to the Budget. The NBB's
direct lending to the Government is
limited by law to no more than the
greater of either 5 percent of the
country's GNP or 12 percent of the
Government's revenues. However,
loans to SOEs discounted by the NBB
are not included in the above ceiling.
For 1992, the NBB's direct lending to
the Government is not expected to
exceed 40 billion rubles (out of which
14 billion rubles were disbursed !
during the first 11 months of the F 1
year').

15. The Savings Dank. This bank holds almost all household deposits in 158 branches
throughout Belarus. It also acts as a fisal agent (through the collection of taxes, rents, and other
charges). This bank may be technically insolven, since a substantial part of its assets (about 16 billion
rubles) consists of claims of unclear value on the extinct all-Union Sberbank. The Savings Bank appears
to have become illiquid during 1992 as a result of the interruption of interest payments on household
deposits by the all-Union Gosbank at the end of 1991. Even a moderate withdrawal of savings deposits
could trigger a financial crisis, first in the Savings Bank and then in the entire financial system.
Moreover, owing to the state insurance of the population's savings deposits in the Savings Bank, it would
mean an excessive burden on the budget.

'Depending on the expected level of inflation, it might resut in a siSnificant eduction of bank credit in real terms.
'Some of these short-term' loas might not be repaid on time nd might be continuously rescheduled, becoming,
de facto, long-term revolving funds.'
I This left a large potential expansion (of up to 26 billion rublos) for the month of December. It should also be
noted that the interntional experience indicate that a rapid accoleration of the rate of inflation becomes very costly
in terms of foregone taxes (delays plus collae of the collection sysem) and that the Government might become
even morm dependent on inflationary financing from the NBB.



ANNEX I 5

16. Until recently, the
Savings Bank held a monopoly of
household deposits. Initially, only State-owned Raterprb m
very limited direct lending was done
by the bank, and most savings were
transferred to the NBB. As these
transfers were gradually phased out,
the Savings Bank began developing
lending operations through three main
channels: the interbank market,
consumer lending, and (at great risk) B BANK
housing finance. What happens to OFr Bu:US
this crucial bank will not only have
very important monetary and fiscal
implications, but could, to a great
extent, determine the evolution of
Belarus' financial sector. Two main IrI
issues will be discussed in this
context: this bank's liquidity and
solvency issues, and possible
restructuring options. A third
important set of issues, dealing with ,_
the bank's institution building needs,
will be discussed in the following
section.

FSe 2
17. The Agriculture
Bank. This bank was re-chartered
two years ago as a joint-stock company owned by Government ministries and its major clients (SOEs and
cooperatives), with private individuals and bank employees holding a small percentage of its equity base
(600 million rubles). The Agriculture Bank has 4,000 employees in 124 branches and is the only bank
in some regions of the country. The bank's total assets (book value) reached some 130 billion rubles in
November 1992. Its liabilities comprise deposits of agriculture enterprises, Government deposits, and
credits from other banks, particularly the NBB. Lending, which represents more than 50 percent of all
credits of the former state specialized banks, is mainly directed toward collective and state farms, but also
to agroindustry and industrial enterprises. A large item in the bank's balance sheet, the 'price
subsidization fund," is, in fact, a credit to the Government as a result of the bank's financing of the
Government's subsidies to agriculture.
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18. The Agriculture Bank is highly leveraged' and has no loss-loan provisions. To fund its
operations the bank relies largely on NBB loans and borrowing from the Savings Bank through the
interbank market. The loans are provided at very low interest rates (see Table 2). Deposit and lending
rates range from 1 to 18 and 9 to 25 percent, respectively, per annum. While present accounting practice
makes it difficult to assess the quality of its balance sheet, the Agriculture Bank seems to be in a very
difficult financial position,7 being critically dependent on continuous support from the NBB and the
Savings Bank.

19. The Industry Bank. This bank was also re-chartered, first as a closed joint-stock
company (September 1991) and more recendy (March 1992) as an open company selling bank shares to
the public. The latter subscription aims at increasing the bank's capital to 1 billion rubles. The bank has
1,800 employees in 44 offices (39 of which are branch offices), serving mainly state-owned enterprises
in the industry sector. The bank's liabilities are almost equally divided among deposits of enterprises and
loans from the NBB, with a minuscule share of household deposits. Aside from the NBB's medium-term
NBB credits channeled through the Industry Bank (see under Credit Policy, above), the bank's lending
is mainly short-term and is directed toward financing working capital in large industrial enterprises. It
has credit relations with 420 clients that produce about 53 percent of the total industrial output of the
republic. Many of these clients currently encounter financial problems owing to the contraction of
industrial output, the disruption of inter-republican trade, and arrears in payments among enterprises
(which were as high as 15 to 20 percent of GDP in mid-1992, before being netted out by the NBB in
June).

20. The structure of deposit and credit interest rates is similar to that in the Agriculture Bank
and these rates range from 8 to 15 and 10 to 25 percent, respectively, per annum. The loan portfolio of
the bank is highly concentrated: 20 borrowers have loans at the maximum level of 50 percent of the
bank's capital, and the financial situation of many of these enterprises does not offer any assurance that
their obligations will be repaid on time, or at all.

21. The Foreign Trade Bank. The bank was nationalized and charged with managing the
foreign exchange operations of state-owned enterprises. After the nationalization of the banking system,
the Belarus branch of this bank continued to operate within the old system and was completely dependent
on the Moscow headquarters. As other commercial banks began opening accounts for enterprises in
foreign banks, the Foreign Trade Bank in Minsk gradually lost its clients. Until recently, this bank also
organized foreign exchange auctions for its clients, but this activity was interrupted when its foreign
exchange accounts in the Foreign Trade Bank in Moscow were frozen. Therefore, an important amount
of the foreign exchange assets of Belarus enterprises (as much as US$400 million) is immobilized until
the resolution of successor rights on the liquidated all-Union Foreign Trade Bank in Moscow takes place.
For this reason, the Belarus Foreign Trade Bank was re-chartered as a joint-stock company in January

'The NBB has established a minimum capital to assets ratio of 6 percent, compared with less thn 0.5 percent for
the Agriculturl Bank. The Agriculture Bank indicated that plans are under way to increase its capital by a factor
of two to three times.
7 It should be noted that the bank's mangement does not recognize the existence of any sub-standard loans. The
rapid rate of inflation which erodes the real value of credits and the common practice of rescheduling loans or
ganting new loans to repay previous loans are the main reasons for such a view.
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Table 2: INTEREST RATES
(Percentages per annum)

1992 1993'

1. Sberbank's Rates

DEPOSITS
Sight 6 20
Less than a year 15
1-3 years 20 30
3-5 years 25 40
5 years or more 30 50

LOANS
To enterprises 30 + up to 7 points
Consumption Loans 30 + 2 points
NBB Discount Rate + 3 points
Mortgages (40 years) 32b

2. Belagroprombank's Rates

LOANS (Short-Term)
- Agriculture 9-12
- Industry 20
- Trade 25

3. Belpromstroibank

Average Lending Rate 25

4. Commercial Banks' Rates
Deposits 20-80
Loans 40-100+

5. NBB's Discount Rates
- Ordinary 30c 50
- Preferential (Agriculture)

Seeding 15
Harvesting 20

Planned.
PRate are as low as 5 percent p.a. for subsidized housing projects. In those

cases MOF compenates Sberbank in the equivalent of 27 percentage points.
e The level was 20 percent in the early part of 1992. The CBR increased its
discount rate to SO and 80 percent, respectively, in April and May.
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1992, but not incorporating outstanding claims on the extinct all-Union Foreign Trade Bank in its new
balance sheet.

22. lbe Newly Created Cotunerdal BanIk. As is indicated in Figure 2, there are at
present 25 non-state owned commercial bans operating in Belarus. In general, these banks are
characterized by close relations with their owners who are also their main borrowers. Many of the new
banks were established by government agencies and SOEs, since the latter had free available balances
(owing partly to windfall profits based on the price liberalization of industrial products and the still-
controlled prices of raw materials) but were not allowed to lend directly to other enterprises, recycling
their excess liquidity and bypassing NBB's interest rate controls. Nonetheless, there is an increasing
degree of differentiation among them and some are becoming more profit-oriented and are expanding at
a rapid pace. Access to the cheap rediscount facilities of the central bank was the second reason for
establishing a new commercial bank. Other banks were established to provide financial services to their
owners in the form of "clearing houses," partly reflecting their limited liquidity and lending capacity and,
to a lesser extent, the delays in NBB's payments system.

able 3. STRUCTURE OF THE BANING SYSTEM

rntituUo'i> OS ff-ff-ff -fices St - .f .. f.4 Ttl: Ast MapIt

NBB 7 Regional 900 260 - -
10 Branches

Sberbank 158 14,000 39' 1.5

Belagroprombank 124 4,000 130 0.6

Belpromstroibank 44 1,800 200 97 1.8

| All Bankes 440

* Refers to total depoits.
- not avaiable.
Source: NBB and banks.

23. Although the number of new commercial banks appears impressive, the growth and
market share of these banks appears to be constrained by the lack of a branch network and by restricted
access to household deposits. A feature almost unique to Belarus among the FSRs has been a desirable
trend for some of these banks to grow through mergers. One example was the consolidation of four
smaller regional banks into a new, larger, commercial bank (Belbusiness Bank). The new bank has 700
employees in 22 branches and will have 1.5 billion rubles in capital (after the completion of the new
ongoing placement of bank sham) and assets of almost 30 billion rubles. The situation of the newly
established commercial banks as a group is likely to be les worrisome than that of the former state
specialized banks. These newly established banks have fewer nonperforming loans and can borrow
money from the population at higher interest rates than was the cae with former state banks, and they
can lend money at competitive rates in the financial market. On average, these banks borrow at rates
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ranging from 20 to 80 percent and lend at rates ranging from 25 to 105 percent. Their lending is often
secured by collateral and guarantees issued by the state insurance company.

24. The Belarus financial system, therefore, remains highly concentrated despite the rapid
growth in the number of new financial institutions. If newly established commercial banks continue to
be dominated by the former state banks and are unable to attract the financial savings of the household
sector, they will not be able to finance the growth of the emerging private sector. Among the former or
present state-owned banks, the financial situation of the Savings Bank is very difficult and uncertain,
while the potential portfolio problems of the Agriculture and Industry Banks have been, and still are,
masked by explicit subsidies from the central bank (unrestricted access to rediscount facilities at
preferential interest rates). These portfolio problems are likely to become evident when new accounting
practices are adopted, and when stricter fiscal and financial discipline is imposed and is coupled with the
introduction of structural reforms (restructuring and privatization in the enterprise sector).

Resource Mobilization and ALocation

25. Under central planning and repressed inflation, the overall efficiency of the financial
system in the mobilization and allocation of financial resources cannot be assessed with the same criteria
as those employed for a market economy. The share of M3 to GDP in 1990 was as high as 80 percent,
falling to 63 percent in 1991 and to about 20 percent by the end of 1992. This indicated the existence
of a monetary overhang under the centrally planned economy regime rather than efficient resource
mobilization, as well as the progressive "shrinking" of the financial sector.

26. F inandal Deepening. One of the most damaging and long-lasting consequences of the
heavy taxation of financial savings during the near-hyperinflationary conditions of 1992 has been the
continuous contraction in the relative size of the financial sector. At a time when Belarus needs most to
increase its domestic sources of noninflationary (public and private) financing,' the level of financial
intermediation has become substantially 'shallow.' Indices of financial deepening (MJGNP) show low
comparative levels (about 20 percent in 1992), and a further decline is foreseen in the coming year (to
an estimated MJGNP of 18 percent). One of the critical policy issues faced by the authorities is to
restore the "store of value" function of money through a credible stabilization program that can reverse
the decline in financial savings with the support of a more flexible and realistic interest rate policy.' As
shown in Table 2, the proposed level of interest rates for 1993 will not be able to arrest the relative
decline of financial savings, under any realistic stabilization program. A higher level and a more flexible
(and responsive) mechanism to determine the yield on financial assets and the cost of funds seem
essential.

27. Expansionary FSnmncial Polides. The rapid growth of monetary aggregates in the third
quarter of the year resulted, with a short lag, in a rapid acceleration in the rate of inflation (which
reached double digit levels in the last quarter of 1993, on a monthly basis) and a rapid debasement of the

' This is particularly so given the country's limited acces to extemal financing in the prence of a weak balance
of payments position (see Chapter 1).
' This could be accomplished idther through positive ta intoret rtes or alternatively through some form of
indexation of nominal savings and loans durng the tration. he 'cash flow' implications of the various
alternatives differ considembly.
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ruble in the foreign exchange markets.'" The situation risks becoming worse if the Belarus Government
goes ahead with its plan to finance the projected budget deficit for 1993 (6 percent of GDP) by credit
expansion of the NBB equivalent to 5 percent of GDP. Since the NBB also provides rediscount facilities
(i.e., refinance credit to the Agriculture and Industry Banks to finance working capital in SOEs in the
agriculture and industry sectors), the future credit policy of the NBB will be highly biased toward
nonproductive financing of the budget deficit and SOEs' losses, thereby crowding out emerging private
sector activities.

28. Monetary Developments. From the second quarter of 1992, NBB credit policy became
very expansionary: M2 (money plus quasi-money) practically doubled between March and June (Table
4). Another "outburst" occurred in the month of August following the NBB's settlement of inter-
republican payments pending clearance. As a result of the policies being followed, M2 increased 3.5
times between the end of 1991 and October 1992. Enterprise demand and time deposits were the fastest
growing components of M2, rising, in the 10 month period, by a factor of 6 and 4.6, respectively.
Meanwhile, household demand and time deposits rose only 1.9 and 1.4 times, respectively.

29. Bank Credit. NBB credits were largely channeled to SOEs for longer-term projects.
During the first 10 months of the year (gross) total bank credit to the enterprise sector rose by a factor
of 12, out of which short-term credits and long-term credits rose 8.6 times and 35 times, respectively.
Net bank credit" received by the enterprise sector rose from 22.7 billion rubles in March 1992 to 154
billion by the end of October, or 6.8 times. Since the credit expansion was almost entirely initiated by
the NBB, the ratio of loans to deposits in the banking system jumped from 0.9 in March 1992 to 1.7 by
October of that year. As has been indicated, at the level of the specialized banks this is translated into
a high and unhealthy dependence on NBB for their funding.

30. Real Interest Rates on Deposits and Lons. Deposit and lending rates remained at
highly negative real levels during 1992. The very low nominal deposit rates (see Table 2) amounted to
a marginal tax rate as high as 88 percent on one-to-three-year savings deposits."2 In contrast, those
enterprises and individuals with access to commercial bank credit benefited from enormous nonbudgetary
subsidies. The outcome of this process was a severe disincentive to save and additional pressures for an
even more expansionary credit policy, which compounded Belarus' stabilization problems and further
weakened the intermediary and allocative roles of the financial sector.

31. Setting Interest Rates. The Savings Bank, de facto if not de jure,'3 maintains a
monopolistic position in the collection of household deposits, with interest rates set by the Government.
Other commercial banks are free to set their rates, but competition is very limited. In addition, the NBB
in practice controls most lending rates by playing a major role in the intermediation of funds and by
regulating the maximum spread of all directed loans funded through the discount window (see below).

" From 168 rubles per U.S. dollar in late August, to 393 rubles per U.S. dollar in late October, 500 rubles per
U.S. dollar in late November, and almost 600 rubles by year end.
" Defined as total bank credit to the enterprise soctor loe enterprise held (demand and time) deposits in the
banking system.
12 Assuming a rate of inflation of 900 percent for 992, measued by the retail ses price index (p), a nominal
savings rate of 20 percent (i) will result in a negative roal rate of -88 percent {[(1+L/1+p)-1]*100}, or the loss of
about 8 out of 9 rubles (in terms of real purchasing power) over the course of one year.
13 Although after mid-1992 state and commercial banks were allowed to receive household deposits, tradition, the
government's explicit deposit guarantee of Sberbank's deposits, the limited office network of the new commercial
banks, and the rapid decline of real household savings militate against a change in the status quo.
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Table : MONETARY SURVEY
(End-of-period stocks; millions of rubles)

1959 1990 1991 1992 1Y92 1992 1992
Dec. Dec. Dec. Mar. AI'N Sept. Oct.

