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Main Messages 

Overall industrial performance 

 Industrial performance in Belarus remained strong in 2005-08.  Industrial productivity growth was 

broad based, driven by within-firm-improvements of the existing industrial enterprises rather than by 

new entry. 

 However, below the surface, there are a number of warning signs regarding the quality and 

sustainability of the Belarusian industrial growth: wage growth exceeded productivity gains, 

adversely affecting competitiveness of industry (especially manufacturing) and casting a shadow over 

medium-term prospects. This reflects, among other things, rigid labor markets and wages and 

predominance of state owned enterprises in the industrial structure.   

 Moreover, the Belarusian industrial structure remains largely unchanged, relying on a handful of large 

industrial enterprises, using underpriced Russian energy supplies and subsidized agriculture while 

small- and medium-size enterprises, and, especially services sector, still play a moderate role.  

 Furthermore, Belarus seems to now be entering a phase where growth will be increasingly extensive 

because productivity growth as a result of capacity utilization increases and productivity 

improvements through "low hanging fruit" type investments is being exhausted. This means there will 

be an increasing need for product and process innovations, which require investment but also access 

to new technologies and human capital. Failing this, there will be a decline in returns to capital and 

more and more investment needed to maintain the same level of output growth.  

The impact of the crisis on industry 

 Belarus has weathered the crisis so far better than most of its neighbors, in part due to the government 

policies to boost domestic demand in a predominantly state-owned and controlled economy. This was 

achieved at a considerable macroeconomic cost. The country’s ability to sustain possible future 

shocks declined, and macroeconomic risks increased. 

 The crisis has further exposed risks associated with the GOB practice of heavy reliance on 

administratively set targets for large and medium-size enterprises, especially targets for output and 

average wage growth.   

Growth prospects and need for structural reforms 

 Short-term prospects for the global economy and Belarus are uncertain.  The current medium-term 

scenario for the global economy points to a likely slow-down of demand for Belarusian industrial 

exports compared to the pre-crisis period, which would limit the overall potential for economic 

growth in Belarus. 

 The medium-term prospects for Belarusian industrial growth deteriorate because of (i) phasing-out of 

underpriced energy supplies, (ii) lower world oil prices and global demand in medium term, and (iii) 

only gradual economic recovery in Russia with lower growth in imports of Belarusian industrial 

exports than before the crisis. 

 In this more constrained environment, achieving sustained high growth rates will require increased 

productivity, investments in new skills, development of better services and the attraction of foreign 

direct investment. Productivity gains will come from the adoption of new technologies, changes in the 

product mix but also in production processes and supply chains. It would be very difficult to achieve 

this shift under the current economic model. Therefore there is no alternative to deepening structural 

reforms. 
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The role of policy in industrial performance 

 The Government of Belarus (GOB) has been making efforts to improve enterprise performance 

through additional administrative interventions but the results have been mixed so far. Moreover, in 

the medium-term, administrative interventions are unlikely to be an efficient substitute for market 

mechanisms, raising fiscal and regulatory costs.   

 The costs and coverage of traditional programs of state support remain excessive and unaffordable in 

the medium term.  Both the scope and specific instruments of state support to the enterprise sector 

have been the major barriers to enterprise restructuring and more effective allocation of resources in 

the economy. 

 The directed credit programs blur the difference between public finance and commercial banking and 

pose additional risks for the banking system and macroeconomic management as a whole. 

 A pivotal strategic question is about the role of the government in facilitating upgrading and boosting 

competitiveness of the Belarusian industrial sector, while exiting current distortions and reallocating 

government support away from the sectors in which Belarus is unlikely to be competitive whilst 

creating space for growth of the private sector. 

 As the global economy recovers in 2010 and industrial growth in Belarus resumes, it is important to 

avoid policy complacency and to accelerate structural reforms to address the following three 

challenges: (i) expanding the private sector by liberalizing business entry (including  with a view to 

developing the service economy and creating new sources of income and employment); (ii) attracting 

FDI, particularly with a view to bring in new technologies and access to new export markets in 

sectors where Belarus has a comparative advantage, and (iii) reforming the system of state support 

and the state owned sector both in order to help achievement of the first two objectives and to manage 

the reallocation of resources  from less competitive to more competitive sectors without causing a 

large social fallout. 

 



 

 

BELARUSIAN INDUSTRIAL PERFORMANCE BEFORE AND 

DURING THE GLOBAL CRISIS 

1. Traditionally, industry has been an engine of growth in Belarus,
1
 but can that growth be sustained in 

the highly constrained post-crisis world? Solid industrial performance reflects peculiarities of both (i) the 

country’s economic structure deliberately skewed towards industry and agriculture, (ii) its state-led economic 

policy and (iii) before the crisis, a favorable external environment and robust growth in neighboring Russia, a 

key trading partner. However, the key questions are: What were the drivers of industrial and productivity growth 

before and during the crisis? What was the cost of the chosen industrial growth model and how sustainable have 

the gains been so far? What was the role of policy in industrial performance? And what are the short-term and 

medium-term prospects and likely policy challenges in sustaining Belarus’s industrial growth in the post-crisis 

world? 

2.  This Note attempts to analyze and tentatively answer these questions by focusing on the drivers of 

growth and productivity, labor markets and enterprise restructuring, as well as the state system of 

enterprise support, which is key to understanding the interplay between the state and the economy in 

Belarus. The period of analysis covers 2004-08 with appropriate references to the previous periods and 

comparisons with Russia and/or other CIS countries. The final section explores the Belarus’s industrial 

performance in the period of the global crisis (late 2008-09) and reviews the government’s policies that have 

been largely responsible for a relatively mild effect of the crisis on economic dynamics in the country. The 

analysis is based on the official statistics provided to the team by the National Statistics Committee (Belstat), 

National Bank, and various ministries, as well as statistics from other national and international statistical 

sources. In addition, the analysis benefited from the data provided by various enterprise surveys undertaken by 

the Research Institute by the Ministry of Economy (RIME) and from two sector case studies (in machinery and 

dairy sub-sectors).  

I. TRENDS IN INDUSTRIAL GROWTH, 2004-08 

3. After 2004, Belarus experienced a further rise in investments, profitability, and industrial growth. 
Industrial output more than doubled in the eight years between 2000 and 2008.  In 2005-08 industrial output 

grew on average at 10.5 percent p.a. compared to 8.3 percent p.a. in 2001-04.  This was accompanied by higher 

investment growth and improved profitability. However, while remaining strong at 9.3 percent, average growth 

in labor productivity declined in 2005-08 relative to the period of 2000-04, and the wedge between growth rates 

in productivity and wages widened (Table 1.1). This section reviews in more detail these positive and negative 

developments in Belarus’s industrial sector.  

                                                      
1
 The previous CEM discusses in detail industrial performance and government policies in 1995-2004. See, World Bank 

(2005). 
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Table 1.1: Indicators of Industrial Performance (annual average growth for the period; in percent) 

 1996-2000 2001-2004 2005-2008 

Average growth rate in output 10.4 8.2 10.5 

Average growth rate in labor productivity 10.9 10.6 9.3 

Average profitability for the period 14.2 12.2 14.8 

Average real wage growth 12.3 11.1 14.8 

Average investment growth  6.3 12.3 21.0 

Memo:     

End-period industrial employment, index: 2000=100 100.0 91.9 96.0 

Source: World Bank Staff calculations on Belstat data. 

Note: Output, investment and labor productivity are in 2000 constant prices. 

4. The broad-based industrial growth contributed significantly to the economy-wide growth.  In 

2005-08, the economy expanded at an average rate of 9.5 percent. Industry was responsible for 40 percent 

of this growth, more than the nominal share of industry in GDP (32.5 percent)
2
 (Table 1.2). Moreover, the 

industrial growth was broad-based: all but two (power and light industry) industrial sub-sectors grew at a 

rate exceeding 5 percent a year in 2005-08. 

Table 1.2: Industry’s contribution to GDP growth, average annual growth, percent 

 GDP Value 

added in 

the 

economy 
x 

Industry 

output  

Value 

added
 x 

Share of 

industrial 

value added in 

the total value 

added in the 

economy 

Contribution to the 

overall economic 

growth 

      Percentage 

points 

Percents 

 1 2 3 4 5 6 = 4*5 7 = 6:2 

1996-

2000 

6.3 6.2 10.4 9.7 32.4 3.2 51.4 

2001-

2004 

7.0 7.3 8.2 10.8 30.8 3.3 45.2 

2005-

2008 

9.5 9.6 10.5 11.9 32.5 3.9 40.4 

x
 – GDP excluding net taxes on products. 