Broad Money (M2) 25,500 30,048 53,855 67,061 125,052 175,453 189,742

Currency 3,124 3,270 4,744 5,999 15,695 21,635 21,067

Demand Deposits 15,601 17,992 30,885 42,038 3,964 122,733 134,993

Enterprines 7,269 8,756 18,155 27,477 65,695 99,755 110,703

Population 8,332 9,236 12,730 14,561 19,269 22,953 24,290

Time Deposits 6,775 8,786 18,226 19,024 24,393 31,080 33,682

Enterpries 155 1,587 2,606 3,576 6,627 10,539 11,995

Population 6,620 7,199 15,620 15,448 17,766 20,541 21,687

Foreign Exchange Deposits 275 16,987 11,332 24,477 24,731

Not Foreign Asset 706 10,348 17,721 18,866

Not N ninrnational Reerve 470 60 583 273

NFA of Comrercial Banks 236 10,258 17,13S 18,593

Domestic Asets 25,730 31,151 54,130 31,440 152,944 248,075 267,409

Credit to Enterpries 10,623 9,994 23,101 53,783 136,295 267,104 276,664

Short-term 6,963 7,569 20,164 50,742 132,741 153,751 173,359

Long-term 3,660 2,425 2,937 3,041 3,554 113,353 103,305

Credit to Population 750 886 1,034 1,006 2,780 6,468 8,431

Short-term 51 79 145 237 1,058 2,474 2,880

Long-tem 729 807 859 769 1,722 3,994 5,551

Claims on Goverrnent 18,690 21,682 24,822 21,124 26,415 17,788 19,996

Short-term 0 1,000 5,000 7,000 12,494

Long-term 1,400 2,437 2,427 2,384 2,380 3,811

Agricultural Price Subsidies 3,790 3,882 4,049 3,948 3,812 3,812 3,811

Local Authorities -1,102 -3,721 -4,611 -10,523 -12,120

Other Claims on Govenment -2,262 -5,430 -5,070 -12,201 -15,320

Claims on Sberbank-USSR 14,900 16,400 21,700 22,900 24,900 27,320 27,320

Other Items (net) -4,363 -1,411 5,173 5,527 -12,546 -43,285 -37,682

Sou : NBB, IMF, and Bank estimates.
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32. Inte-Republican Interest Differentials. Nominal interest rates in Belarus were
substantially lower than comparable rates in the Russian Federation. For example, as of April 1992, the
Central Bank of Russia raised its discount rate to 50 percent, followed by another adjustment in May,
to 80 percent, while the NBB's nonpreferential rate was raised to only 30 percent, from 20 percent.
Wide differentials in the rates within the ruble zone create incentives for illegal cross-border arbitrage
of funds by banks, households, and enterprises, leading potentially to 'capital outflows" from Belarus
within the ruble zone. Moreover, an effectively functioning currency area requires the harmonization
of monetary, exchange rate, and fiscal policies, including the level/structure of interest rates reflecting
the policies set by a single monetary authority.

33. Term Structure and Dispersion of Interest Rates. The term structure of both lending
and borrowing rates was fairly flat in 1992, in spite of the implicit and very high levels of taxation of
depositors, and subsidization of bank borrowers, that resulted from the rapid rate of inflation and the
higher uncertainty derived from a high and variable rate of inflation. Moreover, the significant degree
of dispersion in the level of nominal lending rates, depending on the sectoral allocation of loans (directed
loans to preferential sectors), introduced additional arbitrary distortions.' Unless positive real rates are
achieved, two negative developments will result: (i) the relative size of the financial sector will continue
to shrink; and (ii) the main function of the banking system will continue to be the channeling of huge
state subsidies via the banking system to SOEs, thereby postponing their adjustment and misallocating
funds.

34. Market Frgmentation. In spite of significant interest differentials in nominal deposit
rates (see Table 2), households have until now preferred to stay with the Savings Bank because of (i) the
explicit extension of the Government's deposit insurance on household deposits held at the Savings Bank;
(ii) the bank's larger national network; and (iii) inertia resulting from the practice of depositing wages
in the workers' savings accounts at the Savings Bank."5

35. Regarding interest rate policy, the NBB still implements negative real interest rates and
widely differentiated rates for different groups of borrowers. Republican government and former state
specialized banks are charged lower rates than are other clients. At the same time, the NBB does not pay
any interest on banks' deposits in the central bank - the only exception being the Savings Bank's
deposits. However, the Savings Bank was until recently obliged to transfer 70 percent of growth in its
deposits to the NBB, whereas it pays between 3 and 15 percent on the population deposits.

36. Therefore, the system of mobilization and allocation of scarce financial resources cannot
be regarded as appropriate, for various reasons. First, the reliance of the central bank on the Savings
Bank's deposits, and the use of these deposits for subsidized directed credits to SOEs and financing of
the former state banks, constitutes an impediment to putting the commercial banks in a position to
compete for household financial savings in the financial market. Using the budget for allocating subsidies
would allow for greater transparency in the system and would impose financial discipline on the
Government in targeting the subsidies to the desired sectors. Second, the former state specialized banks

" Although at the levels of inflstion reached in 1992 thaee distortions were largely "wahed outo in terms of real
resource tnfers.
'i The decision for action becomes to withdraw/spend the money as fast as possible rather than to deposit any
remaining svings in the bank.
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are too closely related to the central bank and, along with other commercial banks, are unprepared for
developing an interbank market free of direct central bank intervention and efficient in the allocation of
financial resources. Finally, this perverse relationship between the central bank and the former state
banks will in itself prevent the disclosure of the real financial positions of these banks and will restrict
the preparation of restructuring and privatization programs in the banking sector - with negative results
for the stability and efficiency of the financial system.

37. Reserve Requirements. The reserve requirement applies to all ruble and rubel deposit
liabilities, going from 20 percent for demand deposits and gradually falling to 10 percent for savings
deposits with maturities of one to three years. Deposits maturing beyond three years are not subject to
reserve requirements. Given the difficulties of some of the large specialized banks it is unclear whether
these requirements are uniformly enforced and whether sanctions are applied on unmet requirements,
although the NBB is authorized to make direct charges to the banks' corresponding accounts. The NBB
refinancing policy also favors former state specialized banks, since almost all NBB credits end up funding
the Agriculture and Industry Banks and, through them, the large SOEs and cooperatives.

38. While differential resave requirements take into account the different liquidity risks faced
by banks, this differentiation makes it more difficult for the NBB to estimate the size and predict the
behavior of the money multiplier. Furthermore, the NBB calculates reserve requirements on the basis
of the banks' outstanding deposits at the beginning of each month (on the first day of the month)6 and
not on a daily average of bank deposits. This practice leads to a more erratic behavior on the part of the
banks by requiring them to meet the minimum legal reserve requirements only one day in the month.
This procedure also weakens the NBB's control over monetary aggregates and might lead to more risky
bank behavior and more volatility in short-term liquidity in the economy and in short-term interest rates.

39. Reserve requirements are relatively high, and n interest is paid by the NBB on the
commercial banks' reserve accounts. In a highly inflationary environment, high minimum reserve
requirements (on top of the excess requirements held by the banks to compensate for delays in the
payments system) can be extremely costly. From an economic point of view this is equivalent to a tax
on the intermediation of funds. Finally, reserve requirements are, in our view, inappropriately used to
impose sanctions for noncompliance with prudential regulations (i.e., the NBB can increase reserve
requirements up to 50 percent of present levels).

Other Institutional Aspects

40. Banking institutions and activities in Belarus are regulated by the Laws on Banks and
Banking Activity as well as by the National Bank. These laws establish a separate National Bank and
create the fundamental legal framework for commercial banks. Prudential regulation is partly based on
Western standards, specifying capital and liquidity ratios and limits on credits to a single borrower. The
relative inexperience of the NBB and Parliament led to the issuance of somewhat imprecise legislation
in which the prohibition of certain unsafe practices was not clear and the panel sanctions for inspections
were omitted. The structure and coverage of the Banking Law will need to be amended and expanded
so as to take into account all the issues covered in Western financial legislation, in particular, the rules

1 See the NBB's 'Rules for Reogplating Commercial Bank Activities,* February 28, 1992.
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for bank administration and ownership; prudential requirements; prohibited practices and activities; limits
in dealing with related parties; auditing requirements and reporting; penalties and responsibilities;
receivership and liquidation; and bank licensing. In addition, complementary legislation for the safe
operations of financial institutions needs to be developed or amended, including provisions for secure
lending and for the Bankruptcy Law.

Supervision and Reguation

41. Organization and Manpower. The NBB's supervisory function is carried out by the
recently established Department of Commercial Bank Supervision, which reports to one of the deputy
chairmen. Three divisions (Supervision, Analysis, and Methodology) have been set up to carry out the
NBB's mandate in this area. At present the NBB is seriously understaffed with about 42 supervisors (of
which 14 work at NBB headquarters, 8 to 10 at the NBB's Minsk branch, and the rest (18) at the NBB's
other six regional branches. The NBB supervise the three largest banks (the Industry Bank, the
Agriculture Bank, and the Savings Bank) from its headquarters. It is recognized by the NBB's managers
that they are seriously understaffed; at least 20 additional well-trained bank supervisors would be required
at headquarters.

42. Issues Concerning the Banks' Prudentl Regulations. The NBB has introduced in a
short period of time a new set of prudential regulations that will move its control functions away from
the centrally planned economy's exclusive focus on economic regulation of financial intermediaries.
Areas in which further institutional development is required are discussed immediately below.

43. () Low Capital Reqirements. In spite of the rapid increase in nominal minimum capital
requirements (from 20 million rubles in early 1992 to the present level of 60 million)Y7 the rapid
increase in inflation has eroded the real value of the equity base. Although it is feared that the latter
might lead to the entry of potentially weak new banks, it should be borne in mind that it is not easy for
banks that are under operation to meet the new requirements. Such efforts should nevertheless continue,
particularly as the banks do not have any loan-loss reserves and as the contraction of the real sector of
the economy will be reflected in a deterioration of the quality of the banks' loan portfolios. Some form
of indexation of the equity base might be useful to avoid a very long lag in updating the banks' minimum
authorized and paid capital; and by making to the adjustment automatic, it will be easier for the NBB to
resist pressure from the banks to reduce the nominal minimum capital requirement or to delay its
updating.

44. There is scope for restricting licensing to the new banks, by (i) increasing the minimum
capital requirement and (ii) assessing the banks' business plans more carefully. To prevent further risk
concentration in banks owned predominantly by their borrowers, the authorities should reduce the present
maximum exposure to a single borrower to 10 to 15 percent of capital extending this to groups of
connected borrowers. The banks should be prevented from giving new loans to, or holding additional
equity of, the enterprise exceeding these limits. Regulation should also introduce a limit on banks'
lending to their shareholders. It would appear to be necessary to reduce the ratio of the total amount of
large credits to the capital of the bank (to well below eight times, as is prescribed by the prudential
regulations) and to develop a dassification of loans and their provisions.

' The NBB aims to require 100 uMillion rubles in early 1993.
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45. rii) Uneven Coverage and Enforcement of the Capital/Assets Ratio. At present, banks
are (notionally) subject to a (capital/assets) ratio of 6 percent."' However, the two largest banks are
exempted. For example, the Agriculture Bank (Belagroprombank) had, at the end of the third quarter
of 1992, 130 billion rubles in total assets and an equity base of only 600 million, or a (capital/assets) ratio
of less than 0.5 percent." It should be noted that the denominator of the ratio excludes the value of
loans discounted at the NBB for the 'formation of SOEs assets."

46. riii) Uneven Playing field. The exclusion of the two large joint-stock banks from some
of the prudential regulations (for example, the minimum capital requirements) and the uneven application
of other prudential regulations, and possibly of their enforcement (for example, directed credits
discounted at the NBB are not included in the assets/liabilities ratio) create an uneven playing field that
gives the advantage to the larger banks.

47. riv) High Manmwn Risk Exposure and Loans to Related Parties. Today, banks can lend
up to 50 percent of their capital to a single client (related or otherwise).' Moreover, the NBB's
regulations2" do not seem to distinguish the nature of the relationship between the borrower and the bank
(on the assumption, found in Western practices, that owners have preferential access to information, as
well as influence over the decisions of bank administrators, which gives them an advantage over 'arm's
length" borrowers). Clearly, the 50 percent exposure limit is very high and should gradually be reduced
to the 15 percent level considered by NBB regulations as "substantial credits subject to special
supervision' by bank managers, and should be subject to the approval of the banks' boards of directors.
In addition, NBB regulations might need to be supplemented by additional and more conservative
restrictions on the overall concentration of the banks' portfolios.' For this reason, it is also important
to increase the banks' equity bases; otherwise, with the erosion of the real value of the system's equity,
these bases may prove too restrictive for larger enterprises' borrowing from the banks.

48. (v) Liquidity Ratios. The NBB has established both mandatory and indicative liquidity
ratios. Among the first group, the following requirements apply: the ratio between liquid assets and
liquid liabilities Oess than a month) has to be at least 0.3. For liabilities up to 12 months, the ratio
cannot be less than 0.8. For medium-term (one to three years) and longer-term (three years or more)
assets and liabilities (that is, ratio of bank credits to deposits) cannot exceed a maximum of 1.0. The
group of recommended ratios includes: a ratio between bank loans and the sum of the funds in the bank's
settlement account at the NBB and other deposits (not to exceed 0.7); liquid assets to the sum of the
settlement, current and other accounts (not less than 0.5), and the ratio of liquid assets to total assets (not
less than 0.5). In the absence of a good system of asset classification, these ratios can be meaningless

"' It should be noted that the denominator excludes funds transferred to the 'Credit Resources Regulation Fund'
and govern ent bonds.
' The bank has plans to raise its present capital by a factor of 2 to 3.
20 Total credits granted plus 50 percent of off-balance sheet commitments (such as guarantees).
21 Although the NBB's regulations indicate that a lower ratio is set for banks' shareholders or organizations
connected with it through the participation in joint management bodies," the NBB's supervisors have indicated that
in practice this is not the case and there is no distinction between third parties and shareholders. Nevertheless, the
NBB checks that no preferential treatment is given to shareholders.

M The sum of individual credits exceeding 15 percent of a bank's capital cannot exceed eight times the bank's
capital.
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and, even more important, may either impose unnecesary restrictions over bank managers or may be
superfluous (for example, ratio of liquid assets to total assets of no less than 0.5).

49. (fv) Enforcement and Sancsfons. Although NBB regulations include sanctions and
penalties for noncompliance (including automatic debits from the banks' correspondent account at the
NBB and interest charges of 0.1 percent per day on deficiencies of funds in this account), it is not clear
whether the NBB has the capacity to monitor and/or (if the sanctions are costly enough) to serve as a
deterrent to undesirable bank behavior. In the case of interest charges, however, that is clearly not the
case given the level of the penalty rate compared with the level of the commercial banks' lending rates.
Finally, the NBB's limited manpower (in both numbers and training) might limit its effectiveness in
enforcing the regulations.

50. (vii) Lack of Loan Loss Provsions. At present banks are wt required to have loan loss
provisions. Given the relatively low equity base and in some cases the 'nonpaid' nature of the banks'
capital (new banks were able to count in as part of their capital equipment, personnel, goodwill, etc.),
banks are quite vulnerable to deterioration in the quality of their loan portfolios. The NBB has plans to
establish loan loss provisions, but some of the specialized banks (m particular the Agriculture Bank) have
expressed inability to fund such provisions. The most likely undesirable outcome of such a situation
might be that some banks would be exempted from this requirement, which would add a new element
to their uneven 'playing field."

51. (fii) Understing of th NBB's SupernvIon Darmen. As has been mentioned, the
NBB's Department of Commercial Bank Supervision is being organized into three divisions (Supervision,
Analysis, and Methodology), with a national staff of about 42 supervisors, 14 of whom are at
headquarters. Tbis latter group is in charge of supervising the Savings Bank and the Industry and
Agriculture Banks. Clearly, the NBB's supervisory function cannot be carried out adequately with the
present number of staff; in fact, this number could easily be doubled. In addition, in spite of the efforts
being made by other European central banks under the sponsorship of the IMF, there are still substantial
needs in Belarus in the areas of training and also of system and normative development. Additional
regulations are needed in at least five areas: (i) the reduction of the present maximum exposure limit of
50 percent of a bank's capital to an individual borrower; (ii) the adoption of 'arm's length" regulations
regarding lending to related parties; (iii) the establishment of a loan classification system based on risk;
(iv) the adoption of clear and enforceable guidelines regarding loan loss provisions; and (v) the increase
of minimum capital requirements. In addition, there are nimerous problems in enfbrcing the NBB's
prudential regulations, and also undesirable exemptions granted to the largest banks. In terms of the
agenda for 1993 in this area, it appears important that the NBB issue manuals or guidelines for on-site
inspections and for off-site supervision and reporting, and a clear manual, or guidelines, for licensing new
banks. In a related area, given the commercial banks' practice of insuring smaller credits with insurance
companies, the development of a prudential and supervisory framework for these institutions seems
important.