Source: Staff estimates based on Belstat data. 

5. Survey-based measures of industrial dynamics show similar growth trends, corroborating 

official statistics. Figure 1.1 presents an alternative measure of the industrial dynamics in Belarus based on 

a regular quarterly survey of business conditions undertaken by the Research Institute of the Ministry of 

Economy (RIME).
3
 The two measures of annual growth (the official one by the Belstat and its survey-based 

alternative by the RIME) point to very similar growth trends; the correlation between two annual indices is 

0.94 for the period of 1995-2008. A comparison of growth dynamics for Belarus, Ukraine, and Russia based 

on similar enterprise surveys of business conditions suggests broadly similar growth patterns in the three 

countries in 2001-07 but higher growth rates in Belarus after 2004 (Figure 1.2). Moreover, in contrast to 

                                                      
2
 While the contribution of industry to overall growth has been declining in Belarus in relative terms, reflecting 

growing importance of both services and construction sectors, it remains relatively high. 
3
 This alternative index represents a balance of enterprise managers’ answers concerning increases and declines in 

output at their enterprises during the period covered by the survey. The survey methodology is consistent with the 

approach used in the OECD countries for such surveys, and it covers a representative sample of about 350 large and 

medium size industrial enterprises.  
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Russia and Ukraine, industrial performance in Belarus did not deteriorate much in late 2008 due to the 

delayed effect of the global crisis. 

Figure 1.1: Alternative measures of industrial 

growth, 2000-09  

Figure 1.2: Industrial growth dynamics in Belarus, 

Russia, and Ukraine based on the surveys of 

business conditions 
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Note: Balances of answers about an increase and a decline in output. 

Sources: Belstat and Enterprise surveys. 

6. The structure of industrial growth was stable during the last decade. In 2005-08 four sub-sectors 

(machinery, fuel, food, and wood processing) generated more than 70 percent of the total industrial growth 

(Figure 1.3.2). These export-oriented sub-sectors employed about 60 percent of the total industrial labor. 

Thus, growth was concentrated in the sectors with somewhat higher than average labor productivity. The 

machinery sector was a source of a third of the total growth (with a total employment share of 36 percent). 

In the earlier period of 2001-04, the sub-sectoral composition of growth was roughly the same as in 2005-

08, while in the late 90s (Figure 1.3.1) it was somewhat different: the contribution made by the machinery 

sub-sector was smaller (by 3.5 pp.), while the contribution by the light industry was almost 11 percent, i.e. 

five times higher than in 2005-08. The latter reflects considerable downsizing experienced in light industry 

(textiles, garments, and leather) that lost about 20 percent of all jobs in 2000-04, which were not recovered 

later. The growth contribution of the food processing industry has also declined considerably, from 21.5 

percent in 1996-2000 to 14 percent in 2005-08.  

Figure 1.3.1: Contribution to industrial 

growth in 1996-2000, by sub-sector  

Figure 1.3.2: Contribution to industrial 

growth in 2005-08, by sub-sector  
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Source: WB staff estimates based on the industrial output data in constant 2000 prices. 
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7. The rest of this Note as well as a parallel Policy Note on Trade Performance and Competitiveness 

provide additional insights on the following macro- and microeconomic factors that seem to be important 

and explain the strong industrial performance in 2005-08:  

 Favorable global demand and export prices. Growth in export prices was sufficient to compensate 

for higher import prices for energy. While gradually declining, the preferences in energy trade with 

Russia remained very important for Belarus, especially in light of the fact that some of its core 

exports were energy-intensive goods. Also, a major increase in import gas prices in 2007 did not 

bring a similar increase in domestic energy tariffs for industrial consumers because of the decision 

to reduce margins in the domestic power sector.  

 The exchange rate policy, which provided for gradual real depreciation of Belarusian rubel against 

both the Euro and Russian ruble, was also supportive to export growth. Belarusian exporters 

generally managed to keep a significant (albeit declining) share of the Russian market
4
, which 

before the global crisis was one of the fast growing and most profitable export markets in the world. 

 Strong import demand in Russia, where Belarus has preserved privileged access to Russia’s market, 

which was secured in mid-1990s, while Belarus continued to operate a complex system of non-

tariff import restrictions. 

 Price controls in the retail segment, including controls of retail margins, appeared stricter than 

controls over producer prices. The difference in the regulatory regime was on balance beneficial to 

industrial producers because it helped them retain a larger share of the overall value added at the 

expense of businesses in distribution and trade.
5
 Controls over producer prices were generally softer 

than in the retail sector, which is reflected in higher growth of PPI relative to CPI (Figure A1). 

 The system of massive enterprise subsidies until 2008 appeared fiscally affordable, while incidence 

of corruption and asset stripping that plagued many countries in the transition is relatively low. 

 The Government’s capacity for policy implementation, even in cases of sub-optimal policies and 

non-market instruments of their implementation, is significantly higher than in most CIS countries. 

Implementation of Government’s energy efficiency program, for example, could be seen as a good 

illustration of this capacity (Box 1). 

8. Industrial growth in Belarus was backed by some important, but not comprehensive, 

improvements in the business environment.  Enterprise surveys undertaken regularly by the RIME ask 

participating managers to identify key obstacles for growth at their enterprises (Table A1). The survey data 

suggests the following:  

 There was a significant reported improvement in the business environment for industrial enterprises 

participating in the survey (representative for large and medium size enterprises)
6
. 

 Practically all of the observed improvements took place after 2003. Between 1997 and 2003, the 

managers’ perceptions of growth obstacles did not change much. 

 The most significant improvements took place in the areas of customer demand and tax policy.
7
 

                                                      
4
 Ibid. 

5
 More discussion on anti-services policy bias is provided in the Policy Note Trends and Issues in the Services Sector, 

World  Bank (2010)_d. 
6
 This is broadly consistent with the Doing Business (DB) findings. Belarus was among 10 top global reformers 

according to the Doing Business in 2010 report. Major improvements took places in several policy areas, including tax 

policy. However, it has to be noted that the results are not directly comparable. The DB is not based on survey and 

represents ―expert ratings‖ based on a typical SME case, while the RIME does conducts surveys and the sample 

consists of large and medium size enterprises. 
7
 Another significant improvement relates to the perception of credit policy (which, however, has never been among 

top growth constraints in Belarus). While 38 percent of enterprise managers believed in 2000 that the credit policy is a 

significant obstacle to growth (in 1997 – 25 percent), this share declined to only 10 percent in 2006 and to 11 percent 

in 2008. This is largely explained by the expansion in the government directed credit programs discussed later in the 

Note. 
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 The only two obstacles which became more binding for growth in the years before the global crisis 

relate to the growing shortages of equipment and skilled labor. This finding is consistent with the 

increased capacity utilization rates and higher investment levels in industry. The BEEPS survey 

results also highlighted the managers’ growing concerns about labor shortages. This may also 

reflect some overheating of the economy back in 2008.  

 

Box 1. Improving Energy Efficiency in Belarus 

Belarus relies heavily on imports of primary energy resources; it also imports some electricity. Russia is the main 

source of these energy imports. In an effort to reduce its dependence on imported energy, the government of 

Belarus has placed high priority on increasing energy efficiency. Its efforts at designing and enforcing a 

comprehensive policy on energy efficiency are one of the main reasons behind the remarkable reduction in the 

amount of energy consumed per unit of production in recent years.  

 

Energy intensity in Belarus decreased by almost 50 percent between 1996 and 2008. The main elements of this 

success story include the following: 

 

• Establishing energy efficiency institutions with a clear mandate. A Committee for Energy Efficiency was 

established in 1993 with a mandate to develop and implement the energy efficiency improvement strategy. This 

committee evolved into the Energy Efficiency Department of the Committee for Standardization, which has 

pursued a number of countrywide educational campaigns, including raising awareness through television, radio, 

print media, and special courses for state officials, decision makers, and students. 

• Allocating significant financial resources to implement energy efficiency measures. The financing of energy 

efficiency measures increased from $47.7 million in 1996 to $1,213.9 million in 2008. Over this period, total 

investments in energy efficiency amounted to about $4.2 billion.  

• Continuing political commitment on the part of the government. The first national energy efficiency program—

the National Program for Energy Savings to Year 2000—was approved in 1996. The second national energy 

efficiency program, for 2001–06, was approved in 2001; the third for 2006–10, was approved in 2006. The Law 

on Energy Savings was introduced in 1998. 

 

Source: LIGHTS OUT? The Outlook for Energy in Eastern Europe and the Former Soviet Union. The World 

Bank, 2010.  

9. Many improvements in Belarus’s business environment were similar to those observed in Russia 

and Ukraine, albeit on a smaller scale.  Figures 1.4.1-1.4.2 present comparative dynamics of 

restrictiveness for the four important growth obstacles covered by business conditions surveys in the three 

countries.
8
 As far as ―adequacy of working capital‖ and ―customers’ non-payments‖ are concerned, the 

improvements in Russia and Ukraine were much more dramatic than in Belarus. For instance, in 2008 only 

10 percent of Russian managers considered non-payment as a significant growth constraint, while in 

Belarus it was a concern for 33 percent of managers. Also, improvements in these ratings for Belarus started 

later than in the two other countries. The persistent concern with the payment discipline is an indication that 

the problem of soft budget constraints is more acute for industrial enterprises in Belarus than in the 

neighboring economies. In addition, despite improved availability of credit, the survey data suggest that 

progress had been insufficient, in part because of the way the credit was allocated in the economy. 

10. Despite these positive developments, there are a number of “warning signs”, highlighting the 

vulnerability of the Belarus’s industrial “growth model”. First, industrial growth became increasingly 

concentrated in a handful of large, capital-intensive firms. The share of the 10 largest industrial companies 

in total output increased from 32.4 percent in 2003 to 39.8 percent in 2008. This reflects the policy 

emphasis on a few well-established industries (chemicals and petrochemicals, metals) and a small number 

of large enterprises considered of strategic importance for the national economy. These sectors’ large 

contributions are relatively recent: in the past, they contributed not more than 3 percent each to the overall 

industrial growth. They are also small in terms of employment: both petrochemical and metal sub-sectors 

have fewer than 20,000 employees (about 1.5 percent of the total industrial labor).  

                                                      
8
 We are trying to highlight here the main cross-country differences. This is largely a reason why we do not present the 

graph for ―Customers’ demand‖ obstacle because it does not shows much variation across these three countries. 
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11. Perhaps more importantly, the growth was increasingly driven by the expansion of fuel (oil-

processing) industry on the heels of subsidized imported oil and high world oil prices.  The oil 

processing sector’s contribution to total industrial growth rose from 8 percent in 1997-2000 to 20 percent in 

2005-08, also reflecting a rising importance of the sector for tax revenues and export earnings. The problem 

is that the sector’s expansion was based largely on importing Russian oil at significantly subsidized prices 

for processing and exporting the processed oil at unusually high world prices. This has been a highly 

profitable business in Belarus, but it has also made Belarus’s oil processing and industrial growth highly 

dependent and, therefore, vulnerable to (i) reductions in subsidization of Russian oil and (ii) drops in world 

oil prices. The total potential losses from the reduced oil subsidy alone are estimated at US$ 2 billion for 

2010. These vulnerabilities and the recent decision of the Russian government to gradually phase out the 

subsidy of oil exports to Belarus call into question production prospects of the Belarusian oil processing 

sector and also create substantial uncertainties about the Belarusian macroeconomic and growth outlook. 

12. Other factors also cast a cloud of uncertainty about the future industrial growth: the persistence 

of soft budget constraints on inefficient enterprises and the medium term impact of production 

targets. The soft budget constraints act as an extra hurdle on better performing enterprises through at least 

two channels. Loss-making enterprises absorb too much credit and financial resources of the state. This 

makes access and terms of financing for more efficient firms much more limited. Also, loss-making 

enterprises are an important source of remaining arrears and various forms of non-payments, which 

additionally undermine the ability of more efficient firms to invest and grow. This problem is compounded 

by the government policy of output targets for large and medium size enterprises, which act as de facto 

mandates to expand outputs beyond the level justifiable by the existing demand. The resulting over-

production and excessive, expensive build-up of inventories, especially at the times of severe demand 

shocks, as was the case during the recent crisis, become an additional tax on the availability of enterprise 

working capital. While the output targets forced enterprises to continue producing for inventories during the 

worst phase of the crisis in the face of massive demand drops, this policy is not sustainable in the long term, 

especially in view of the weak global demand recovery. In that sense, the output targets during the early 

phase of this recession may have merely postponed the production adjustment. 

Figure 1.4.1: Rating of the growth obstacle 

“Insufficient working capital” for Belarus, Russia, 

and Ukraine, 1996-2009 

Figure 1.4.2: Rating of the growth obstacle 

“Customers’ non-payments” for Belarus and 

Russia, 1996-2009 
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Source: Enterprise surveys.  

13. Importantly, shortages of experienced staff and technological equipment increasingly became 

binding constraints to growth prior to the crisis.  In 2008, about 43 percent of respondents in Russia’s 

survey considered labor shortages as a major obstacle to their growth, while only about 25 percent in both 

Belarus and Ukraine did (Figure 1.4.3). Still, the incidence of skilled labor shortages was growing steadily 

in Belarus in 1999-2008, indicating a tightening constraint for the established model of industrial growth. 

This constraint may be becoming even more important in the post-crisis environment, given the current 

demographic trends in Belarus (and in the region overall) as well as the expected global competition for 

skilled labor. In contrast to the labor market situation in 2004-06, perceived shortages of equipment were 

higher in Belarus than in Russia (Figure 1.4.4), which are likely to reflect a higher intensity of industrial 

investments in Russia at that time. The incidence of equipment shortages in Russia increased dramatically 
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in 2007-08 during the period of economic over-heating and capacity constraints
9
, while rapid investment 

growth in Belarus in 2007-08 helped alleviate this obstacle. In Ukraine, equipment shortages were not seen 

by managers as an important growth obstacle. This may be because economic recovery in Ukraine had been 

lagging relative to both Belarus and Russia, and thus Ukrainian industry, on average, still had a lower 

capacity utilization rate and more spare equipment to choose from.  

Figure 1.4.3: Rating of the growth obstacle 

“Shortages of qualified staff” for Belarus, Russia, 

and Ukraine, 1996-2009 

Figure 1.4.4: Rating of the growth obstacle 

“Shortages of equipment” for Belarus, Russia, 

and Ukraine, 1996-2009 
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Source: Enterprise surveys.  

14. Finally, two additional Russia-related factors are likely to constrain medium-term prospects of 

the Belarusian industrial sector. First, the Russian oil industry is already operating at or near its capacity. 

Second, overall economic growth prospects in Russia — and the entire medium term growth path––are 

likely to be very different from those before the crisis, resulting in a lower absorption of Belarusian exports 

in the medium term. In fact, the recovery of Russian real GDP is expected to be very gradual in the next 

two-three years (4.5-4.8 percent p.a.), and its long-term growth will be highly dependent on the success of 

the efforts to diversify and open up its economy and engender sustained productivity gains.
10

 

II. TRENDS IN PRODUCTIVITY AND EMERGING CONCERNS 

15. The strong growth in industry during 2004-08 was primarily driven by productivity.  After 2003 

almost all growth was generated by productivity gains with employment levels practically unchanged 

(Table 1.3). Moreover, productivity growth was rather broad, across all sub-sectors. The two outliers were 

power generation (the sector that did not face competitive pressures) and light industry (which experienced 

significant erosion of its market share, both domestically and externally).  