52. More specifically, regulation specifies a minimum amount of authorized capital for the
commercial banks, at the level of 60 million rubles. The capital/assets ratio for commercial banks is set
up at 1:16, and the maximum amount of risk per borrower cannot exceed 5 percent of bank's capital.
'bo ratio of liquid assets to short-term liabilities must not be lower than 80 percent. Prudential regulation
dooc not request provisions against doubtful loans and does not clearly define the rules for the disclosure
of financial information for bank supervisors.
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53. Accounting. Soviet accounting practices are still being followed in Belarus. Banks
continue to use the reporting system (serving the needs of a centrally planned economy) established for
the U.S.S.R.'s Gosbank (Form-700). New accounting standards compatible with a market economy and
international practices are yet to be developed. As a result, the reporting of financial transactions is
inadequate, and not only are the financial statements of individual institutions not strictly comparable, but
it is very difficult to determine the financial condition of the banks. This area should receive the highest
priority from the authorities. It seems crucial to revise the general accounting principles and standards
in harmony with international practice, as well to create a working group to examine the adoption of a
new "Chart of Accounts" for the commercial banks. Little effort appears to have gone into these
undertakings. In this area, two other issues that should be examined are training (starting with an
inventory of needs), and the certification of and codes of conduct for accountants and auditors.

54. Deposit Insurance. Finally, special consideration should be given to deposit insurance
regulation. International experience suggests that it is advisable to develop an insurance scheme that
imposes limits on the amounts covered by the insurance. Banks should also be charged insurance premia,
and the revenue proceeds should be channeled to a separate insurance fund.

55. Payment System. The payment system for Belarus can be classified basically into three
distinct segments:

A domestic payment system for the transfer of payments for which the payer and payee
are both serviced by banks in Belarus

An 'Inter-Republic" or ruble zone payment system where one party is located in one of
the FSRs

An international payment system in which payments are made in hard currency between
a bank in Belarus and a correspondent bank in the West.

56. The domestic payment system within Belarus appears to operate well. Interbank
settlements are said to occur on a same day basis on accounts held in the NBB Computer Center. There
was some difference of opinion regarding the timing of customer entries, with the majority of
interviewees saying payments for customers (both debit and credit) were made on a same day basis. Lags
in making the customer entries owing to the flow of paper forms by mail seems to be a problem. (In
Belarus, as in Ukraine, there is a two-way flow for each payment: electronic and paper.) In Ukraine,
customer entries are made on the bases of the flow of paper, which lags behind the electronic information
by as much as 7 to 10 days. In Belarus, the consensus was that both correspondent account entries and
customer entries were made by electronic notice, with the paper being used for control only. In either
event, all parties interviewed indicated there were few customer or bank complaints about the speed and
reliability of the domestic payment system.

57. Improvements can be, and over time should be, made to the domestic system. The NBB
computers are old and will require upgrading when payment volume increases as a natural consequence
of incjeased privatization and greater economic activity. Most bank branches have very little automation,
thus manual posting of customer accounts appears to be the rule rather than the exception.
Telecommunications capabilities within the country are quite limited, which restrains the move to
electronic clearing systems as does the lack of a legal/regulatory basis for electronic payments.
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Notwithstanding the above, however, given the magnitude of the issues facing Belarus, improvements to
the domestic payment system would not appear to be among the highest priorities. Indeed, adequate
training in all aspects of bank management (credit, international, information technology, etc.) and the
development of information technology strategies at the commercial banks, the savings banks and the
NBB would all appear to be of greater importance at present, and, indeed, should precede payment
system development.

58. The inter-republic payment system, however, is a diffeent matter. Because of the highly
integrated economies of the FSRs, there is a large flow of trade, and hence of payments, among the
FSRs. In Ukraine, it was estimated that 30 percent of the payments were to FSRs, and Belarus'
percentage is likely to be higher. These payment transactions were said to take a month or longer, with
the principal offender being Russia. These delays severely restricted Belarus commerce, as the
enterprises needed the payment for goods sold in order to buy raw materials. Many customer complaints
stemmed from this problem.

59. The payment blockages were said to stem from technical, economic, and political
problems - the latter two being of greater consequence. Technical/operational problems in the Central
Bank of Russia were said to be the cause of the long delays in the transfer of payment documents. To
combat this problem, commercial banks in Belarus (which are licensed to do so) have established direct
correspondent bank relations with commercial banks in Russia. However, the problem appears to be
associated with balance of payments and financial resources issues rather than technical difficulties of the
inter-republican payment system.

60. Hard currency international payments is a recent business for most Belarus commercial
banks. Thus, the banks have limited experience, and a limited volume of intenational transfers. This
appears to make maintaining correspondent accounts expensive from a hard currency allocation
standpoint. The country also lacks access to SWIFT, which requires the use of telegraph and mail for
execution and confirmation of transfers. This leads to delays in notification to customers using the
system, but, given the low volume of transactions, this is not a critical problem in the overall context of
the Belarus economy.

61. Thus, the major payment system problem appears to be associated with the Russian
blockage of payments (as well as with blockages in other FSRs). A further problem is that FSRs (for
example, Ukraine) have introduced their own currencies, which has resulted in confusion over exchange
rates and other trading matters. Such problems can be worked out over time among the parties.

62. Discussions should be held with respect to the domestic payment system; however, it is
likely that limited assistance is required at this time. These discussions should cover the following points.

Conmmercial banks must automate their customer accounting and intrabank accounting
systems to provide more competitive service. Such automation should be undertaken
within the context of national standards, to ensure an efficient interbank payment system.
Some technical training and support may be required. Also, because of the close
economic ties with the FSU, such standards should be coordinated with other countries,
particularly Russia.
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- Improved cash management techniques should be employed to ensure control of the level
of each bank's NBB correspondent account. These improvements will require better
internal information technology and will become more critical as the central control of
the economy relaxes. Such techniques will grow in importance as the NBB moves to a
single correspondent (clearing) account per bank.

- The NBB Computer Center will require eventual upgrading. The NBB is forming a
joint-stock company, owned by the NBB and commercial banks, to operate the computer
center and provide funds for upgrading.

- A legal and regulatory framework for payments, particularly electronic payments, will
be required (it is unclear whether such a framework exists).

- The telecommunications infrastructure must be improved.

63. As regards inter-republic payments, a coordinated effort among all FSRs is necessary.
The problems, whether technical or political, do not appear to be within Belarus' control. This issue is
being addressed through the creation of an Inter-State Bank which will have the mandate to clear and
settle payments among the FSRs.2

64. Where hard currency international payments are concerned, access to SWIFT (expected
in one year), and greater training and experience are needed. Limited training is being provided by some
of the Western correspondent banks. It is recommended that, because of great changes in the Belarus
economy, the payment system be monitored periodically. The demands of a free market competitive
economy are likely to tax the domestic Belarus system over time. There will be a greater volume of
transactions, more unpredictable volume flows, greater emphasis on minimizing balances held for clearing
purposes, and a need for more rapid and economical payment instruments. However, these needs are
not critical at present.

65. As the Belarus payments infrastructure evolves, an efficient interbank money market for
the settlement of correspondent balances will become feasible. Such a system is often a high priority of
central banks, but no urgent need appears to exist for a major investment in this as yet. A high value
money transfer system will probably be needed within a few years as the economy matures.

66. In sum, because of the lack of serious problems in the Belarus payments system, and with
the country's more pressing economic and transitional problems, it does not appear to be a priority to
devote scarce financial or managerial resources to the domestic payment system at this time. Also,
because the resolution of this problem in not within the country's control and because of the close
economic, political, and trading ties between Belarus and Russia, it would be prudent for Belarus to let
Russia and other FSRs to take the lead on payment system development and have Belarus consider major

' A preliminary agreement (although with reservations on the part of some of the signatories regarding the use of
the Russian ruble as common currency) has been reached. The proposed Inter-State Bank (ISB) will provide Belamus
with net short-term credits equivalent to one month of imports (apart from bilateral credits granted by the Central
Bank of Russia).
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changes in its system only after reviewing activities in the other FSRs. Belarus may be able to avoid a
major expenditure of time and resources, as well as avoid creating an incompatible system if it lets other
FSRs take the lead. The current reasonable condition of its payment system would appear to allow
Belarus the luxury of learning from others.

67. Bankers' Training. Although some bank managers have been exposed to various aspects
of international banking, the general level of banking expertise in Belarus is low. There is little
experience in managing credit, interest, and foreign exchange risks, and in assessing the quality of credit
portfolios. Finally, there is no organized training of bank staff in Belarus. Insufficient attention is being
paid to the needs in this area, which, in the medium term, are a determinant for the development of the
sector.

68. This section has addressed the status of and needs for technical assistance, as well as the
key areas in the development of Belarus' financial infrastructure. While progress in all these areas is
necessary, more is needed to develop the role of the financial sector in a market-based economy. Major
reforms in the policy area should be undertaken to promote efficient financial intermediation, including
and early development of Belarus' capital market in support of privatization.

Policy and Reforn Recommnendations

69. Belarus needs to establish a stable macroeconomic environment, as well as the financial
institutions and instruments that will allow the emerging private sector to grow to its full potential. The
main objectives of an efficient credit policy during the transition to a market-based financial system are:
(i) to restore the "store of value" function of money through an adequate interest rate policy that can lead
the recovery of financial savings, thereby restoring Belarus' financial depth; and (ii) to correct the
remaining price distortions and other administrative constraints (directed credit and the use of bank funds
to subsidize SOEs) in order to allow banks to allocate their financial resources to the most efficient final
users and investors in the economy. The latter objective can be accomplished only if the authorities (i)
establish a competitive environment in the banking sector, (ii) set up an adequate prudential and
regulatory framework, and (iii) begin the restructuring and privatization of specialized banks and SOEs.

70. Policy Issues. The NBB has progressively acquired increasing autonomy in managing
its domestic monetary affairs. The incentives that prevailed in the ruble zone prior to the introduction
of the rubel were not conducive for Belarus to run tighter financial policies than those being followed by
other members, in particular, Russia. However, conditions have changed in part. While the existence
of a single monetary authority in the ruble zone is a pre-condition to the pursuit of any serious
macroeconomic policy, Belarus can now undertake more autonomous national policies. In the near
future, Belarus will have to decide whether to stay in the ruble zone, or to make the rubel the sole
domestic legal tender. In the new environment, scarcer financial resources will need to be managed in
new ways.

71. First, NBB refinancing policy should not be used to support specific commercial banks
and enterprises in agriculture and industry, but rather to manage the liquidity of the banking system in
line with credit and macroeconomic policy targets. A clearer segregation of monetary and credit policies
from fiscal policies should be reflected in the separation of the banks' loan portfolios into "policy" versus
commercial loans.
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72. Second, to strengthen the liquidity management of the NBB, there is scope for establishing
an interbank market as a mechanism for efficient allocation of short-term financial resources among
surplus and deficit banks at market interest rates. The role of the NBB would be to intervene, with its
discount facilities, to reduce the volatility of interest rates in the market. Third, the interest rates policy
should be redefined in accordance with the efficient mobilization and allocation of scarce financial
resources. The authorities should move gradually toward positive real rates of interest and, in a second
phase, to full liberalization of credit and deposit interest rates, the introduction of effective prudential
regulation, an increased supervisory capacity for the NBB, and an adequate restructuring program for
banks and state-owned enterprises (this last item, however, would appear to be a precondition).

73. To accomplish the above objectives, the authorities must consider an appropriate fiscal
mechanism for granting subsidies to the enterprise sector and should refrain from using the banking sector
for this purpose, to prevent further deterioration of the banks' portfolios. Given the underlying financial
fragility of both banks and SOEs, averting or managing a systemic solvency crisis should be seriously
considered in the Government plans. As is shown by the experience of other FSRs, the adoption of tight
financial policies might lead to a serious liquidity crisis and the exposure of underlying solvency problems
in important financial intermediaries. The NBB must have a good understanding of these problems, as
well as elaborate contingency plans for confronting the emerging difficulties.

74. Finally, the Government should define a deficit finance policy aimed at not using the NBB
discount window excessively and should combine different possible sources of finance in the financial
market. Therefore, market financial instruments, like government securities, should be considered in
defining the volume of deficit finance capacity and limiting the crowding out effect in the financial
market. Careful preparation of the adoption of an adequate regulatory system should be undertaken in
advance for the successful development of a market in government securities.

75. Banks' Autonomy and Accountability. In the centrally planned economy system, banks
had a very passive role, fulfilling the financial requirements of the state development plan. Banks were
not financial intermediaries in the Western sense, but "windows" of the central bank in charge of
implementing the credit plan and overseeing the use of resources. Banks were not faced with lending,
decisions involving risk, and the concept of prudential (as opposed to economic) regulation was
nonexistent (see below). In a market economy, banks will need to operate in an environment that differs
dramatically.

76. Reform Issues. The objectives of institutional reform should be (i) to establish a
competitive environment by introducing an adequate regulatory and supervisory framework, and (ii) to
start the restructuring (financial, management, and ownership) of former state specialized banks. These
measures should lead to more competition among banks and to an efficient banking and financial system.
The restructuring and privatization of the state-owned banks is essential for two reasons: first, to prevent
the emergence of serious financial problems that could jeopardize monetary control and compliance with
prudential regulation; second, to clean up state banks and detach them from the state-owned enterprises
and to open up the process of the development of the private sector and the recovery of output on a
sustainable basis.

77. Finally, the ownership structure of some newly emerged commercial banks is a cause for
concern. The influence of state-owned enterprises in lending decisions could lead these banks to deviate
from profitability criteria and to imprudently lend to SOEs in financial distress. Therefore, it appears
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necessary to reduce substantially - or even eliminate - the ownership of SOEs in newly created
commercial banks as well as in the former state specialized banks through financial and ownership
restructuring of these banks.2'

Macroeconomic Constraints on Financial Sector Rdorm

78. Macro-Stabilization and Financial Crisis. Reform of the financial sector in Belarus
cannot be undertaken in the present near-hyperinflationary conditions. On the other hand, as has been
indicated above, the adoption of tight financial policies and the ensuing reduction in the economy's
liquidity and higher real interest rates - which must be part of any credible stabilization program - might
expose the underlying solvency problems in a large number of SOEs, the Savings Bank, and the
specialized banks. In this scenario the Government would be pressed to intervene in order to (i) prevent
the closing of a large number of (viable and nonviable) SOEs and the rise in the rate of unemployment
that would follow; (ii) honor its deposit guarantee over household deposits held by the Savings Bank; and
(iii) bail out the specialized banks controlled largely by government agencies and SOEs. An 'across the
board" response under the present budgetary difficulties would require a massive injection of NBB credits
and a monetary expansion which would quickly undermine the objectives of the stabilization program.

79. A Strategic Approach to Restructuring Financial Institutions. Restructuring the
financial sector cannot be undertaken without the necessary reforms in the real sector of the Belarus
economy and without a concerted effort to overhaul the tax system. In the final analysis, the rapid
monetary expansion stems from the open financial demands (the NBB's direct credit to the budget) and
the hidden financial demands (bank credit financing of SOEs) of the public sector' on the NBB. The
NBB's financing of the government deficit includes credit to cover current expenditures, part of which
are large consumer and enterprise subsidies. Bank financing of noncreditworthy SOEs is not only largely
responsible for the deterioration of the banks' loan portfolios but is also crowding out other more
promising emerging activities. In fact, a large hidden deficit is being indirectly financed by bank credit
to noncreditworthy, nonbankable enterprises. This must not continue.