 

 

 

 

 

                                                      
9
 The Russian Economic Report No. 16 (World Bank, 2008, June; www.worldbank.org/ru) presents a detailed analysis 

of  2007-08 over-heating in Russia, highlighting its early signs such as rising inflation, strained productive capacity, 

tightening infrastructure constraints, and real wage increases in excess of productivity gains. 
10

 World Bank (2010)_e 
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Table 1.3: Output, labor productivity,
11

 and employment indices by industrial sub-sector, increases 

over the period 
Industrial Sector 2000/1996 2004/2000 2008/2004 

   

Output 

 Labor 

Produc

tivity  

Employ

ment  

 

Output 

 Labor 

Produc

tivity  

Employ

ment  

 Output  Labor 

Produc

tivity  

Employ

ment  

Total industry 1.59 1.53 1.03 1.37 1.49 0.92 1.49 1.43 1.04 

Electric power 

generation 1.00 1.01 0.99 1.16 1.25 0.93 1.08 1.00 1.08 

Fuel 1.17 1.19 0.98 1.48 1.51 0.98 1.48 1.48 1.00 

Ferrous metals 1.71 1.32 1.29 1.40 1.32 1.06 1.43 1.44 0.99 

Chemical 1.42 1.24 1.14 1.23 1.24 0.99 1.28 1.23 1.04 

Petrochemical 1.19 1.11 1.07 1.41 1.58 0.90 1.78 1.54 1.15 

Machine building and 

metal processing 1.95 2.09 0.93 1.57 1.74 0.90 1.58 1.53 1.04 

Timber, wood 

processing, pulp and 

paper 2.02 1.58 1.28 1.51 1.51 1.00 1.38 1.40 0.98 

Construction materials 1.44 1.57 0.92 1.46 1.62 0.90 1.56 1.29 1.21 

Glass and porcelain 1.79 1.43 1.25 1.40 1.43 0.98 1.22 1.30 0.94 

Light industry 1.82 1.82 1.00 1.16 1.42 0.82 1.09 1.12 0.97 

Food processing 1.76 1.40 1.26 1.38 1.39 1.00 1.34 1.21 1.10 

Publishing 2.70 1.96 1.40 1.80 1.66 1.09 1.46 1.23 1.19 

Source: WB Staff estimates  on Belstat data. 

Note: Data on output and labor productivity are in constant 2000 prices. 

16. However, productivity growth had been slowing down since 2004.  Labor productivity growth in 

industry and also in most of industrial sub-sectors declined compared to the earlier periods. Among the 

export-oriented sectors the decline was especially severe in the machinery sub-sector, while among the 

sectors that are mostly oriented towards the domestic market, light industry was most affected (Figure 

1.5.1). Another measure of productivity – total factor productivity (TFP) – also shows a continuous decline 

in growth rates (Figure 1.5.2), suggesting that the traditional sources of productivity growth in Belarus 

became increasingly exhausted, while other potential sources of productivity improvements were largely 

underutilized. Declining TFP also indicates an increasing reliance on factor accumulation, which is unusual 

for an upper-middle income country and cannot be sustained in the long-run.  

                                                      
11

 Output-based, labor productivity measure. Calculations based on value added show a similar path of productivity 

growth (on average 10 percent p.a.). 
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Figure 1.5.1: Indices of labor productivity increases 

in industry, increases over the period, percent 

Figure 1.5.2: TFP growth in industry, percent 
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Sources: WB Staff estimates based on Belstat and WDI data. 

17. Reallocation of labor did not contribute significantly to the productivity growth.  In most 

economies in transition the overall growth in productivity has been driven by two factors:  productivity 

improvements within the firms, and those arising from labor reallocation, a process of labor movements 

towards higher-productivity firms and sub-sectors.
12

 In contrast, in Belarus, the second component of 

productivity growth was weak, while overall growth was disproportionally dependent on within-the-firms 

productivity improvements, especially in the recent years (Figure 1.6). In large part, this reflects the 

relatively static nature of the Belarusian industrial structure and policy supporting output and employment 

of the existing large state enterprises. By way of comparison, both of these factors were important in 

generating large productivity gains in Russia during 1999-2003. 

Figure 1.6: Decomposition of productivity growth in the economy, 1996-2008
13
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Note: Estimated with the data for value added and employment in 27 sectors, including 16 large economic sectors and 

11 industrial sub-sectors. 

Source: WB Staff estimates based on Belstat data.  

                                                      
12

 World Bank (2008). 
13

 Figure 1.6 is based on the disaggregated data that combines both large economic sectors and industrial sub-sectors. 

However, the results are qualitatively the same if the analysis is undertaken with more aggregated data on either 

industrial or broader economic structure. 
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18. Employment shifts to sub-sectors with higher productivity levels in Belarus were generally small, 

and they became negligible after 2003.  Interestingly, this factor was relatively important in the periods 

that were characterized by a more dynamic adjustment of the economy:                                                                                                           

 In 1996, which was the first year of economic growth in Belarus following the post-socialist 

transition; 

 In 1999, when the economy went through necessary adjustments related to the Russian crisis, and 

 In 2000-02, when the economy had to adjust to the new government macroeconomic policy that 

included the liquidation of multiple exchange rates and acceleration of real wage growth. 

Outside these periods, this effect on productivity growth was negative or negligible. 

19. Increased capacity utilization complemented strong growth in labor productivity, but utilization 

is now closer to capacity and the existing capital stock needs rehabilitation and replacement.  In 2003-

08, capacity utilization in industry increased by more than 10 percentage points to reach the average level of 

68 percent (Figure 1.7). Thus better capacity utilization could directly explain more than 25 percent of the 

observed overall industrial growth in that period. The rest was related to newly installed capacity and other 

factors. Based on the survey data, the share of enterprises with the capacity utilization rate above 70 percent 

increased from 25 percent in late 2002 to 56 percent in 2008 and official statistics indicate very high 

capacity utilization in key industries, including tractors, trucks, cement, fertilizers, and refrigerators. 

Moreover, the existing capacity estimates are probably somewhat inflated. The Ministry of Economy could 

consider initiating a new census of installed capacity to ensure more realistic estimates of the overall 

installed capacity in industry.  

Figure 1.7: Capacity utilization (percent) and surplus capacity*, 1995-2009 

 
Source: Enterprise surveys by RIME. 
*Balances of answers.  

20. In sum, the current combination of productivity drivers in Belarus raises concerns about their 

longer term sustainability. While some of these drivers have been effective for at least a decade
14

, and as 

such cannot be easily ignored, the external environment and emerging new constraints to growth are casting 

a cloud over the medium term growth and productivity outlook in Belarus. Belarus seems to now be 

entering a phase where growth will be increasingly extensive because productivity growth as a result of 

capacity utilization increases and productivity improvements through "low hanging fruit" type investments 

is being exhausted. This means there will be an increasing need for product and process innovations, which 

require investment but also access to new technologies and human capital. Failing this, there will be a 

decline in returns to capital and more and more investment needed to maintain the same level of output 

growth.  

                                                      
14

The previous World Bank’s CEM for Belarus provided an analysis of growth drivers associated with preferential 

access to the Russian market, effective regime of import restrictions, and the system of state support. 
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III. FINANCIAL PERFORMANCE AND INVESTMENT GROWTH 

21. Recent growth on the heels of buoyant global demand was accompanied by a surge in 

profitability in externally oriented sectors.  Industrial profit margins jumped from 10.5 percent in 2002 to 

15.3 percent in 2008 (Table A2 in the Annex A).  With a major exception of wood processing industry, all 

key industrial sub-sectors benefited, in varying degrees, from improvements in profitability. Major winners 

were the sectors that gained from strong world market prices for fuel, metals, and chemicals. The fourth and 

single largest growth driver in industry, the machinery sector, had been showing a steady improvement in 

financial performance. Its profitability increased from 9.6 percent in 2003 (the lowest point) to 12 percent in 

2008. The share of loss-makers declined from 31.4 percent in 2002 to 11.6 percent in 2008 (Figure 1.8). 

22. However, profitability in many large sub-sectors remains low. Despite the recent increase, 

profitability in three out of five largest contributors to industrial growth in Belarus sub-sectors (light, food, 

and wood-processing) remains low because of greater competition and stricter price regulation, especially 

in consumer goods markets. In 2008, almost 12 percent of enterprises were operating at a loss.  

Figure 1.8: Share of loss-making enterprises in industry, 2002-09, percent 

 
Source: Belstat. 

23. Investment performance also improved.  The average annual growth rate of investment in fixed 

capital during 2005-08 exceeded 20 percent and resulted in more than doubling of the total volume of 

industrial investments in fixed capital in real terms in 2008 as compared to 2004 (Figure 1.9).  In practically 

all the main sub-sectors, the average growth rate reached two digit levels. Reflecting the construction boom, 

investments in construction materials expanded by more than three times in only three years (2006-08). 