80. A Phased Approach to Financial Sector Reform. Nonviable SOEs may be receiving
NBB-funded budgetary transfers, as well as credits through the specialized banks, both ultimately funded
by the NBB. In a phased approach to reforming the sector, the government should identify the "worst"
loss-making SOEs2' and should close them down, using the scarcer resources to retrain the affected
workers and speed the redeployment of other enterprise assets (land, etc.), instead of wasting resources
in maintaining an unsustainable status quo. In a country the size of Belarus, this "housecleaning" can

24 Once the process of privatization is under way, the change in ownership of SOEs will also result in a change
in the ownership of banks away from the state sector.
2 In many countries the authorities prepare public sector budgets that encompass the government budget and the
budgetary transactions of state enterprises, in an effort to assess the overall stance of fisca policy and its global
impact on the country's aggregate demand. In addition, public sector borrowing requirements (PSBRs) are prepared
in order to measure the global financial requirements of the public sector in a given fiscal year.
X In terms of relative size of losses and lack of future prospects.
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be done with the help of external advisors.' How far this process could go would depend on the
availability of external financing and the fiscal outlook. The losses of enterprises that are being closed
should be written off the balance sheet of the banks against the enterprise deposits (if any) and the banks'
(meager) equity (in the absence of loan-loss provisions). If the intermediary is not going to be liquidated,
lost assets should be replaced with long-term government bonds.2' The privatization of agriculture
through the sale of state-owned collective farms to private farmers could contribute to the restructuring
of the Agriculture Bank. The proceeds from these sales could be used to write off bad loans in the
Agriculture Bank.

81. The government strategy should take the following two points into account:

(i) How to allocate the past (stock) losses which surfaced early in the stabilization program.
In this exercise it is important to acknowledge that a substantial part of the losses were
already absorbed by the public through the heavy taxation of financial savings and the
dramatic loss of purchasing power of their savings that took place during the period of
hyperinflation. However, the bonds to be issued by the Government to replace lost bank
assets are only a form of deferred taxation. In addition, the Government should be
obliged to take over the unresolved portion of bad loans, using, for this purpose, a
separate institution (i.e., a restructuring agency). This institution would try to collect
nonperforming loans and in some cases would undertake liquidation procedures for
banks.

(ii) How to prevent the accumulation of new losses in viable but unprofitable enterprises
(which would continue to operate). Addressing the problems of this group of enterprises
would probably require a change in both the banks' and the SOEs' management, as well
as in the incentive framework that they face (governability, budget constraints, and,
ideally, ownership). In identifying both the "worst offenders" and the group of
enterprises that could become profitable, it appears essential to undertake parallel
operational and financial audits of the specialized banks. These audits should have
priority, in order to develop and quantify the options for restructuring and privatization.

82. The Savings Bank. As is indicated in Figure 2, the Savings Bank has significant claims
(27.7 billion rubles) against the former U.S.S.R. Savings Bank.2' The first phase of the program would
also deal with the Savings Bank's critical financial situation, starting with a comprehensive diagnostic
study of the bank and its options for overcoming its present difficulties. The study should go beyond the
development of a plan to restructure the bank's assets portfolio (which is based on a replacement of its

2' The price structure for appraising the comnparative advantages of subsectors and enterprises should be the
international one given Belarus' new orientation to international competitive markets.
t The present value of the expected flow of government (domestic and foreign) revenues and expenditures would
be the binding constraint in determining the size of the program and the condition of the proposed bonds.
29 Out of which 16.0 billion rubles corresponds to the original claim on deposits transferred to Moscow and about
7.0 billion and 4.3 billion rubles are accrued claims resulting from the repeated indexation of household deposits
ordered by the Government to partially compensate for past inflation.
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claims on Moscow and the NBB by bonds issued by the Government 3 and the NBB "1), and should
also look into the bank's present inadequate organization and weak management, lack of lending
expertise, almost complete absence of automation and high operational expenditures (including
overstaffing and unprofitable branches). The point of departure in the restructuring of the Savings Bank
would be that the deposits of the population should be honored in some form. Yet, at the same time, the
solutions to the problems of the Savings Bank should not result in an unrealistic burden on the public
sector. A first solution would involve replacing the claims on Moscow on the assets side of the Savings
Bank's balance sheet by government bonds with long maturities; a second option would involve the
conversion of household deposits into interest-yielding bonds with long maturities issued by the
Government. Finally, a third alternative would consist of the conversion of household deposits into
privatization vouchers: these vouchers would enable households to bid for houses, land, or enterprise
shares.

83. The Futwe of the Savings Bank. In Belarus, as in the rest of the FSRs, the Savings
Bank has been traditionally a deposit mobilizing institution. However, such role is being threatened by
the interest rate policy followed by the Government over the last two years, which has led to a dramatic
fall in real savings mobilized and has compounded the Bank's liquidity problems. In spite of its lack of
lending expertise, the Savings Bank has become a major lender in the interbank, consumer lending, and,
more recently, the housing markets. Its institutional lack of preparedness to assess and manage risk
would suggest a more prudent and gradual approach to lending. One option would be to establish much
higher reserve requirements (possibly as high as 100 percent) until the completion of the diagnostic study
that will form the basis for new restructuring and business plans for this crucial intermediary. The
Savings Bank's lending in the housing market involves unwise term-transformation (40 year loans),
interest rates (fixed-rate 32 percent per annum mortgages)' and repayment risks, and should be stopped
immediately. In summary, until the bank's financial, structural, automation, and managerial weaknesses
are addressed, the Government should follow a very cautious approach, in a short-term strategy, to
minimize compounding the problem of returning the Savings Bank's Government guaranteed deposits.

84. The Agricuture Bank and the Industry Bank. Both banks would need to be
restructured and recapitalized, and their dependence on NBB's lending (about half of the banks' funds)
should be rapidly reduced. One option worth considering is to restructure the Agriculture Bank in
conjunction with the rural network of the Savings Bank. Regarding the Industry Bank, one option would
be its transformation into a wholesale, longer-term bank able to fund its operations by selling paper to
the public and also employing other forms of noninflationary financing mechanisms. In both cases
transitional arrangements would need to be carefully considered by the authorities.

' The Govermnment of Belarus has agreed to assume this claim as part of its domestic public debt, and it will be
replaced by bonds.
1' Until recently the Savings Bank's loan portfolio was almot totally in the hands of the NBB. A rapid increase
in deposit rtes will, of necesity, result in a larger quasi-fiscal deficit which hs an important macroeconomic
dimension, since the 'channel specialized banks will probably be unable to recover a lrge part of the loans lent
to SOEs to repay the NBB's credits.
`2 The Government has established an interest rate as low as 5 percent per annum for preferential borrowers
(private housing), reimbursing the Savings Bank 27 percentage points.
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85. The Commercial Banks. The restructuring of the former state specialized banks would
also promote the growth of the commercial banks because of the latter's greater efficiency in resource
allocation. However, this would happen only if the commercial banks were able to make decisions
independently. In this regard, the ownership structure of some commercial banks is a cause for concern,
since these banks could easily be induced to lend to SOEs in distress, thus restricting private sector access
to scarce financial resources. Importance should be given to the following policies: (i) strengthening the
NBB's regulatory powers and its capacity to enforce prudential regulations (increased staff and training),
particularly to enforce an "arm's length" relationship between bank owners and bank management; (ii)
rapidly adopting of internationally accepted accounting standards and practices, as well as mandatory
annual external audits of banks' accounts using internationally accepted practices; (iii) increasing
minimum capital requirements for new entrants and existing banks in order to promote bank mergers and
to reduce concentration of banks' ownership; (iv) strengthening the autonomy and accountability of the
banks' governing bodies; (v) increasing disclosure requirements and the informational content of the
banks' public (audited balance sheets and income statements) and confidential (NBB) reporting systems;
and (vi) introducing some safeguards while SOEs remain important shareholders in the commercial banks,
limiting temporarily the distribution of commercial bank profits to controlling SOEs.

86. Joint-Venture Banks. The reform of the financial system could be further strengthened
by the entry of foreign banks, which should be allowed to participate in the financial system through the
injection of additional capital into emerging private commercial banks. Foreign banks would introduce
modern banking practices, and would stimulate the management and staffs of domestic banks to adapt
more rapidly to international financial standards.

87. Intermediation and Risk during the Transition. Belarus, like most FSRs, has a banks
only financial sector. This structure is highly inadequate for undertaking the needed reforms for various
reasons - a key reason being the present institutional weaknesses of the existing commercial banks, which
traditionally were windows of the central bank, serving either to collect household savings or to channel
NBB funds to pre-identified uses and users. The environment of a centrally planned economy did not
prepare the commercial banks for the key function that financial institutions play in market economies:
managing risk. In addition, during the extremely risky transition phase, financial institutions will have
to operate in a "no-man's land". Neither the plan nor the market will function adequately to transmit the
"relevant" administrative orders or price signals needed to guide resource allocation. The response of
bankers and regulators may well be to retreat into an excessively "risk-averse" game plan, reducing
producers to the level of self-financing. The inward shift of the resource envelope available to economic
agents will further contribute to the country's already severe output contraction. Pressure will build up
(as in Russia in the summer of 1992) to again flood the economy with excess liquidity, which will push
the inflation rate up to new heights. In order to avoid such backlash, the authorities should attempt to
achieve the "right" balance.

88. Managing the Sector's Reforms. It is important to examine the capabilities of existing
Government agencies and to identify the gaps in the present institutional framework for managing the
complex reform process. The efforts to move the reforms forward and, at the same time, minimize the
already heavy costs of the transition, point to a need for new agencies, financial intermediaries, and
instruments.

89. Agencies. To study and develop a strategy, as well as to implement the required reforms,
the Government should establish an Inter-Agency Group (IAG) to coordinate efforts in this area. Part
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of the required strategy would be to recommend and establish the institutional arrangements for
liquidating and restructuring SOEs in Belarus, as well as to restructure the specialized banks. A
Directorate for Corporate Restructuing and Privatization might be established. The scope of its
mandate should be developed by the IAG and possibly approved by the Supreme Soviet, in order to
guarantee the required political support. Since banks are significant holders of nonperforming assets and
SOEs's debts, special assets disposition and restructuring procedures and guidelines will need to be
developed to ensure maximum recovery. The directorate would be an independent agency intended to
appraise the value and likelihood of recovery of nonperforming bank assets. The models used in other
Eastern European countries could serve as the starting point. The implementation of this strategy would
require external technical assistance.

90. The Qualay and Mix of Insitutions. In addition to the enormous task of building
institutions and human capital faced in the coming years, a more balanced mix of financial institutions
and markets should be sought. Commercial banks are not well positioned to assume the risks involved
in the active promotion of new ventures, and without such ventures the unemployment problem, resulting
from the strategy proposed, cannot be resolved and the development of the private sector cannot succeed.
To actively promote the latter, there is a need for venture capital firms actively promoting small and
medium-size enterprises. In a framework of macroeconomic stability, longer-term financial institutions
and the development of the capital market are essential to bring about private investment and
entrepreneurship, without which economic recovery would be more difficult. In this context an expansion
of the planned fund for providing guarantees for new businesses in order to facilitate their access to credit
would also be an important initiative. Other nonbank financial intermediaries would also be required early
in the post-stabilization period (in particular insurance, leasing, and factoring companies) to support of
a successful privatization program.

91. New Financial Instrwnents. During the transition to a more stable macroeconomic
environment, it seems important to study the introduction of new financial instruments (even as a
temporary expedient to be dismantled early in the post-stabilization period). For example, indexed
deposits or bonds would be important in protecting savers from the inflation tax, and at the same time
would be a better debt instrument for borrowers in terms of their cash flow (because part of the financial
cost could be capitalized). New instruments could also facilitate the adoption of the interest rate policy
advocated previously.
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Table 1.1: Population wnd Eplotnment - Suamory Table, 1970-92
(in thousands of people or percent)

1970 1960 1985 1986 1987 1988 1989 1990 1991 1992

Total population 9002 9622 9969 10028 10087 10136 10200 10259 10260 10281
Noles 46.0 47.02 47.02 47.02 47.02 47.02 47.0X 47.0X 47.02 47.0X
F_les 54.0X 53.02 53.02 53.0t 53.02 53.02 53.02 53.02 53.02 53.02
Urban 43.02 56.02 61.0X 63.02 63.02 64.02 65.02 66.02 67.02 68.02
RuraL 57.02 44.02 39.02 38.02 37.02 36.02 35.02 34.02 33.02 32.02

Age 0-14 28.92 22.9X 23.22 23.02 23.02
Age 15-59 57.9X 63.12 60.82 60.3X 59.92
Age 60+ 13.12 13.72 16.12 16.22 16.72

Average wnuelI growth
Rates 0.652 0.65X 0.602 0.592 0.592 0.492 0.632 0.582 0.012 0.202
Crude birth rate 16.22 16.02 16.52 17.12 16.12 16.12 15.02 13.92 12.92
Mortality rate 7.6X 9.92 10.62 9.72 9.92 10.12 10.12 10.72 11.22

Evploym_nt a/ 4077 4808 4987 5002 5010 4983 4966 4877 4693
Noles 47.62 47.12 47.02 47.12 47.42 47.42 47.22 47.22 47.02
Femles 52.42 52.92 53.02 52.92 52.62 52.62 52.82 52.82 53.02

In industry & construct. 32.92 37.22 38.92 39.32 39.7X 40.82 41.72 42.02 41.62
In agriculture 36.92 26.42 23.62 22.82 22.12 21.22 20.52 19.62 19.12
Other sectors 36.42 36.42 37.52 37.92 38.22 38.02 37.82 38.42 39.32
of which:
Educatfon and heaLth 12.52 14.82 15.52 15.72 16.02 16.52 16.82 17.22 17.62
Central Government 2.02 2.12 2.22 2.32 2.32 2.22 2.22 2.32 2.42

Retired bI 1637 1941 2157 2200 2249 2295 2338 2371 2300 2360
As percent of e*pLoyed 40.22 40.42 43.32 44.02 44.9X 46.12 47.12 48.62 49.02

Sources: Goskonmtat of Belerus, Gosekono pian for projections, Various issues of "Narxhoz".
a/ Average yearly *rploym_nt of industrial workers, service workers, and farmers.
b/ Defined as recipients of pension benefits.



Table 1.2: Employment Stucture by Education Level
(In percent)

1959 1979 1989

Employed, Total 100.0 100.0 100.0
w/ University Education 2.1 9.5 14.4
Incomplete University Level 0.9 1.0 1.1
Secondary, Vocational 5.0 15.1 22.0
Secondary, General 5.2 28.4 39.3
Incomplete Secondary 19.9 22.3 13.2

Primary (and Incomplete Primary) 66.9 23.7 10.1
Primary Education -- -- 8.7
w/out Primary Education -- -- 1.4

Annual Average Growth Rates

EBmployed, Total
w/ University Education 0.08 0.02
Incomplete University Level 0.01 0.00
Secondary, Vocational 0.06 0.02
Secondary, General 0.09 0.02
Incomplete Secondary 0.01 -0.03

Primary (and Incomplete Primary) -0.05 -0.04
Primary Education --
w/out Primary Education -- --

Source: State Committee for Labor.



Table 2.1: Main Indicators of hational Economy by Sectors
(million ruble; percent)

................... ......................................... .................................. ................................................ ___.................._

current prices X chcnse constant 1991 prices X chne
-- - - - - - - - - - - -...................... ...........__

1990 1991 1990 1991

Gross Social Output 73418 145084 97.6 147999 145084 -2.0

Inrdutry 42619 92775 117.7 94188 92775 -1.5
Construction 6571 15312 133.0 15573 15312 -1.7
Agriculture 16904 26033 54.0 26878 26033 -3.1
Transport & Communications 2442 3009 23.2 3174 3009 -5.2

Material inputs 43908 91198 107.7

IndLutry 30286 66392 119.2
Construction 3278 7383 125.2
Agriculture 8696 14601 67.9
Transport A Coommications 1019 1647 61.6

National Income Produced 29510 53886 82.6 55544 538J6 -3.0

Industry 12333 26383 113.9 26650 2633 -1.0
Construction 3293 7929 140.8 8066 7929 -1.7
Agriculture a206 11432 39.3 12353 11432 -7.5
Trns port & Conmunications 1423 1362 -4.3 1443 1362 -5.6

Gross Domestic Product 40368 71825 77.9 73067 71825 -1.7

Material sphere 32666 57965 77.4 59278 57965 -2.2

Industry 14013 28273 101.8 28390 2827 -0.4
Construction 3519 8230 133.9 8342 8230 -1.3
Agriculture 9127 12687 39.0 13513 12687 -6.1
Transport & Coummications 1907 2102 10.2 2137 2102 -1.6

Service Sphere 6451 13860 114.9 13789 13860 0.5

In percent of GDP

Industry 38.9 39.4
Agriculture 18.5 17.7
Construction 11.4 11.5
Transport & comumnications 2.9 2.9
Services 18.9 19.3

Source: Goseconoimplan, Goskometat of BeLarus.