Figure 1.9: Index of industrial investments in Belarus, by sub-sector, (2000 = 1) 
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24. Investment growth was driven by both supply and demand factors.  On the supply side, better 

enterprise performance combined with greater access to bank credit provided enterprises with additional 

resources to invest. On the demand side, growing competitive pressures, especially in the main export 

markets, strengthened the need for new investments in technological upgrading and modernization. In 2008, 

78 percent of enterprises which participated in the RIME survey claimed that during the year they had 

invested in modernization of their productive assets, while 38 percent invested in capacity expansion 

(compared to 66 and 69 percent, respectively, in a similar Russian survey). A separate country-specific 

factor relates to the government policy in Belarus: considerable pressure on enterprises management to 

meet investment targets and direct credit allocation to help finance new investments. Yet, despite recent 

growth, industrial investments in Belarus remain lower than in Russia. In 2005-07, Russia’s manufacturing 

firms spent about 7-8 kopeks per Ruble of sales on investments compared to 4.5-5 kopeks per Rubel spent 

by Belarusian firms. 

25. Better access to long-term bank credit and lower cost supported high rates of investment growth. 

In 2001, some 42 percent of managers considered difficulties in getting long-term credit as a major obstacle 

for investment growth, but this share declined to 17 percent in 2007 before increasing to 28 percent in 2008 

during the global crisis (Figure 1.10). The cost and access to credit became much more favorable in Belarus 

than in Russia: since 2004 managers in Belarus had expressed less concern about high interest rates on 

investment credits.
15

 In Belarus, the government programs of directed credits eased investment financing 

constraints.  

26. However, credit markets remained undeveloped; efficiency of credit allocation based on 

administrative decisions was low, and quasi-fiscal costs associated with the elevated default rate of 

such credits were high.  Enterprise credit to GDP ratio in Belarus had been growing strongly since 2006, 

and its 2008 level of 26.4 percent was not fundamentally different from the one in Russia (30.8 percent) 

(Figure 1.11)
16

. However, Belarus’s credit markets remain thin, and most available credit is allocated 

through various government programs, providing disproportionately more credit to agriculture and largest 

state-controlled industrial enterprises while privately owned and smaller industrial firms face much more 

restrictive access and higher cost of credit.  

                                                      
15

 While  BEEPS survey data show an increase in percent of  firms in both Belarus and Russia that considered access 

to finance a major obstacle to growth between 2002 and 2008, the magnitude of this change was significantly lower in 

Belarus (from 26.2 percent to 32.7 percent) than in Russia (from 17.3 percent to 35 percent). In addition, according to 

BEEPS, since 2002 the share of firms that used banking credit to finance their investments increased in Belarus more 

than in Russia and accounted for 35.8 percent and 30.6 percent respectively in 2008.    
16

 At the same time, when compared to Ukraine, Belarus did manage to avoid a credit bubble in 2007-08, which helped 

to reduce the country’s exposure to the global crisis. This happened, in part, because Belarus’s financial sector had 

been much less integrated into the global market than the one in Ukraine.  
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Figure 1.10: Investment obstacles related to the 

availability of banking credit, Belarus and Russia 

(percent of firms that identified these issues as a 

major obstacle) 

Figure 1.11: Credit to the enterprise sector, 

percent of GDP, 2000-08 (end year credit data) 
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Sources: Enterprise surveys and Central banks’ data. 

27. Moreover, the allocation of capital appears to have been biased in favor of enterprises that 

underperformed.  The analysis of the determinants of resource allocation across a group of about 50 dairy 

enterprises revealed that credit availability was strongly and negatively correlated with enterprises 

profitability (Table A3). Also, enterprises with lower productivity and productivity growth had been making 

more investments. This evidence suggests a policy of systematic and distortionary subsidization of low-

performing enterprises and propping up their investments. At the same time, the regression results reveal 

other trends that on the surface appear more consistent with market-influenced resource allocation: (i) the 

overall intensity of investments is positively related to profitability; (ii) higher profitability is associated 

with higher rate of employment growth; and (iii) large enterprises show higher growth in employment, but 

this reflects deliberate government efforts towards enterprise consolidation. Overall, these results suggest 

that the existing resource allocation mechanisms are largely administrative or quasi-administrative and not 

driven by market signals. International experience indicates that at some point such mechanisms, while 

appearing to work in the short term, will likely become a major impediment for sustained restructuring and 

productivity growth. 

IV. ENTERPRISE RESTRUCTURING  

28. Belarus’s employment structure reflects the slow pace of restructuring of largest enterprises. 
Overall industrial employment in 2008 was just 4 percent lower than its 2000 level (Table 1.3 above). The 

share of industrial employment in Belarus remains relatively high and does not show a decline. In contrast 

to most other countries in the region, large enterprises in Belarus have not generated many spin-offs and 

continue to keep their various non-profit units in-house.
17

 The role of the largest enterprises in industry has 

not declined much. In 2006, enterprises with the number of employees above 1000 (2 percent of total 

number of industrial enterprises) were responsible for almost 2/3 of industrial output and half of the 

industrial labor force
18

. At the same time, while labor productivity was somewhat higher than average in 

these enterprises, their labor costs were also higher (Figure A3 and Table A4).  

29. The initial stage of post-socialist enterprise restructuring is yet to be completed in Belarus.  In 

other transition countries, initial restructuring (often called ―defensive restructuring‖) has been typically 

characterized by divestiture of non-core assets and activities, shedding excess labor, and closing down at 

                                                      
17

 World Bank (2010)_d. 
18

 The more recent data are not available. 
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least some of chronically unprofitable firms
19

. Jointly these processes have led to a sizeable downsizing of 

large companies, acceleration of new entry, and large cross-sector labor relocations. In Belarus, by contrast, 

government policy prevented this type of enterprise restructuring.
20

 The privatization process stalled. The 

volume and the number of FDI in manufacturing remained low. The government allowed some enterprise 

closures only under very restricted circumstances, motivated by social concerns. The government’s 

preferred alternative to bankruptcy and liquidation was the policy of “enterprise consolidation”, which 

forced better performing enterprises to take over some loss-makers and did not allow downsizing of the 

acquired loss-making units. The losses were absorbed by larger enterprises, management of combined 

assets improved, but little restructuring and downsizing took place. 

30. Interestingly, industrial enterprises in Belarus show more progress with respect to the second, 

often viewed as more advanced stage of restructuring.  The pace of improvements in the enterprise 

product mix is sometimes considered as a measure of ―deep enterprise restructuring‖
21

. According to the 

latest EBRD-World Bank Business Environment and Enterprise Performance Survey (BEEPS), while the 

initial (defensive) restructuring of the industrial sector in Belarus has been relatively small and slow, 

Belarusian industrial enterprises do not look much different from their regional peers as far as deep 

restructuring is concerned (Table 1.4). This high pace of product-level restructuring may be a significant 

factor in the broadly favorable industrial performance in Belarus. At the same time, this finding points to 

another potential puzzle of Belarusian transition experiences: an indication of rather solid ongoing ―deep‖ 

restructuring in the environment when the ―early‖ restructuring lags far behind. Such a reversal of 

traditional restructuring sequence generally should be seen a source of economic vulnerability because key 

enterprises are not relieved yet from large parts of their pre-transition liabilities, including excess labor.  

Table 1.4: Restructuring activities of enterprises: selected economies in transition 

Percentage of firms reporting that they: 

  
Developed New 

Product/Service 

Upgraded existing 

product/service 

Discontinued 

product/service line 

Average of new 

product (1/0) and 

upgrade (1/0)  

  2002 2009 2002 2009 2002 2009 2002 2009 

Belarus 44.0 70.0 62.4 90.8 16.8 35.2 0.53 0.80 

Lithuania 49.0 69.8 39.6 91.2 31.3 44.7 0.43 0.80 

Poland 42.8 57.3 55.6 59.9 17.9 16.6 0.49 0.59 

Russia 39.4 68.5 49.8 86.1 27.0 32.5 0.44 0.77 

Ukraine 45.1 57.0 57.5 77.0 17.7 24.5 0.51 0.67 

ECA - Total 38.9 53.7 52.2 72.3 20.7 24.2 0.45 0.65 
Notes:  

(1) Based on 2002 and 2008/9 BEEPs Surveys and definitions in Mitra et al (2009).  