Tablo 2.2: Growth Rates of NMP by Sectors 1/
(in percent change to the previous year)

..............................................................................................

1960 1981 1962 1963 1964 1985 1966 1987 1968 1989 1990 1991
..............................................................................................

Totat 0.04 0.09 0.03 0.07 0.05 0.03 0.04 0.03 0.02 0.08 -0.03 -0.03
including:
Indu try 0.09 0.06 0.06 0.05 0.04 0.04 0.03 0.09 0.11 0.07 0.10 -0.01
Construction 0.02 0.06 0.02 0.06 0.02 0.04 0.11 0.07 0.07 0.05 -0.07 -0.02
Agriculture -0.28 0.35 -0.12 0.20 0.07 -0.07 0.08 -0.05 -0.15 0.12 -0.18 -0.07
Transport nd

Conmunications 0.02 0.04 0.03 0.01 0.03 0.05 0.11 0.05 0.13 0.01 -0.29 -0.05
Trodc & Food 0.05 0.05 -0.02 0.05 0.05 0.03 0.02 0.03 0.05 0.12 0.14 0.00
Materfal-technical

supply 0.05 0.05 0.06 0.05 0.04 0.02 0.05 0.07 -0.10 0.08 0.05 -0.02
Procure_ent -0.08 0.04 -0.01 0.12 0.03 0.04 0.08 0.10 0.03 0.06 -0.02 -0.11
Other 0.27 0.09 0.14 0.09 0.09 0.05 -0.08 -0.04 -0.03 0.05 -0.18 -0.05

Source: Goskoostat of BeOlrus.
1/ Mounding in basic data provided.

Toble 2.3: Growth Rates of GSP by Sectors 1/
(In percent change to the previous year)

1960 1961 1962 1983 1964 1985 1986 1967 1968 1989 1990 1991

Total 0.04 0.06 0.03 0.06 0.05 0.04 0.05 0.04 0.03 0.06 -0.02 -0.02
includino:
Induatry 0.07 0.05 0.05 0.04 0.05 0.05 0.05 0.06 0.07 0.05 0.02 -0.01
Construction 0.01 0.04 0.02 0.06 0.00 0.02 0.10 0.09 0.02 0.08 -0.03 -0.02
Agriculture -0.10 0.13 -0.04 0.11 0.07 -0.01 0.07 0.00 -0.07 0.08 -0.09 -0.03
Transport and

Communications 0.03 0.04 0.04 0.02 0.03 0.04 0.09 0.03 0.07 0.01 -0.12 -0.05
Trade & Food 0.05 0.04 -0.01 0.04 0.05 0.03 0.03 0.05 0.07 0.10 0.14 0.00
MateriaL-technical

swuply 0.05 0.03 0.09 0.05 0.04 0.02 0.05 0.07 -0.10 0.04 0.08 -0.02
Procurement -0.08 0.04 0.00 0.10 0.03 0.07 0.04 0.11 0.02 0.08 -0.03 -0.11
Other 0.27 0.08 0.14 0.08 0.09 0.05 -0.07 -0.04 -0.01 0.05 -0.17 -0.04

Source: Goskometat of Belarus.
1/ Rounding In basic data provided.



Table 2.4: Structure of NWP by Sectors
(percent)

1980 1985 1986 1987 1988 1989 1990 1991

Total 100 100 100 100 100 100 100 100
including:
Indu try 51.8 40.3 42.1 43.9 42.9 44.4 43 51.2
Construction 8.6 9.2 9.9 10.2 10.5 10.8 11.2 11.9
Agriculutre 18.3 30.1 28.2 27.2 27.9 26.3 27.8 22.4
Trantport and

Comunications 3.5 3.7 4 4 4.3 4.2 4.8 3.3
Trade & Food 4.8 4.3 4.5 4.4 4.6 4.7 5.3 5

Material-technical 1.9 1.3 1.2 1.2 1.2 1.2 1.2 1.3
s*pply 0.9 0.7 0.7 0.6 0.6 0.6 0.5 0.4

Procurement 10.2 10.4 9.4 8.5 8 7.8 6.2 4.5

Other

Source: Goekoastat of Belarus.

Table 2.5: Structure of GSP by Sectors
(percent)

1980 1985 1986 1987 1988 1989 1990 1991

Total 100 100 100 100 100 100 100 100
including:
Industry 62.5 58.7 59.2 59.8 59.9 60.1 58.6 65.6
Construction 7.8 8 8.3 8.7 8.5 8.9 9 9
Agriculutre 18.8 23 22.5 21.9 21.9 21.4 23 18.3
Tr nsport and

ComumLications 2.7 3 3 3 3 3 3.3 2.1
Trade & Food 2.5 2.1 2.1 2.2 2.3 2.4 2.7 2.4
Material-technical

suppLy 0.9 0.5 0.5 0.7 0.6 0.6 0.5 0.6

Procurmeent 0.5 0.3 0.3 0.3 0.3 0.3 0.3 0.2

Other 4.3 4.4 4.1 3.4 3.5 3.3 2.6 1.8

Source: Goskomstat of Belarus.



Table 2.6: Net Material Product in 1990-1991
(In millions of rubles)

Rel
1990 1991 1990 1991 chenge

…...- -- - - - -- --

(In milLions of rubles) (In millions of 1990 rubLes) (In percent)

NNP produced 1/ 29510 53886 29510 28595 -3.1

Agriculture 8206 12120 8206 7629 -7.0
Industry (excLuding

turnover taxes) 12333 26847 12333 12148 -1.5
Construction 3293 6409 3293 3237 -1.7
Transport and

communications 1423 1767 1423 1346 -5.4
Trade and catering 1552 2674 1552 1545 -0.5
Other productive sectors 860 1758 860 886 3.0

NNP used (domestic demand) 28529 53600 28529 27958 -2.0
ConuiptIon 21287 40558 21287 21500 1.0

Private 20791 39540 20791 20980 0.9
Public 496 1018 496 520 4.8

AccumuLation 7242 13042
Not fixed investment 3810 7134 7242 6458 -10.8
Change in m_terial stocks 3432 5908 3810 3884 1.9

Foreign trade baLnce -771 -1800 -771 -1046

Exports of goods
and services 18995 38265 18995 18501 -2.6

Imports of goods
and services -19766 -40065 -19766 -19547 -1.1

Losses 259 500 259 250 -3.5

(In percent of UNP produced)

Consumption 76.0 77.5
Private 74.2 75.6
PubLic 1.8 1.9

AccumuLation 25.8 24.9
Net fixed investmnet 13.6 13.6
Change in material stocks 12.2 11.3

Foreign trade balance -2.8 -3.4
Exports 67.8 73.2
Imports -70.6 -76.6

Losses 0.9 1.0

Source: Goskorstat of Belarus.
1\ Including foreign trade operations.



Table 2.7: National Income and Gross Domestic Product
(In billions of rubles)

1990 1991

1. Net Material Product 29.5 53.9
2. Depreciation 6.2 9.3
3. Nonmaterial sphere 5.4 10.4

a. Value added in nonmaterial
services 6.1 11.9
b. Nonmaterial costs of material
services -0.7 -1.5

4. Adjustment -1 -2
a. Losses on stocks -0.2 -0.4
b. Business travel expenses -0.3 -0.7
c. Social and cultural expenses
for material sector workers -0.5 -0.9

5. Gross Domestic Product (1+2+3-4) 40.1 71.6

6. Gross Domestic Product (7+8+9+10+11) 40.1 71.6
7. Consumption 25.8 48.3

a. Households (material) 20.8 38.7
b. Governmetn (material) 0.4 0.8
c. Nonmaterial sphere 5.4 10.4
d. Adjustments -0.8 -1.6

8. Gross invesment 13.5 21.7
a. Gross fixed investment 11.2 16.3

i. Governemnt
ii. Enterprises

b. Stockbuilding 2.3 5.4
i. Gross 2.5 5.8
ii. Losses on stocks -0.2 -0.4

9. Exports of goods and nonfactor
services 19 35.7

10. Imports of goods and nonfactor
services -19.8 -36.4

11. Losses (and statistical discre-
pancies) 1.6 2.3

Source: Gosekonomplan of Belarus.



Table 2.8: Capital Stocks for End-Year-Period

(In billions of rubLes)

1980 1981 1982 1983 1964 1985 1966 1967 1968 1989 1990

(In current prices)

Total 54.5 58.2 62.3 66.3 72.0 76.9 81.9 87.5 93.1 99.5 105.7
Industrial capital stocks 37.3 39.9 42.9 45.7 49.9 53.5 56.7 60.4 64.0 68.3 72.3
including:
Industry 16.2 17.3 18.6 19.9 22.2 24.0 25.5 27.0 28.6 30.4 31.5

Construction 1.7 1.8 1.9 2.0 2.0 2.2 2.4 2.8 2.9 2.9 3.5
Agriculture (inc. livestock) 10.8 11.7 12.6 13.5 14.5 15.5 16.3 17.2 18.4 20.0 21.3

Livestock 1.9 2.0 2.1 2.1 2.2 2.3 2.4 2.5 2.6 2.7 2.8

Transport & comfunlcation 6.8 7.2 7.8 8.2 8.9 9.3 9.9 10.5 11.1 11.9 12.5
Procurement 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.3
Enginesring 0.4 0.4 0.5 0.5 0.5 0.6 0.6 0.7 0.7 0.7 0.8
Trade and catering 1.1 1.2 1.2 1.3 1.5 1.5 1.6 1.8 1.8 1.9 2.1
Other 0.1 0.1 0.1 0.1 0.1 0.2 0.2 0.2 0.3 0.3 0.3

Non-industrial capital stocks 17.2 18.3 19.4 20.6 22.1 23.4 25.2 27.1 29.1 31.2 33.4
including:
Housing 10.4 11.0 11.5 12.2 13.0 13.9 14.9 16.1 17.2 18.4 19.4
Commal & houmehold servIces 1.6 1.7 1.9 2.0 2.3 2.5 2.8 3.1 3.3 3.6 4.0
Health 1.0 1.1 1.2 1.3 1.4 1.5 1.6 1.7 1.9 2.1 2.3
Religious activities 2.2 2.4 2.6 2.7 2.9 3.0 3.2 3.3 3.6 3.7 4.0
Science and scientific

service 0.4 0.4 0.5 0.5 0.6 0.6 0.7 0.7 0.8 0.9 1.0
Culture & arts 0.7 0.7 0.7 0.8 0.8 0.8 0.8 0.9 1.0 1.1 1.2
Other 0.9 1.0 1.0 1.1 1.1 1.1 1.2 1.3 1.3 1.4 1.5

(In constant prices)

Total 54.0 57.6 61.6 65.5 70.8 75.2 79.5 84.2 89.0 94.5 99.6

Industrial capital stocks 36.8 39.3 42.2 44.9 48.9 52.1 54.8 57.8 61.0 64.6 68.0
including:
Industry 16.3 17.4 18.6 20.0 22.3 23.9 25.2 26.5 27.9 29.5 30.4
Construction 1.7 1.8 2.0 2.1 2.0 2.2 2.3 2.7 2.8 2.8 3.5
AgricuLture (inc. Livestock) 10.2 11.0 11.8 12.6 13.5 14.2 14.8 15.4 16.4 17.6 18.5

Livestock 1.2 1.2 1.2 1.2 1.2 1.2 1.1 1.1 1.1 1.0 1.0
Transport L communication 6.8 7.2 7.7 8.1 8.8 9.2 9.8 10.3 10.9 11.6 12.2
Procurement 0.1 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.3
Material-technical supply 0.4 0.4 0.5 0.5 0.5 0.6 0.6 0.7 0.7 0.7 0.8
Trade and food 1.2 1.2 1.3 1.3 1.5 1.6 1.7 1.8 1.8 1.9 2.0
Other 0.1 0.1 0.1 0.1 0.1 0.2 0.2 0.2 0.3 0.3 0.3

Non-industrial capital stocks 17.2 18.3 19.4 20.6 21.9 23.1 24.7 26.4 28.0 29.9 31.6
including:
Housing 10.4 10.9 11.4 12.1 12.8 13.6 14.4 15.5 16.4 17.3 18.1
Communal & household services 1.6 1.7 1.9 2.0 2.3 2.5 2.8 3.1 3.3 3.6 3.9

Health 1.0 1.1 1.2 1.3 1.4 1.5 1.6 1.7 1.8 2.0 2.2

Religious activities 2.3 2.4 2.6 2.8 2.9 3.0 3.2 3.3 3.6 3.7 3.9
Science and scientific

service 0.4 0.5 0.5 0.5 0.6 0.6 0.7 0.7 0.7 0.9 1.0

Culture & arts 0.6 0.7 0.7 0.8 0.8 0.8 0.8 0.9 0.9 1.1 1.1

Other 0.9 1.0 1.1 1.1 1.1 1.1 1.2 1.2 1.3 1.3 1.4

Source: Goskometat of Belarus.



Table 2.9: Capital Investment
(In constant prices)

1980 1985 1990 1991

(Millions of rubles)

TOTAL 8286 10176 15350 14110
Out of which:
Material sphere 5823 6889 10199 9180
NonMaterial sphere 2463 3287 5151 4930

Industry 2340 3203 3741 3138
Agriculture 2245 2373 4429 4097
Transport & communications 766 794 1131 1072
Construction 274 312 485 466
Housing & Construction

(including private) 1436 2050 3013 3084
Other 1/ 1225 1444 2551 2253

(As percentage of total)

TOTAL 100.0 100.0 100.0 100.0
Out of which:
Material sphere 70.3 67.7 66.4 65.1
NonMaterial sphere 29.7 32.3 33.6 34.9

Industry 28.2 31.5 24.4 22.2
Agriculture 27.1 23.3 28.8 29.0
Transport & communications 9.3 7.8 7.4 7.6
Construction 3.3 3.1 3.2 3.3
Housing & Construction

(including private) 17.3 20.1 19.6 21.9
Other 1/ 14.8 14.2 16.6 16.0

Source: Narxhoz 1991, published by Goskomstat of Belarus.
1\ Includes trade and catering, material-technical supply,
information, forestry, communal services, science, culture,
arts, education and health.
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Table 3.1: Balance of Payments (1992) a/
(US$ million)

Resource Balance 40
Exports of GNFS 3,933

FSU 2,836
ROW b/ 1,097

Imports of GNFS 3,893
FSU 3,086
ROW 807

Net Factor Incomes -7
(Interest Payments) 7

Net Current Transfers 70

Current Account Balance 103

Long-Term Capital Flows 182
Direct Investment 7
Net Long-Term Loans 175

Disbursements 175
Amortization 0

Other Capital Flows c/ -326

Change in Net Reserves 41

Source: Goskomstat of Belarus, MOF, NBB, World Bank
staff estimates.

a/ The data are highly tentative, due to valuation
and coverage. The exchange rate used for conver-
sion in US dollar is 152.

b/ Rest of the World.
c/ Including bitaleral trade credit from FSU, credit

extended by Belarussian enterprises, errors and
omissions.



Table 3.2: Exports nd I ports bV 8ranches, 1967-1991
(In miltlons of rubtles at dom.tic prices)

1987 1988 1969 1990 1991

Iqiort Export alatne Import Export alance Iport Export Balonce I prt Export Btlance Iqport Export Baltnce

Indstr 16658.4 18451.7 -1793.3 16785.6 19482.6 2697.0 18250.7 19775.0 1524.3 18457.9 18535.5 77.6 38108.0 37407.3 -700.7
Of i ch:
Electric enrgy 118.1 45.9 -72.2 135.7 47.2 -88.5 147.2 54.7 -92.5 153.9 41.5 -112.4
Oil and natural ga 1793.8 1454.9 -339.4 1803.7 1497.9 -305.8 1849.6 1497.7 -352.1 1702.2 1444.7 -257.5
Coal 65.4 -65.4 71.9 -71.9 70.1 0.0 -70.1 55.0 0.0 -55.0
Other wnrgy 1. 1.0 -0. 1.1 1.0 -0.1 1.1 9.0 -0.2 1.0 0.5 -0.5
Ferre mtatllurgy 1329.0 183.9 -1145.1 1392.1 212.0 -1180.1 1371.9 190.3 -1161.6 1387.1 206.9 -1180.2
Nonferrots _ tallurgy 435.7 68.0 -367.7 457.4 70.0 -387.4 422.9 73.5 -349.4 412.6 81.6 -331.2
chemical wd patro-

chmicatl induatry 2276.7 2394.6 117.9 2364.4 2560.9 196.5 2454.6 2649.0 194.4 2428.6 2419.0 -9.6
Machin, building and

_taluorking 5816.3 7919.6 2103.3 5890.2 8473.1 2582.9 6571.9 8870.7 2296.8 6929.8 8742.9 1813.1
Wood xnd pqmr 444.1 476.6 32.5 469.7 486.6 16.9 480.2 508.2 28.0 461.4 485.8 4.4
Contruction _mterials 26.1 231.3 -32.8 268.4 241.0 -27.4 283.2 24.2 -37.0 205.1 296.2 93.1
Conm_r good 2364.5 3667.5 1323.0 2195.0 3786.8 1591.8 2605.9 3678.5 1072.6 2714.9 3389.3 674.4
Food procesing 1487.6 1630.1 142.5 1456.5 1712.6 256.3 1699.3 1610.2 -89.1 1523.2 1027.3 -495.9
Other industry 262.0 358.8 96.8 279.5 393.3 113.8 2.6 395.1 102.5 462.9 397.8 -65.1

Agriculture 877.8 372.3 -505.5 885.2 390.7 -494.5 891.6 283.1 -608.5 998.9 239.2 -759.7 1270.0 369.1 -900.9

Other activities in
_nternal q s* 170.9 40.3 -130.6 173.0 43.9 -129.1 205.4 243.4 38.0 308.8 220.0 -88.8

Total In _ terial apere 17707.1 18864.3 1157.2 17843.8 19917.2 2073.4 19347.7 20301.5 953.8 19765.6 189.7 -77.9 40064.7 38264.7 -1800.0

Source: 6cckostat Belarus.
Note: Data include Nocom fTO s wnd dfense flow.



Table 3.3: Summary Trade Indicators, 1987-1991
(In billions of rubles, at domestic prices)

1987 1988 1989 1990 1991

Total trade balance 1.2 2.1 1.0 -0.8 -1.8
Exports 18.9 19.9. 20.3 19.0 38.3
Imports -17.7 -17.8 -19.3 -19.8 -40.1

Foreign trade balance -2.0 -2.0 -2.5 -3.2 -7.0
Exports 1.6 1.7 2.0 1.8 2.7
Imports -3.6 -3.7 -4.5 -4.9 -9.7

Inter-republican trade balance 3.1 4.1 3.5 2.4 5.2
Exports 17.2 18.2 18.3 17.2 35.6
Imports -14.1 -14.2 -14.8 -14.8 -30.4

(In percent of GDP)

Exports 58.2 57.8 53.8 47.4 53.5
Total 4.9 4.9 5.3 4.5 3.8
Foreign 52.9 52.9 48.5 42.9 49.7
Inter-republican

ImPorts 54.5 51.7 51.2 49.4 56.0
Total 11.1 10.8 11.9 12.2 13.5
Foreign 43.4 41.0 39.3 36.9 42.5
Inter-republican

Source: Goskomstat of Belarus.



Table 3.4: Structure of Inter-republican Trade (1990)

In percent

Imports Exports

Russian Federation 63.0 59.7
Ukraine 19.1 17.2
Usbekistan 1.3 2.8
Kazaxhstan 2.2 4.4
Georgia 1.6 1.5
Azerbaidjan 1.7 1.5
Lithuania 3.5 3.3
Moldova 1.9 2.3
Latvia 2.3 2.5
Kirgizstan 0.8 0.8
Tadzhikistan 0.4 0.8
Armenia 1.0 1.5
Turkmenistan 0.3 0.5
Estonia 0.9 1.2
TOTAL 100.0 100.0

Source: Goskomstat of Belarus.

Table 3.5: Structure of Foreign Trade (1991)

In percent

Imports Exports

Poland 31.1 18.7
Bulgaria 9.6
Austria 6.1 8.3
Cuba 5.5
Germany 13.9 5.2
Netherlands 6.6 5.0
Afghanistan 4.9
Hungary 4.5
Yugoslavia 7.5 3.9
Great Britain 3.8
China 3.7
Egypt 3.3
U.S.A. 3.2
Switzerland 4.7 2.6
Japan 8.3
Other 21.8 17.8
TOTAL 100.0 100.0

Source: Goskomstat of Belarus.



Table 3.6: Exports and Imports by Main Commodities

1989 1990 1991

Imports
Coal, net (mill. tons) 1.9 1.7 1.5
Crude oil (mill. tons) 40.6 39.4 33.7
Oil products (mill. tons) 1.3 1.1 0.9
Natural gas (billion cub. m) 13.5 14.5 15.2
Electricity (billion kwh) 10.0 9.7 10.7
Sugar-raw (1000 tons) 199.8 161.3 218.4
Cotton textiles (mill. tons) 8.4 13.4 2.2
Ferrous metals (1000 tons) 185.0 68.0 62.0
Cement (1000 tons) 38.2 6.4 4.8
Paper (1000 tons) 5.3 3.1 0.8
Fodder (1000 tons) 321.2 197.3 260.8

Exports
Oil products 13.1 11.9 8.7
Diesel oil 1.4
Petroleum products, fuel (mill. tons) 3.6 4.7 4.2
Cotton textiles (mill. m) 23.0 14.2 12.7
Potassium fertilizers (mill. tons) 3.4 3.1 1.9
Wooden plates (mill. sq. m) 12.8 9.1 3.1
Synthetic fibers (1000 tons) 17.5 15.1 14.3

Source: Belarus authorities.





Table 4.1: Goverrumnt Finances

Cruble billion, current prices)

1990 1991 1992 1993

Revenues 15.3 30.7 297.3 1224.65

Indirect Taxes 6.2 7.9 148.4 622
Excise Taxes 26.4 180.25
Volue- dd d Tax 109.8 317.18
Turnover Tax 6.2 7.7
Fuel Tax 7 48.17
Natural Resource Tax 0.4 10.15

Taxes of Foreign Transetions 0.2 4.8 66.25
Direct Taxes 4.5 8.8 100.8 380.19

Profit Taxes 3.6 6.4 75.7 245.35

Personal lncom Tax 0.9 2.4 21.9 86.87
Real Estate Taxes 1.8 31.13
Land Use Tax 1.4 16.84

Chernobyl Tax 24.8 90
Other Tax and Non-tax Revnues a/ 4.6 14 -23.3 132.4

Expenditures 13.9 29.1 314.495 1414.43

Notional Economy b/ 8.6 11.9 131.382 523.89
Subsuidis 4.1 80.9 383.17

Invstment 1.8 21.88 101.25
Operating Expenditure 0.3 7.06 21.98
Preferential Credit 0.15 5

Other 2.4 21 .392 12.49
Social Sectors 4.4 8 94.769 "1

Education 48.383 211.24
Nealth 33.191 150.02
Other 13.195 79.74

Administration, law nd order 0.2 0.7 15.203 69.41
Defense 14.967 56.91
Interest 0.1 5.643 29.34
Chernobyl 39.73 154

Other cl 0.7 8.4 12.801 139.88

Balance 1.4 1.6 -17.195 -189.78

Sources: IMF Economic Review, Belarus, April 1992, for 1990 nd 1991;
Belarus inistry of Finance, Preliminary Estim_tes of Budgetary
Executions, February 1993, for 1992;
BeLorus Ministry of Finance, 1993 Budget, Januery 1993, for 1993.

a/ Including Social Security contributions, until 1991.

bl Breakdown of 1992 National Economy xpenditures is based on data for
the first 10 month.

c/ Including Reserve Fukds and, for 1993, unidentified revenues measures

to finance Chernobyl costs In exceas of Chernobyl tax.



Table 4.2: Gover.-Ont Flnances
(percent of GDP, currant prices)

--...........-------........----------..................................

1990 1991 1992 1993

Revenues 38.22 42.92 32.0X 39.02

Indirect Taxes 15.5X 11.02 16.02 19.82
Excise Taxes 2.82 5.72
Value-added Tax 11.82 10.12
Turnover Tax 15.52 10.82
Fuel Tax 0.82 1.52
Natural Resource Tax 0.02 0.32
Taxes of Foreign Trwastions 0.32 0.52 2.12

Direct Taxes 11.22 12.32 10.92 12.12
Profit Taxes 9.02 8.92 8.12 7.82
Personal Incone Tax 2.22 3.42 2.42 2.82
Real Estate Taxes 0.22 1.02
Land Use Tax 0.22 0.52

Chernobyl Tax 2.72 2.92
Other Tax and Non-tax Rev ees a/ 11.52 19.62 2.52 4.22

Expenditures 34.72 40.62 33.9X 45.02

National Economy b/ 21.42 16.62 14.12 16.72
Subsidies 10.22 8.72 12.22
Investmnt 4.52 2.42 3.22
operating Expenditures 0.72 0.82 0.72

Preferential Credit 0.02 0.22
other 6.02 2.32 0.42

Sociat Sectors 11.02 11.22 10.22 14.02

Education 5.22 6.72
Health 3.62 4.82
Other 1.42 2.52

Administration, lw and order 0.52 1.02 1.62 2.22
Defense 1.62 1.82
Interest 0.02 0.12 0.62 0.92
Chernobyl 4.32 4.92
Other c/ 1.72 11.72 1.42 4.52

Balance 3.52 2.22 -1.92 -6.02

memo: GDP (ruble billion) 40.1 71.6 929 3140
. ,.............................................................

Sources: IMF Economic Review, Belarus, April 1992, for 1990 and 1991;
Belorus Ministry of Finnce, Prelnimirry Eatimtes of Budgetary

Executions, February 1993, for 1992;
Relarus Ministry of Ffnane, 1993 Budget, Janury 1993, for 1993.

5/ Including Socale Security contributions, until 1991.
b/ Brealdown of 1992 National Economy expenditures Is based on dats for

the first 10 month.

c/ Including Reserve Funds and, for 1993, unidentifled revenues easures
to finance Chernobyl costs in excess of Chernobyl tax.



Table 5.1: Monetary Survey

(End-of-period stocks; ruble million)

1989 1990 1991 1992 1992 1992 1992

Dec. Dec. Dec. Mar. Jurw Sept. Oct.

Broad Money 25500 30048 53855 67061 125052 175453 189742

Currency 3124 3270 4744 5999 15695 21635 21067

Demnd Deposits 15601 17992 30885 42038 84964 122738 134993

Enterprises 7269 8756 18155 27477 65695 99755 110703

Population 8332 9236 12730 14561 19269 22983 24290

Time Deposits 6775 8786 18226 19024 24393 31080 33682

Enterprises 155 1587 2606 3576 6627 10539 11995

PopuLation 6620 7199 15620 15448 17766 20541 21687

Foreign Exchange Deposits 275 16987 11332 24477 24781

Met Foreign Assets 706 10348 17721 18866

Net International Reserves 470 60 583 273

NFA of CommerciaL Banks 236 10288 17138 18593

Domestic Assets 25730 31151 54130 81440 152944 248075 267409

Credit to Enterprises 10623 9994 23101 53783 136295 267104 276664

Short-term 6963 7569 20164 50742 132741 153751 173359

Long-term 3660 2425 2937 3041 3554 113353 103305

Credit to Population 780 886 1034 1006 2780 6468 8431

Short-term 51 79 145 237 1058 2474 2880

Long-term 729 807 889 769 1722 3994 5551

CLaims on Goverrnent 18690 21682 24822 21124 26415 17788 19996

Short-term 0 1000 5000 7000 12494

Long-term 1400 2437 2427 2384 2380 3811

Agricultural Price Subsidies 3790 3882 4049 3948 3812 3812 3811

Local Authorities -1102 -3721 -4611 -10523 -12120

Other Claim on Goverrment -2262 -5430 -5070 -12201 -15320

CLaims on Sberbank-USSR 14900 16400 21700 22900 24900 27320 27320

Other Items (net) -4363 -1411 5173 5527 -125U -43285 -37682

Source: NationaL Bank of BeLarus, INF and Bank staff estimates.



Table 5.2: Composition of Bank Lending, 1989-1991
(In millions of rubles: end of period stocks)

1989 1990 1991

By type of credit:

Total bank credit 11,404 10,883 23,647
Working capital 6,963 7,570 19,687

Industry 1,998 2,858 6,736
Agriculture 1,218 671 1,709
Construction 1,326 1,361 1,658
Trade and catering 1,346 878 1,916
Other 1,075 1,802 7,668

Investment credit 3,639 2,406 2,995
Industry 1,115 1,222 1,293
Agriculture 2,449 1,114 1,478
Construction
Other 75 70 164

Housing 520 527 434
Consumer credit 282 380 591

By type of borrower:

Total bank credit 11,404 10,883 23,647
State enterprises 7,712 8,417 18,410

Working capital 6,119 6,701 16,768
Invesment 1,593 1,716 1,642

Cooperatives 3,410 2,081 3,643
Working capital 844 864 2,349
Invesment 2,566 1,217 1,294

Private enterprises 5 550
Working capital 5 550
Invesment

Households 282 380 591
Housing 230 301 455
Other 52 79 136

Other 453

Source: National Bank of Belarus.



Tobtb 6.1: Projectfon of Major Agricultural Pro. cts o

........ ...................... ..........................................................................................................

atane
1960 1961 1962 1963 1964 1985 1966 1967 1988 1989 1990 1991 91/90

..........................................................................................................................

Pro ctfan
Grain (1,000 t) 1/ 4,108 5,104 4,810 5,043 6,268 5,790 6,050 7,804 5,906 7,384 7,035 6,296 -10.5X
Potatoes (1,000 t) 9,333 13,430 8,829 12,060 12,923 10,553 13,414 11,755 7,706 11,097 8,590 8,958 4.3X
Flax (1,000t) 60.5 81.3 116.5 122.1 96.0 84.3 93.9 127.1 84.7 67.3 52.2 76.0 45.6X
sugar beets (1,OOOt) 1,122 1,413 1,093 1,400 1,442 1,566 1,609 1,485 1,579 1,810 1,479 1,147 -22.4X
N"t (1,000t) 1,267 1,241 1,282 1,361 1,450 1,534 1,693 1,674 1,754 1,786 1,758 1,590 -9.62
Nftk (1,OOOt) 6,105 5,821 6,075 6,300 6,575 6,739 7,002 7,254 7,460 7,419 7,457 6,810 -8.72
Egp (mtillions) 3,035 3,119 3,241 3,331 3,379 3,363 3,406 3,4ff 3,572 3,651 3,657 3,708 1.42

Live animls (1,000 hoad)
Cattle 6,768 6,883 7,065 7,343 7,556 7,535 7,513 7,365 7,271 7,166 6,975 6,577 *5.7t

of WIch:
Cow 2,78 2,745 2,753 2,759 2,738 2,683 2,593 2,528 2,48 2,439 2,362 2,314 -2.0X
Pig 4,567 4,708 4,989 5,111 5,012 5,014 5,093 5,103 5,134 5,204 5,051 4,703 -6.9X
Shep 545.6 551.7 590.5 627.4 640.2 628.6 603.7 582.1 537.7 475.5 403.3 360.2 -5.7X

Source: Goskatat of 5elarus.