(2) "Developed New Product/Service" is considered as the deepest restructuring measure, followed by "Upgraded 

existing product/service". 

(3) "Discontinued product/service line" is an indicator of defensive restructuring. 

31. Despite excessive administrative controls over large enterprises, industrial policy of the GOB 

seems, on the surface, to have succeeded in supporting enterprise restructuring at the product level.  

Box 2 presents a case of restructuring in the dairy sector. This sector displays strong performance and 

restructuring progress even though it remains heavily regulated. This has been achieved through 

incorporation of some mechanisms into the administrative system that are supposed to mimic market 

discipline and reduce corruption and rent seeking. The most important of such mechanisms include: (i) 

competitive allocation of state enterprise support, including directed credits, (ii) high transparency and 

                                                      
19

 World Bank (2008). 
20

 World Bank (2005). 
21

 Pradeep Mitra, Alexander Muravyev, and Mark E. Schaffer (2009).  
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accountability in the allocation of state support, (iii) an elaborate system of controls and penalties for rent-

seeking and asset stripping, and (iv) the government’s official trade diplomacy that provided Belarusian 

enterprises with important export support in Russia and several other markets. In addition, enterprise export 

performance is seen in Belarus as one of the core performance indicators. Strong export performance is 

relatively difficult to deliberately misstate, and it also commonly correlates with successful restructuring 

and productivity growth.  

32. These relatively positive conclusions about the Belarusian industrial restructuring at the product 

level should be treated with caution. Given the nature of both administrative controls (―pressure to 

innovate‖) and price regulations, enterprise managers have strong incentives to inflate the actual scale of 

product innovation. Managers may claim that their products are ―new‖ in order to overcome the 

administrative monthly ceilings for price increases; thus, the ―novelty‖ of many products might be marginal 

in reality.
22

 Moreover, an analysis undertaken in the related Trade Performance and Competitiveness Policy 

Note reveals little change in the structure of Belarus’s exports in terms of new products and new sectors, as 

well as worsening of the technological structure of trade. This suggests that the actual intensity of product 

innovation is insufficiently strong to exert any significant impact on enterprise export capabilities. 

Box 2. Restructuring and resource relocation: A case study of the dairy sector  
Results.  The dairy (milk processing) industry is considered to be a sector with long-term competitive advantages in 

Belarus. Its output and exports have been expanding rapidly since 2000. Total exports increased by 167 percent in 

dollar terms to reach $1.1 billion, with Russia being a destination for 94 percent of all exports. Sector growth was 

backed by considerable improvements in productivity in both milk production and its processing.  Annual milk 

production per cow at large farms increased by 85 percent in 2001-08 to reach the level of the new EU members such 

as Poland and the Baltic states, while labor productivity in milk processing increased by 140 percent.  

Costs. However, this growth was largely financed by heavy subsidization of milk production. In 2007 total state 

support to agriculture in Belarus estimated at 5.4 percent of GDP (29 percent of the sector’s output), and a significant 

part of this total was channeled to the diary production. Since 2003, growth in state support to agriculture has exceeded 

growth in agricultural output
23

.   

Administrative consolidation. In addition to subsidizing the farm production of milk, over the last decade the 

government made an effort to raise the efficiency of milk processing enterprises. As many other industries, the dairy 

sector has participated in the subsidized credit programs with proceeds used primarily for asset modernization and 

technology upgrade. More importantly, the government has implemented a policy of gradual consolidation aimed at a 

drastically reducing the number of independent players in the sector and converting smaller and less successful 

enterprises into subsidiaries of more efficient ones. The number of independent enterprises in the sector was reduced 

from 125 in 1996 to 73 in 2001 and to 43 in 2009
24

. However, there were reportedly no actual exits and only two new 

entries to the sector as a result. Both new entrants required special government decisions to redistribute the raw milk 

allocation among the processors, so-called zoning arrangements. Milk allocation is still highly regulated, and there is 

no real raw milk market.  

In the specific business environment in Belarus, the government-driven consolidation has nevertheless brought about 

considerable efficiency gains to the sector. These gains emerged from improved management of newly consolidated 

enterprises as well as from the economy of scale. Moreover, as a result of consolidation, more effective enterprises 

were able to get access to additional supplies of raw milk and thus improve capacity utilization. Thus, the 

consolidation helped reallocate some resources towards their more efficient use, i.e. partially compensating for market 

distortions. 

The effect of consolidation and other government interventions on the sector performance could be analyzed by 

reviewing performance variations within the sector. A comparison of 10 top and 10 worst performers in the sector in 

2001 and 2008, ranked by labor productivity, shows (i) a within-the-sector shift in both production and resources to 

more productive enterprises; and (ii) a widening gap between best and worst performers (Table B2).  Meanwhile, 

variations in average wages between these two groups did not grow, generally remaining low as compared to high and 

growing variations in productivity.  

 

 

                                                      
22

 In 2009, as part of the reform program supported by the Bank and the Fund, the Government of Belarus stopped 

setting monthly ceilings for price increases as well as lifted its requirement to register prices for new goods. 
23

 World Bank (2009)_b.  
24

 However, about 70 units still have prepared their own full set of accounts for 2008. 
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Box 2 continued 

Table B2: Best versus worst performers in the dairy sector: Ratio of 10 top to 10 bottom enterprises 

  Output 

Overall 

employment Profit 1/ Investment 

Outstanding 

credit 

Labor 

productivity 

2/ 

Average 

wage 

2001 0.82 0.82 5.61 0.47 0.80 2.05 1.28 

2008 3.70 1.58 0.62 2.52 2.35 2.99 1.26 

Source: Estimated based on the data provided by the Republican Meat and Dairy Institute 

Notes: 1/ In 2008 most diary processors were loss-making. The table data suggest that the average loss within the group of best 

performers was 38% less than among the worst performers. 

2/ Labor productivity estimated for core industrial personnel. 

Sustainability. Nonetheless, administrative interventions could not serve as the main productivity driver in the long 

term. The primary directions for liberalization in the dairy sector include the following: (i) relaxing price controls; the 

whole sector was making losses in 2008 because of excessive price controls; (ii) scaling back administrative controls 

over product markets, including public procurement of milk and zoning arrangements that currently limit free cross-

regional trade in both inputs and outputs; (iii) relaxing wage controls and providing for more wage variations within 

and across enterprises. To remain competitive and improve its export prospects, future sector consolidation should be 

market-led. Additional consolidation is critical for the Belarusian dairy sector to achieve necessary economy of the 

scale. EU experience suggests that the average size of efficient milk processing company is about 1000 ton a day, 

which is currently about 4 times higher than the average enterprise productive capacity in Belarus. 

33. The fundamental problem with Belarusian restructuring policy is that the system of state 

economic management does not provide enterprise managers with market-based incentives for 

maximizing the value of enterprises. This creates a system of incentives strongly biased towards 

production and some technical modernization.  The survey of 400 industrial enterprises undertaken by the 

Institute for Privatization and Management (IPM) in 2007
25

  supports this conclusion (Figure A4). 

Responding to the question ―Which of the following objectives are the most important at the moment?‖, 

only 1/5 of all managers indicated profit maximization as one of the key objectives of their operations. The 

profit motive was not among top ten objectives of enterprise managers, while the top three objectives were 

output growth (55 percent), securing good wages for employees, and technical modernization (45 percent 

each). 
26

 

V. LABOR MARKET ISSUES  

34. Against this background of enterprise restructuring and incentives within enterprises, it is 

important to note that there are two primary sources of labor market inefficiency in Belarus:  (i) 

excessive and costly restrictions on labor mobility, and (ii) insufficient wage signals that do not create 

enough incentives for workers to move around. There is some evidence suggesting that labor market 

efficiency in Belarus could be improved by additional simultaneous reforms in hiring/firing liberalization 

and a more flexible wage policy.  