Table 6.2: Agricultural Production
(In millionr of 1983 rubles)

change
1980 1985 1986 1987 1968 1969 1990 1991 91/90

Total agricultural output 9,480 12,008 12,839 12,852 11,919 12,977 11,847 11,475 -3.1X

Crops 3,781 5,108 5,744 5,538 4,393 5,460 4,378 4,567 4.3X
of which:
Grains 587 482 800 1,049 783 956 923
Fodder and root crops 180 132 261 260 269 241 216
Potatoes 1,603 1,119 2,565 2,248 1,474 2,122 1,642
Vegetables 180 132 261 260 269 241 216
Sugar beats 57 50 83 76 81 93 76

Llfestock 5,699 6,900 7,095 7,314 7,526 7,517 7,469 6,908 -7.5X
of which:

Livestock for slaughter 2,822 2,295 3,464 3,562 3,655 3,626 3,572
Milk 1,943 1,377 2,774 2,874 2,956 2,940 2,955
Eggs 436 309 326 335 342 350 350
Wool 9 6 11 11 11 9 8

Net mterial product: 9,480 12,008 12,839 12,852 11,919 12,977 11,847
Of which:
Crop productfon 3,781 5,108 5,744 5,538 4,393 5,460 4,378
Animal productfan 5,699 6,900 7,095 7,314 7,526 7,517 7,469

Source: BSSR Statistical Yearbook 1990 (p.211).



Table 6.3: Selected Indicators of Agricultural nd Agro-Industrial Production

1980 1985 1986 1987 1988 1969 1990

Grains (1,000 t) 5,009 6,754 7,041 9,281 6,922 8,509 8,236
Flax (1,00 t) 61 85 94 127 85 87 52
Sugar beet (1,000 t) 1,122 1,568 1,609 1,485 1,579 1,810 1,479
Potatoes (million t) 9.3 10.6 13.4 11.8 7.7 11.1 8.6
Vegetables (1,000 t) 733 828 893 868 810 894 749

Meat slaughtered (1,000 t) 857 1032 1065 1117 1180 1195 1181
Beef nd veal 411 470 505 538 573 582 586
Pork 350 424 418 433 458 455 438
Fowl 87 124 128 130 133 142 142
Other 9 14 14 16 16 16 15

Milk (million t) 6.1 6.8 7.0 7.3 7.5 7.4 7.5
Eggs (billion) 3.0 3.4 3.4 3.5 3.6 3.7 3.7
wool (1,000 t) 1.1 1.2 1.1 1.3 1.2 1.1 1.0

Sugar (1,000 t) 298 335 346 368 355 354 347
Meat & meat products (1,000 t) 578 728 778 834 884 900 889
Milk & dairy products (1,000 t) 1,043 1,334 1,368 1,494 1,622 1,712 1,776
Butter (1,000 t) 100.0 125.6 143.0 158.0 162.0 158.4 159.1
Cheese (1,000 t) 35.8 49.2 51.0 54.2 58.0 61.9 65.0
Margarine (1,000 t) 105.1 119.4 123.4 127.7 115.0 119.2 107.5
Co ed food (pilLion cans)

Me:t 58.6 82.1 80.5 85.6 88.7 91.9 97
Fruit 160.1 231.2 259 217 246.8 296.6 301.2
Vegetables 237.1 201.4 200.9 233.1 228.3 200.2 181.3

Bread (1,000 t) 1,632 1,648 1,576 1,516 1,503 1,528 1,583
Noodles (1,000 t) 48.5 52 59.7 60.2 62.8 63.3 60.2

Source: BSSR Statistical Yearbook 1990.



Table 6.4: Territory nd Agricultural Land
(in 1,000 ks2)

1980 1985 1966 1967 1988 1969 1990 90/80

Total territory 20,759.5 20,759.5 20,759.5 20,759.5 20,759.5 20,759.5 20,759.5

Including:
Agricultural lend 9,719.6 9,719.8 9,603.1 9,596.0 9,598.2 9,426.5 9,414.8

Preped for crops 6,204.6 6,213.3 6,173.6 6,168.1 6,162.5 6,114.7 6,104.9
Long-term use of Land 154.3 151.1 148.9 147.4 149.5 151.3 153.1
For wheat 1,530.1 1,454.7 1,404.7 1,396.5 1,396.9 1,325.8 1,323.2
For lffestock 1,830.6 1,900.7 1,875.9 1,882.0 1,887.3 1,834.7 1,833.6

(In percent of territory)

Agricultural land 46.8X 46.8X U.3X 46.2X 46.22 45.42 45.42
Prepred for crops 29.92 29.92 29.72 29.7% 29.72 29.52 29.42
Long-term use of land 0.72 0.72 0.72 0.72 0.72 0.72 0.72
For iheat 7.42 7.02 6.82 6.72 6.72 6.42 6.4X
For lifestock 8.82 9.22 9.02 9.12 9.12 8.82 8.82

(In percent chnge)

Agricultural tand ... 0.02 -1.22 -0.12 0.02 -1.82 -0.12 -3.12
Prepared for crops ... 0.12 -0.62 -0.12 -0.12 -0.82 -0.22 -1.62
Long-term use of land ... -2.12 -1.52 -1.02 1.42 1.22 1.22 -0.82
For wheat ... -4.9X -3.4X -0.42X 0.0 -5.2X -0.22 -13.52
For lifestock ... 3.82 -1.32 0.32 0.32 -2.82 -0.12 0.22

Source: Goskometat, Agriculture Department.



Table 7.1: SeLected Indicstors of Industrial Production, 1980-91

In percent
change

1960 1985 1986 1987 1988 1989 1990 1991 91/90

Tiaber (million d3) 6.4 7.1 7.5 7.7 7.8 7.7 6.9 6.7 -2.72
Plywood (1,000 t) 212 221 230 229 228 215 192 192 --

Card.o rd (1,000 t) 189 189 190 204 203 204 198 166 -16.22
Ppe r (1,000 t) 192 222 226 227 238 230 219 207 -5.52

Life (1,000 t) 790 928 970 989 1013 1038 1099 1080 -1.7X

Mineral fertilizers (million t) 4.9 6.0 6.3 6.6 6.7 6.3 6.0 5.0 -16.7X

Cement (1,000 t) 2,035 2,119 2,141 2,204 2,266 2,283 2,258 2,173 -3.82

Window gLass (million *2) 15.9 15.0 14.0 14.9 14.0 13.5 8.7 9.3 6.9X

Chemical fibers (1,000 t) 255 338 373 402 437 450 453 443 -2.22
Cotton yarn (1,000 t) 47.9 48.5 48.5 48.0 48.6 49.4 50.5 50.5

Wool yarn (1,000 t) 37.3 39.1 40.4 40.6 41.0 41.6 40.2 34.1 -15.22

Lin yarn (1,000 t) 27.8 27.0 27.5 27.6 29.8 30.6 30.0 24.4 -18.72

Electricity (billion kwh) 34.1 33.2 36.3 37.8 38.2 38.5 39.5 38.7 -2.02
Steel (1,000 t) 321 813 1095 1091 1109 1105 1112 1127 1.32
Tractors (1,000) 89.6 96.0 97.6 100.3 100.1 101.3 100.7 95.5 -5.2X
Forage harvesters (1,000) 39.3 24.4 25.8 24.6 19.8 10.9 9.5 8.2 -13.7X
Elevators (1,000) 7.2 8.8 10.5 11.9 10.0 13.6 14.0 12.6 -10.02
Electric motors (1,000 kw) 3,150 3,654 3,642 3,748 3,895 3,767 3,315 2,841 -14.32
Transforers (1,000 VA) 7,387 6,507 6,625 6,795 6,510 6,626 6,204 5,847 -5.82

Electric bulbs (1,000) 279 293 298 295 298 302 306 301 -1.6X

motorcycles (1,000) 217 230 234 216 227 231 225 214 -4.92

Bicycles (1,000) 695 773 798 828 845 850 845 811 -4.02

Radio sets (1,000) 499 712 723 726 798 882 979 932 -4.82
TV sets (1,000) 552 886 987 1064 1040 1102 1302 1103 -15.32

Refrigerators (1,000) 614 657 666 682 704 718 728 743 2.12

Photocemeras (1,000) 1412 504 500 620 713 782 885 965 9.02

Source: BSSR Statistical Yearbook 1990 (p.193-4).



Table 7.2: Overall Industrial Output--Rates of Growth by Branch

1986 1987 1988 1989 1990 1991

Total industry 7.0% 6.5% 6.1% 5.0% 1.6% -1.2%

Heavy industry 8.0% 9.3% 6.8% 5.6% 2.3% ...
Fuel and energy 4.0 2.9% 2.8 -- -- .
Power generation 6.0% 5.7% 0.9% -0.9% 2.7% 0.5%
Refineries 3.0% 1.0% 3.8% 1.9% -2.7% -3.9%

Metallurgy 1/ 27.0% 4.7% 23.3% 18.9% 8.7% .
Machine building 10.0% 8.2% 8.4% 7.0% 3.6% 3.9%
Chemistry and timber 8.0% 6.5% 7.0% 3.3% 0.8% ...

Chemicals and
petrochemicals 9.0% 7.3% 6.8% 3.2% -0.8% -7.1%

Wood and paper 5.0% 5.7% 6.3% 3.4% 2.5% 4.5%
Construction materials 5.0% 6.7% 7.1% 5.0% 1.6% 1.5%

Light industry 3.0% 2.9% 4.7% 2.7% 0.9% -1.5%
Food industry 3.0% 5.8% 4.6% 4.4% 1.7% -9.8%

Food -5.0% 2.1% 2.4% 5.7% 1.0%.
Meat and dairy 8.0% 9.3% 1.7% 5.0% 1.6% ...
Fish 9.0% 6.4% 9.5% 7.1% -2.9% ...

Source: BSSR Statistical Yearbook 1990 (p. 182).
1/ Ferrous and non-ferrous metals.



Table 7.3: Indu trisl Produetion
(In miLLions of 1962 rubles)

In percent change
1990 .......

weights 1985 1988 1989 1990 1991 1989 1990 1991

Total 100 32194 38962 40754 41610 40986 4.6X 2.1X -1.51

Processing indLatry 96.0 31331 38060 39862 40762 ... 4.7X 2.3X 

Power gnration 2.4 873 984 977 1007 1010 -0.7X 3.1X 0.31
Refineries 4.5 1764 1904 1934 1889 1813 1.6X -2.31 -4.01
Chemicels and
petrochemicals 9.0 2912 3637 3745 3742 3461 3.01 -0.11 -7.51

Nachinery & mtaLlurgy 35.8 10406 13418 14406 14881 15461 7.41 3.31 3.91
Wood ard papr 4.4 1453 1716 1778 1821 1898 3.6X 2.41 4.21
Construction mteriaLs 3.6 1180 1412 1487 1509 1593 5.3X 1.51 5.6X
Light ind&mtry 17.6 6387 7085 7297 7319 7238 3.0X 0.31 -1.1X
Food industry 14.5 4999 5713 5934 6039 5697 3.91 1.81 -5.71

Source: Goskomatmt of Belarus.



Table 7.4: Industrial Production (Quarterly)
(In percent change)

1991 1991 1991 1991 1'92
I II III IV /1'91

Total -2.01 -6.61 0.21 0.0% -14.21

Processing industry

Power generation 10.81 -0.81 -4.91 -3.91 0.1%

Refineries -8.91 -2.31 -2.91 -1.91 -39.41

Chemicals and
Petrochemicals -4.91 -7.71 -10.21 -7.21 -27.51

Machinery & metallurgy

Ferrous metallurgy 7.11 3.71 -0.61 29.41 -9.41

Machine building 0.51 -0.41 9.8B 5.71 -11.0%

Wood and paper -0.5% -0.11 3.31 14.11 -7.81

Construction materials -1.31 0.71 1.81 5.21 -6.31

Light industry -5.11 -8.71 -3.61 13.01 -10.31

Food industry -3.71 -14.71 -3.2% -17.21 -14.91

Other ... ... ... ... -7.71

Source: Goskomstat of Belarus.



Table 7.5: Primary Energy Sources and Uses, 1989-1991
(In million tons) 1/

1989 1990 1991

Production
Peat briquettes 1.8 1.5 1.5
Crude oil 2.0 2.0 2.0
Natural gas (billion cub. m) 0.3 0.3 0.2

Imports
Coal, net 1.9 1.7 1.5
Crude oil 40.6 39.4 33.7
Oil products 1.3 1.1 0.9
Natural gas (billion cub. m) 13.5 14.5 15.2
Electricity (billion kwh) 10.0 9.7 10.7

Exports
Oil products 13.1 11.9 8.7
Diesel oil 1.4
Fuel oil 3.8

3.5
Domestic energy consumption

(mill. tons of oil equivalent) 45.6 46.0 43.9

Source: Belarus authorities.



Table 7.6: Eaploy_mnt Structure by Industrial Branches

1950 1960 1970 1980 1985 1986 1987 19U8 1989

Thousands of Industry-Production Staff

Industry-TOTAL 346 569 1,030 1,389 1,503 1,518 1,530 1,527 1,525
Elector-power 5 13 22 24 25 25 25 25 27
Fuel Industry 24 21 20 21 21 19 19 18 18

Oil extraction & processing -- -- 4 7 7 7 7 7 7

Ferrousx _tLs -- 2 4 5 8 8 8 11 10

Chemical & petrochemical 4 13 54 96 103 107 107 106 105

Machine consturction
& metalwork 53 154 382 611 687 696 700 706 701

Forestry, wood, pulp & paper 107 97 101 106 108 107 106 105 103
Construction mteriels 24 49 73 85 87 88 89 90 90
Light industry 64 126 225 265 274 274 272 264 267
Food industry 44 67 98 108 113 111 110 110 111

National education 118 168 266 338 364 374 385 399 406

Culture 7 16 26 44 48 48 50 53 56
Arts 5 12 15 15 15 15 16 16 16
Scienc and reserch 6 17 47 98 107 109 107 105 103
Credit and state insurance 9 8 12 25 28 27 27 27 28

State & ec. a*in., coop get 67 43 66 87 92 90 76 70 63
and state organizations

Percentage Shares in Total

Industry-TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Elector-power 1.5 2.3 2.1 1.7 1.7 1.7 1.6 1.7 1.8
Fuel industry 7.0 3.7 1.9 1.5 1.4 1.3 1.2 1.2 1.2

Oil extraction & processing 0.0 0.0 0.4 0.5 0.5 0.5 0.5 0.5 0.5
Ferrous mtals 0.0 0.4 0.3 0.3 0.5 0.5 0.5 0.7 0.6
Chmical & petrochemical 1.1 2.3 5.2 6.9 6.9 7.0 7.0 6.9 6.9
Machine consturction

& metlwork 15.2 27.1 37.1 44.0 45.7 45.9 45.8 46.2 46.0
Forestry, wood, pulp & paper 31.0 17.1 9.8 7.6 7.2 7.0 7.0 6.9 6.7
Construction mterisls 6.8 8.6 7.1 6.1 5.8 5.8 5.8 5.9 5.9

Light industry 18.4 22.1 21.9 19.0 18.2 18.0 17.8 17.3 17.5
Food industry 12.8 11.8 9.5 7.7 7.5 7.3 7.2 7.2 7.2
National education 34.0 29.5 25.9 24.3 24.2 24.7 25.1 26.2 26.6
Culture 1.9 2.8 2.6 3.2 3.2 3.2 3.3 3.5 3.7

Arts 1.5 2.0 1.4 1.1 1.0 1.0 1.0 1.0 1.0

Science and research 1.8 3.0 4.6 7.1 7.1 7.2 7.0 6.9 6.7

Credit nd state insurance 2.7 1.5 1.2 1.8 1.8 1.8 1.8 1.8 1.8

State & ec. swin., coop wat.

and state organizations 19.3 7.5 6.4 6.3 6.1 5.9 4.9 4.6 4.1

Source: State Committee for Labor, nd staff calculations.



Table 8.1: Price Developments In Betarus, 1992
(In percent changes)

Period average End of period Monthly Changes End of period
1991 1992 1992

1989 1990 1991 1992 Y-o-Y Coup. Jan. Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec. Y-o-Y Coup.