35. On the surface, labor market regulations, generally, are not considered to be a major constraint 

for growth in Belarus.  Only 9.25 percent of all Belarusian firms participated in the BEEPS survey 

considered labor regulations as a major constraint for their growth; this is below the ECA average (9.76) 

and below all neighboring peers. Also, the Doing Business (DB) in 2010 has ranked Belarus rather high on 

                                                      
25

 The survey was commissioned by the World Bank. 
26

 The lack of strong profit motive, the rigidity of employment, and the trend of growing concentration in the industrial 

sector in Belarus resembles labor-managed enterprises of the former Yugoslavia. Like in Belarus, the former Yugoslav 

system was not predominantly privately owned, and enterprises faced a complex web of implicit and explicit subsidies 

and soft budget constraints. Like in Belarus, employment was maintained even in the face of major demand shocks 

while wage differentiation was limited. While the Yugoslav system functioned seemingly well when the country 

enjoyed large international transfers and Western credits, it became increasingly inefficient and started to 

underperform on a wide range of economic indicators in the 1980s. It is now well understood that the poor long term 

performance of the economy of the former Yugoslavia is directly related to the problematic incentives in the peculiar 

ownership structure, soft budget constraints, and perverse incentives at the enterprise level. 
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its employment regulations: Belarus ranked the 32
nd

 globally in 2010, a significant improvement from 40
th 

position in 2009.  

36. In reality, Belarusian companies face serious restrictions on their firing practices.  Local 

redundancy costs, estimated at 22 weeks of salary, are relatively high and are by far the weakest part of 

labor regulations assessed by the DB.  For instance, similar costs in Russia and Latvia amount to 17 weeks 

of salary, in Poland and Ukraine – to 13 weeks, while in Kazakhstan – to only 9 weeks. More importantly, 

there is a broad consensus within the expert community in Belarus that management in large enterprises in 

the country faces considerable informal pressures to keep employment levels intact. As a result, some 

estimate that labor hoarding at large industrial companies reaches 20-25 percent of the payroll.
27

 More 

generally, the DB by its design is focused on trends in the legal business environment for SMEs, and thus 

for Belarus its results do not accurately reflect the situation in large enterprises, which still dominate the 

country’s industrial sector. The business environment in Belarus has become increasingly segmented 

recently: the government has pursued a policy of economic liberalization and removal of administrative 

barriers for SMEs, while large enterprises still operate within the extensive system of administrative 

controls which include production, export, investment, employment, and wage targets. 

37. As a result, labor turnover in Belarus is fairly low.   In Belarus, the overall level of labor attrition in 

the economy (about 25 percent) has been historically lower than in Ukraine and Russia where it is closer to 

30 percent (Figure 1.12). Moreover, unlike in other countries, the attrition level in the Belarusian industry 

has been considerably lower (about 20 percent) than the economy-wide average, and it did not show any 

increase recently.
28

 Furthermore, there are major and growing differences between industrial sub-sectors 

(Figure 1.13). On the one hand, there are sub-sectors, such as chemicals and power generation, with high 

wages and little growth in productivity, which are characterized by low levels of both labor attrition and 

turnover. These are the sectors dominated by large SOEs. On the other hand, there are industries, such as 

food processing, with lower wages and stronger productivity growth, demonstrating more intensive hiring 

and firing processes. These are also the sectors that are exposed to stronger competitive pressures. And, 

finally, the difference between hiring and attrition rates in Belarus is very small, reflecting a stalled process 

of restructuring of medium and large enterprises, including their downsizing and release of excess labor to 

small businesses.  

                                                      
27

 ―В 2010 году даже «официальная» безработица вырастет в разы‖. Zautra.by. December 24, 2009. 
28

 In Russia the attrition rate in industry (about 33 percent on average since 2001) is higher than the average for the 

Russian economy. Overall, in Russia one out of three industrial employees leaves his or her company every year, 

while in Belarus it is only one out of five. Strong economic performance of the last decade was accompanied in Russia 

by both higher attrition and higher hiring rates that reflect the increased pace of enterprise restructuring and labor 

reallocation.  Better performing Russian industrial firms showed a much higher rate of labor turnover than the firms in 

financial distress. See, more in Р. Капелюшников (2008).  
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Figure 1.12: Hiring and attrition rates in industry, 

Belarus and Russia  

Figure 1.13: Belarus: variation in the attrition 

rates by industrial sub-sector  
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Sources: Belstat and Rosstat. 

38. The Government’s policy of limiting “excessive” wage differentiation reduces worker and 

enterprise incentives for restructuring and labor mobility (Figure 1.14). Even private firms in Belarus 

are restricted in setting their own wage scales. On the positive side, such a wage policy, accompanied by an 

intensive program of social transfers, has been largely responsible for considerably lower income inequality 

in Belarus relative to most other countries in the region. However, on the production side, these wage 

controls constrained more active enterprise restructuring and productivity growth. This policy is likely to 

have adversely affected labor turnover and work effort through two main channels: (i) it undermined 

incentives for individual employees to move, and (ii) it weakened managers’ incentives to reduce staffing 

levels, especially among lower paid employees. 

Figure 1.14: Inter-sectoral variation in the average real wage in industry (as measured by coefficient 

of variation, in 1995 prices), 1995-2008 
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Source: Estimated on the basis of Belstat data. 

39. Strong and steady real wage growth has been another important feature of recent industrial 

dynamics.  In 2001-08 the average real wage in industry increased by 2.64 times, while labor productivity 

increased by 2.13 times (Figure 1.15). The growth in foreign currency denominated wages has been even 

stronger, especially after 2000. In 2005-08 real wage growth was higher than growth in productivity in all 

major industrial sub-sectors. The wedge between the two was the largest in power, metals, chemicals, and 

food processing industries (Table A5). However, despite strong growth, average US$ monthly wage in 

Belarus in 2008 was still lower than the average US$ monthly wage in many countries in the region: while 



 

19 

 

the wages in the new EU members had been catching up with the EU-15, those in their CIS neighbors had 

been growing at much higher rates and closing the income gap with the EU-10 (Figure 1.16).
29

  

Figure 1.15: Wage dynamics and labor 

productivity indices in industry (2000 = 100)  

Figure 1.16: US$ average monthly wage and 

wage growth in selected transition economies 
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Source: UNECE Statistical Division Database; WB staff estimates on Belstat data. 

Note: Foreign currency wages here are measured in the hypothetical currency unit, which is a basket of Euro and US$ 

in 50:50 proportions. Such a unit of measure allows for smoothing volatility in the Euro: US$ exchange rate during 

the period. 

40. The rise in dollar wages in excess of productivity improvements led to a strong growth in 

manufacturing unit labor costs (ULC) and the associated loss of competitiveness.
30

  In 2001-04, the 

ULC growth was relatively modest (on average 7 percent p.a.), but it accelerated during 2005-08 to an 

average of 13 percent p.a., resulting in ULC increase of 64 percent over the four years. Overall, ULC more 

than doubled in 2008 relative to its 2000 level (Figure 1.17). The level and dynamics of a country ULC in 

manufacturing vis-à-vis its major comparators is considered an important determinant of competitiveness. 

ULC growth in Russian manufacturing was higher than in Belarusian industry (almost 2.5 times increase in 

2008 as compared to 2000), due to both higher growth in average foreign currency wages
31

 and smaller 

increases in average productivity. Hence, Belarusian industry as a whole maintained its cost advantage vis-

à-vis Russian manufacturing sector. However, sub-sectoral breakdown shows that in 2004-08 the cost 

advantage was either lost (wood and food industry) or was eroded substantially (machinery) (Figure 1.18). 

This is consistent with the observed declining share in the Russian market of machinery and food products, 

as discussed in the Trade Performance and Competitiveness Note. 

                                                      
29

 Figure 1.16 presents data on economy-wide (not industrial) wages, but there is broad similarity in respective trends. 
30

 Unit labor costs (ULC) measure the average cost of labor per unit of output and are calculated as a ratio of total 

labor costs to real output. ULC has been calculated using ―hypothetical currency unit‖ for average industrial wages, 

which are a basket of US$ and Euro with 50:50 weights. 
31

 Largely reflects a slower pace of real appreciation of Belarusian rubel compared to Russian ruble against the USD-

Euro basket.  
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Figure 1.17: Trends in ULC in Belarus’s and 

Russia’ industrial sector (2000=1) 

Figure 1.18: Changes in ULC in selected industrial 

sub-sectors, Belarus and Russia  
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Source: WB staff estimates on Belstat and Rosstat data. 