Industrial Wholesate Prices (UPI) 2.0 151.1 238.3 258.0 381.5 39.8 22.6 36.3 19.2 10.6 3.4 9.5 12.5 26.0 31.5 33.8 4091 4088Industrial goods 195.6 202.9 440.9 46.1 21.5 41.3 22.2 10.4 3.0 8.3 12.4 28.7 36.9 27.4 5048 5051Constuer goods 311.2 353.7 287.9 24.2 21.4 7.4 6.7 14.1 6.8 12.1 12.4 21.2 22.4 44.6 2184 2108
Agrlcultural wholesale prices a/ 1.3 7.1 61.0

Collective farm mrket prices 6.0 34.0 165.0 281.0 99.1 44.0 33.0 6.4 6.0 -2.0 -12.0 14.0 -18.0 1.5 13.1 22.4 31.4 635
Minlium Consumer Basket (NM) 152.8 181.0 65.8 19.5 16.3 2.9 22.9 16.9 12.2 8.1 11.1 19.3 30.3 1904
Retail Prices (RPI) b/ 94.1 110.4 92.2 139.5 33.2 17.8 16.0 14.3 11.2 12.8 8.1 9.1 15.0 22.6 36.7 1917 1321Excluding farm mrket prices 1.7 4.5 79.4 108.7 103.4 143.2 33.2 18.0 16.2 14.6 12.0 12.7 8.8 9.2 15.1 22.6 36.8 1934 1374

Food products 0.4 3.0 91.4 94.7 60.9 125.2 32.4 9.8 10.0 14.1 14.9 16.9 11.9 98.0 11.5 16.2 U.4 2124 2188Non-food products 2.8 5.8 102.0 117.5 124.7 157.8 34.6 28.7 18.4 12.7 8.7 8.1 5.8 7.9 17.1 23.6 28.8 1806 1390
ServIces 0.0 3.0 68.6 107.2 86.0 160.9 31.6 15.5 41.9 26.3 13.5 14.9 7.6 13.6 19.9 43.2 4.7 1886 2745

Source: Goskomstat of Belarus, Price Department.
a/ Indfces of agricultural products are calculated only once a year on the basis of procurenent prices.
b/ Due to monthly ch nges In the caopositfon of the basket, monthly rates carwot be compounded.



Table 8.2: Price Devlop_ nts in Belarur, 1991
(In percent changes)

Period averae End of period Monthly Changes
1991 1991

1989 1990 1991 1992 Y-o-Y Coop. Jan. Feb. Mar. Apr. May Jure July Aug. Sept. Oct. Nov. Dec.

Industritl Wholesle Prices (WI) 2.0 151.1 238.3 258.0 94.8 6.7 4.5 12.4 1.9 1.8 2.2 2.0 4.2 6.9 9.0 11.7
Industrial goods 195.6 202.9 75.6 2.1 3.1 6.8 0.8 2.4 2.6 1.0 5.2 9.0 11.1 12.6
ConBumer goodB 311.2 353.7 22.8 14.8 6.9 22.1 3.9 0.8 1.5 3.6 2.7 3.3 5.4 10.1

Agricultural wholesale prices a/ 1.3 7.1 61.0

Collective farm m_rket prices 6.0 34.0 165.0 281.0 99.1 25.7 26.5 20.3 8.0 -7.0 -25.0 -23.0 -1.0 5.0 3.0 18.0 42.0

Minim. ConBumr Basket (MM2) 152.8 11.2 0.0 3.6 84.0 1.9 2.0 -0.4 3.1 -1.1 3.2 2.9 6.4

Retail Prices CRPI) b/ 94.1 110.4 92.2 ... ... ... ... ... ... ... ... ... ... ... ...

Excluding farm mrket prices 1.7 4.5 79.4 108.7 103.4 3.8 9.7 3.6 47.4 1.1 0.9 -0.9 -0.4 0.5 1.3 3.3 4.4

Food products 0.4 3.0 91.4 94.7 60.9 1.9 6.4 0.7 53.9 -2.1 0.8 -2.2 -3.2 -1.5 0.0 2.2 1.8

Non-food products 2.8 5.8 102.0 117.5 124.7 5.1 11.5 5.4 49.2 3.7 2.2 1.8 1.4 1.6 2.1 3.3 4.0

Services 0.0 3.0 68.6 107.2 86.0 2.5 10.6 5.9 23.7 1.9 2.1 3.9 2.4 1.3 1.9 5.3 4.1

Source: Gosko tat of Belorus, Price Department.
a/ Indieer of agricultural products are calculated only once a year on the busts of procurement prices.
b/ Due to monthly chng s In the coeposition of the basket, mnthly retes canot be co peumdd.



Table 8.3: Retail Price Index, by Co_odities
. ..........................................................................

Weiohts Percent Change
........................ ....................................... ....... ................ ..

1991 1992 1991 1992
Q IV a I Dec. Jan.

..................................................................... ......... ..

Total of moat products 6.80 11.10 2.10X 24.30X
Total of flh products 1.30 1.30 9.00X 222.80X
Ani_m fats 1.50 2.10 -0.30X 304.40X
Vgetable oil 0.30 0.40 2.00X 136.00X
Milk and milk products 2.20 2.50 0.20X 141.40X
Eogs 0.80 1.40 0.202 343.902
Chese 0.50 0.60 -0.20 246.602
Sugar 1.10 1.70 -0.302 311.702
Confectiornry goocs 2.10 2.80 8.302 343.702
Tes 0.30 0.20 1.302 168.602
Salt 0.00 0.10 0.002 161.20X
Flour 0.80 0.90 0.002 155.602
Bread and baked goods 2.50 3.40 2.70X 177.902
Macaroni 0.20 0.40 0.002 161.20X
Croups and bean 0.50 0.50 0.002 154.70X
Potatoes 0.50 0.40 8.902 49.202
Vegtables 0.90 1.10 18.50X 49.602
Fruits 1.40 1.40 22.602 84.202
Alcoholfc beerag 13.10 14.30 -2.602 269.10X

TOTAL-foodstuff 41.80 52.10 1.802 121.502
Textiles 1.50 1.20 7.602 227.40X

Cotton 0.40 0.40 0.70 309.30X
Silk 0.70 0.50 15.602 186.502

Clothing and linens 10.20 7.30 4.002 115.002
Knitwear 4.70 3.60 2.002 156.202
Furs 0.50 0.30 151.502 163.60X
Socks and stockingr 1.40 0.80 9.702 138.702
Leather shoes 4.60 3.70 3.90X 190.10X
Rubber shoes 0.30 0.20 2.902 146.302
In&datrial soap 0.30 0.10 0.002 267.202
Synthetic detergents 1.50 0.30 3.302 278.502
Parfum-cosastic goods 1.40 1.20 7.30X 142.002
Luxury goods 3.20 2.10 4.002 225.00X
Sporting goods 0.30 0.20 0.202 113.102
Radios and electronics 3.80 1.60 2.502 210.902
Furniture 2.20 4.70 1.802 294.902
Carpets and rLs 1.00 1.80 -2.00 165.902
Metal tableware & mtal

objects for household use 0.60 0.50 4.202 169.902
China 0.20 0.30 4.402 333.70%
Electric appliances 1.50 2.40 2.20X 161.30X
Construction materalos 1.90 1.60 13.602 414.602
Bicycles and motorcycles 0.60 0.40 11.702 82.70X
Cars 2.30 1.40 3.602 684.202
Tobacco goods 1.20 1.90 1.002 196.702
Matches 0.10 0.10 0.002 331.502
Printing goods 1.40 1.20 4.202 58.502
Toys and Christmas-tree

decorations 0.60 0.40 3.70% 169.30X
Glao dishes 0.30 0.40 7.00o 197.802
Watches 0.70 0.40 7.002 192.202
TOTAL-durebles 22.20 20.10 2.402 171.302
TOTAL-non-food 58.20 47.90 2.102 157.402
TOTAL-goods 100.00 100.00 1.20X 135.902

Source: Gosko_tat, Price Departm nt.



Table 8.4: ihotesle Price Index, by Cinodities

weights NMothly Percent Chures Nmothly Percent Chune

Jan. 1991 1992
1991 1992 Jan. Feb. March April May Jimew July Aug. Sept Oct. Nov. Dec. Jan. Feb. March Aprfi may Jate

Pomew ganaatfian 3.30 2.00 185.30 0.00 0.00 0.00 0.00 -0.40 0.00 -1.40 0.00 5.50 2.10 3.30 460.80 33.20 0.30 80.00 304.50 2.20
Fust Induetryiu 4.50 4.00 113.10 0.30 0.00 0.30 0.00 0.50 0.50 0.10 1.50 6.00 4.00 5.50 591.90 1.70 20.10 284.80 276.10 11.00
FerrLm Metalury 0.90 2.00 66.0 -0.90 -11.10 12.00 6.30 -4.10 27.60 1.30 2.20 3.20 10.20 15.80 1354.80 51.60 11.20 3.50 14.20 17.80
Chemicals 5.70 6.80 68.20 1.70 3.50 0.20 0.90 0.30 -0.30 -0.80 3.00 8.10 33.30 13.10 561.50 25.90 72.00 50.00 94.60 17.80
Petrochemicals 1.70 3.00 82.30 0.50 7.10 6.80 5.00 1.60 0.50 3.80 0.00 5.50 2.10 3.30 717.60 83.20 44.00 22.90 2.00 11.60
Machinery conetnwction 25.20 40.90 59.00 2.20 1.20 8.30 2.60 3.60 3.50 2.40 7.70 12.20 10.60 25.10 448.00 94.30 28.50 36.20 29.10 4.80

Etectro-tecimicat 1.50 2.00 16.00 33.60 9.80 2.90 6.60 9.40 103.60 116.10 29.7 5O 2.00 49.40 18.80 -3.70
Machinetools 1.50 1.00 36.40 2.70 -0.10 0.10 2.70 8.90 -0.80 5.10 1.10 7.40 3.00 -0.10 224.90 119.50 43.40 22.10 26.20 11.00
Intstummt-asklns 2.70 4.40 20.20 6.30 -0.30 34.10 0.00 0.00 0.00 0.00 1.80 4.20 24.60 4.10 236.60 21.80 9.30 68.60 22.50 1.30
Cars 4.00 8.60 92.90 0.00 0.00 0.00 0.00 0.00 0.90 0.00 17.10 42.00 8.10 2.30 M7.30 16.50 45.60 46.50 47.90 9.20
Tractwos, aWicultural

mechfnary 4.40 7.00 59.30 1.30 2.70 0.30 1.30 4.40 1.80 2.30 12.00 2.00 6.60 11.10 606.40
Wood aNd peps 4.90 5.00 84.50 2.60 -1.70 26.90 24.10 3.50 4.50 0.80 0.00 7.60 9.90 8.20 328.90 108.70 12.20 18.40 20.80 89.00

including:
wood processing 2.90 2.40 79.20 2.70 -2.20 -2.50 31.30 -0.80 6.70 0.00 1.30 2.70 4.00 8.70 260.80 109.70 11.50 24.30 23.40 24.90
pepsi proctsaing 1.40 2.00 101.90 2.40 0.00 124.70 0.20 0.30 0.30 4.60 0.20 28.90 36.90 12.30 420.90 80.80 20.50 1.40 20.90 21.80

Conatruction mterials 3.70 4.60 120.90 0.00 37.80 0.00 0.00 4.40 -0.40 1.10 7.50 9.20 6.30 7.20 752.70 103.70 29.00 25.40 281.00 14.80
Class predsction 0.40 0.20 96.10 16.10 -2.00 -0.70 0.10 6.30 4.20 -23.70 34.30 0.10 20.00 -0.60 157.50 30.40 1.80 4.30 37.70 5.90
Li t inliatry 20.30 20.70 42.00 24.10 9.60 40.70 123.40 0.80 4.80 5.50 3.80 4.40 3.80 7.70 341.10 25.50 28.20 12.40 18.10 6.00

incttuding:
wool cloth 5.00 4.70 27.50 26.90 5.60 11.70 -5.60 1.10 -1.40 14.70 18.70 1.30 -0.50 5.20 187.60 9.80 55.40 1.40 6.10 9.00
knitusar 2.50 3.40 19.10 -4.10 36.70 44.20 4.50 7.00 -0.30 3.60 1.40 -1.00 0.70 9.50 503.70 41.90 97.90 13.70 4.30 7.20
son clothing 4.80 4.10 -10.20 8.90 6.90 86.30 -2.20 -2.90 16.30 4.70 -5.70 16.60 1.50 10.70 173.30 25.90 46.00 20.60 16.10 4.90
footwear 1.20 0.60 54.30 1.90 0.50 -2.40 9.50 2.40 1.20 4.70 11.40 2.90 16.50 7.10 184.40 41.30 20.90 13.70 6.90 39.70

Assorted foodstuffs a/ 7.10 3.20 111.50 4.00 11.00 -1.80 15.40 2.30 -0.10 4.40 3.10 7.10 5.20 2.10 239.70 85.40 10.60 20.40 15.20 59.20
Neat 11.80 3.10 322.50 1.50 1.00 8.50 7.10 0.10 -0.40 0.40 1.30 -0.30 16.70 35.80 193.30 45.50 7.70 -0.80 11.30 22.50
Putter, milk and cheese 5.50 1.90 321.10 0.00 0.00 0.00 0.00 0.00 -0.30 0.10 0.20 -0.20 -0.20 0.00 375.30 131.20 2.50 7.60 16.00 24.50
Canred milk products 0.40 0.20 0.00 0.00 0.00 0.00 0.00 0.00 0.00 408.-50 331.90 0.00 0.00 0.00 37.70
Fish incdtstry 0.20 0.10 0.30 -5.30 4.30 4.10 0.00 0.00 0.00 322.90 0.00 0.00 10.70 0.00 66.40
Flour- from grafn 2.10 1.00 0.00 0.00 0.00 0.00 0.00 0.00 -13.50 0.00 0.00 0.00 0.00 0.00 226.40 1.80 39.70 32.30 32.80 34.60
Nixed fodler 2.20 1.30 87.10 2.60 -0.40 4.80 -3.50 -1.10 -0.30 -6.00 -1.10 7.30 5.90 -4.90 28.50 29.50 40.80 40.00 19.20 50.90

TOYTAL 100.00 100.00 94.30 6.00 4.70 12.50 3.60 1.80 2.10 2.00 4.20 6.90 9.00 1420 414.20 70.50 27.00 40.50 48.40 18.00

Source: Data provided by Gtosktat.

s/ includes sugar mid confectioamry goods, baked goods, noodles, alcoholic and nonalcoholic beveage, beer. yeast, starch, melasses, salt, tee, fruit concentrates.
tobacco, perfume"y sd Cosmetics.



Table 9.1: Money Incomes and Expenditures of the Populations
(In millions of rubles)

1980 1984 1985 1986 1987 1988 1989 1990

Totat money incomes 11,916.4 14,509.4 15,252.1 16,084.9 16,912.9 18,580.4 20,763.0 24,443.4Wages and salaries 8,968.6 10,607.4 11,192.1 11,730.5 12,448.4 13,671.6 15,419.5 17,866.5Wages 8,002.9 9,363.6 9,834.4 10,303.2 10,933.8 12,018.7 13,326.5 15,342.8Other remuneration from
enterprises

Income of members of collectives 965.7 1,243.8 1,357.7 1,427.3 1,514.6 1,574.8 1,666.3 1,865.9Wages in co-operatives -- -- 78.1 426.7 657.8

Other 2,947.8 3,902.0 4,060.0 4,354.4 4,464.5 4,908.8 5,343.5 6,576.9
Receipts from sates of surplus

agricultural output 724.6 992.6 1,000.5 943.6 920.9 940.6 1,023.3 1,303.9Pensions and allowances 1,485.9 1,920.7 1,999.5 2,194.1 2,299.5 2,508.1 2,696.8 3,481.9
stipends 100.2 102.9 99.7 99.2 100.7 105.3 105.2 117.3
Receipts from financial system 330.6 473.2 525.1 594.0 598.7 728.4 811.4 1,086.9Other income 306.5 412.6 435.2 523.5 544.7 626.4 706.8 586.9

Less: Total money expenditures and 12,176.5 14,789.3 15,562.5 16,328.6 17,398.3 19,050.2 21,133.0 24,618.2
savings

Retail purchases of goods 9,619.2 11,318.4 11,745.4 12,269.2 13,020.5 13,817.6 15,266.5 18,386.4Purchases of services 917.2 1,123.9 1,181.5 1,277.1 1,391.7 1,581.4 1,690.7 1,809.6
Other expenditure 1,640.1 2,347.0 2,635.6 2,782.3 2,986.1 3,651.2 4,175.8 4,422.2Obligatory payments and

voluntary contributions 1,184.0 1,501.6 1,618.1 1,720.9 1,823.6 2,070.6 2,350.8 2,757.9
Increase in deposits, purchases of

bonds and securities 456.1 845.4 1,017.5 1,061.4 1,162.5 1,580.6 1,825.0 1,664.3

Balance -260.1 -279.9 -310.4 -243.7 -485.4 -469.8 -370.0 -174.8

Source: Belarus Authorities.
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