VI. THE SYSTEM OF STATE SUPPORT TO THE ENTERPRISE SECTOR 

41. A complex and multi-faceted system of state support to the enterprise sector lies at the core of 

industrial policy in Belarus.  The economic system in Belarus is characterized by high taxes, and the 

budget system is designed to redistribute resources to specific development and social programs through 

subsidies, tax exemptions, investment grants, subsidized credits, and other instruments. While government 

revenues remained stable before the global crisis (about 50 percent of GDP in 2006-08), the gross total 

costs of state support programs increased. As a result, the scope of state support had been increasing as a 

share the country’s fiscal resources, and this reduced the fiscal space available for financing traditional 

public services, including social development and infrastructure.   

42. The fiscal costs of state support for the enterprise sector have been increasing steadily since 2004.  

The main reason is the escalation of budget subsidies (Table 1.5). Part of this increase is due to the 2007 oil 

agreement with Russia, when the GOB provided a direct subsidy to oil importers to compensate the Russian 

duty paid and collected duty on exported oil products. The Government used the subsidy on a monthly basis 

to regulate the profitability of the oil importers.  Even adjusted for this, the overall costs of state support 

increased from 7.6 percent of GDP in 2004 to 10.4 percent of GDP in 2008. 

43. The total costs of state support declined in 2009 during the global crisis, but remained high at 

almost 9 percent of GDP. In addition to the crisis related pressures, the Government made a commitment 

to limit its budget deficit and restrain some of its subsidization activities under the IMF supported Stand-by 

arrangement, such as recapitalization of commercial banks. Nevertheless, the reduction in the direct budget 

financing of state enterprise support in 2009 was accompanied by an expansion in the directed credit 

programs, under which immediate costs were shifted from the budget to the banking system.  

44. Despite some recent compression in the traditional programs of state enterprise support, their 

costs remain excessive and unaffordable in the medium term
32

.  In addition to high fiscal costs, the 

existing system has major costs associated with the distorted business environment and undermined 

competition. All enterprises face a high level of statutory taxation, while allocation of state support remains 

unequal and discretionary. According to the data base managed by the Ministry of Economy, more than 

three thousand enterprises become recipients of state support every year. As argued in the previous CEM, 

                                                      
32

 It is worth noting that on the top of enterprise subsidies discussed in this section, the state budget provides a large 

amount of consumer subsidies, which are estimated by the IMF to be in the range of 4-5 percent of GDP a year. 

Consumer subsidies are concentrated in the areas of new housing construction, utility services, and public 

transportation.  
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an economic system with lower statutory taxes, lower incidence of tax exemptions, and fewer subsidies 

would be more supportive of enterprise restructuring and productivity growth in the longer term.  

Table 1.5: Total government support to the enterprise sector, 2004-09, percent of GDP  

 2004 2005 2006 2007 2008 2009 

1. Tax benefits 1.9% 3.0% 3.2% 3.7% 3.2% 3.0% 

2. Non-interest budget subsidies 3.0% 3.6% 3.6% 7.7% 8.3% 6.7% 

   o/w subsidy to oil suppliers    2.4% 4.0% 3.3% 

3. Budget investment grants 1.2% 0.3% 0.4% 0.4% 0.4% 0.2% 

4. Budged interest rate subsidies 0.0% 0.0% 0.0% 0.1% 0.1% 0.2% 

5. Implicit subsidies under the budget 

credit programs, including from  EBFs 

0.1% 0.1% 0.0% 0.0% 0.1% 0.5% 

6. Budget spending on repayment of 

guaranteed credits (called guarantees) 

0.4% 0.6% 0.7% 0.9% 0.7% 0.8% 

7. Bank recapitalization program 1.0% 1.1% 1.0% 0.6% 1.5% 0.0% 

8. Other programs   0.1% 0.6% 0.2% 0.3% 

Total government support, 1-8 7.6% 8.7% 9.0% 14.0% 14.5% 11.7% 

Total government support * 7.6% 8.7% 9.0% 11.6% 10.4% 8.6% 

Number of  recipients 3651 1722 3148 3423 3239 3080  

Source: Staff estimates based on the data from MOF, MOE, NBB, and Ministry of Taxes. 

*Adjusted for net oil export duty. 

45. Since 2004, the Government has made significant institutional changes in the administration of 

state enterprise support, but much less effort has been invested in scaling the system down.  The 

Government has taken a number of steps to make the system more transparent and less distortive. These 

changes have been especially profound in the allocation of support for industrial enterprises, while 

agricultural support has been subject to less modification
33

. The main innovations have included 

strengthening the centralization of both decision-making and monitoring fund utilization. Under several 

important programs, allocation of state enterprise support has become competitive and explicitly linked to 

specific, measurable improvements in enterprise performance. The government has set up a designated 

system of monitoring and evaluation under the Ministry of Economy, which checks recipients’ performance 

against the agreed targets and produces regular monitoring reports.  

46. These reforms have been met with only limited success so far. The key constraint for their 

implementation results from the Government’s reluctance to allow the liquidation and bankruptcy of loss-

making enterprises (see Box 3 on grounds for provisioning of state support). As long as the state tolerates or 

encourages loss-making and soft budget constraints, and loss-makers continue to rely on various sorts of 

government support, the new more competitive allocation of subsidies is compromised. In addition, the 

system has been able to achieve only limited success in promoting innovation, as the country’s export 

structure remains stagnant.  

 

 

 

 

 

                                                      
33

 Other positive developments include a major decline in incidence of tax arrears in the system of tax administration 

and more recently a stricter control over the process of issuing credit guarantees by local governments. The latter was 

a problem in 2005-08 when such guarantees increased by the factor of 5 to reach 6 percent of GDP. 
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Box 3. Grounds for provision of state support. 

Forms of state support* Grounds for provision of state support 

Deferral and (or) installment payment 

of taxes, fees, customs duties and 

interest 

 risk of insolvency (bankruptcy) in case of a lump-sum payment of tax and 

interest arrears; 

 delay of the budget funding including  payment for the government order 

that has been completed; 

 seasonal nature of production and (or) sale of goods (works, services); 

 in case of damage caused as a result of a natural disaster, mad-made 

disaster or other force majeure 

Tax credit  risk of insolvency (bankruptcy) in case of a lump-sum payment of tax 

arrears; 

 seasonal nature of production and (or) sale of goods (works, services) 

Normative distribution of revenues  difficult financial situation of a payer 

Financial support  implementation of the budget programs expected to be funded from the 

republican budget; 

 procurement of technological equipment and spare parts for the 

implementation of the investment projects that went through  the 

comprehensive state expert examination and have received positive 

appraisal; 

 implementation, following the decision of the President of the Republic of 

Belarus, of the activities of particular government significance; 

 accomplishment of other goals determined by the President of the 

Republic of Belarus  

Provision of budget credits and loans  formation of seasonal (temporary) of inventories in case of seasonal 

nature of  production and (or) sale of goods (works, services); 

 for the implementation of investment projects; 

 for other purposes 

Reimbursement to legal entities of the 

part of interest on the use of bank 

credits  

in case of the implementation of: 

 budget programs expected to be funded from the republican budget; 

 investment projects awarded through tenders; 

 energy efficient projects; 

 business plans of the legal entity’s development 

Discounted prices (tariffs) on natural 

gas, electric and heat energy, petrol 

and diesel fuel  

 risk of insolvency (bankruptcy) if energy inputs are purchased at prices 

(tariffs) which are set in accordance with the legislation 

Deferral and (or) installment 

repayment of arrears for consumed 

natural gas, electric and heat energy 

 risk of insolvency (bankruptcy) in case of a demand of a lump-sum 

payment of arrears for consumed natural gas, electric and heat energy 

Source: Ministry of Economy.  

*Forms are specified in the Decree of the President of the Republic of Belarus № 182 dated 28 March 2006 

47. Two main channels of state enterprise support in Belarus--budget subsidies and tax incentives--

are highly distortionary and carry the risk of increasing rents and corruption. These two channels 

jointly account for more than 6 percent of GDP a year. Each of these channels has program and individual 

components. The system of individual decisions to support a particular enterprise is most distortive because 

it introduces highly specific regimes of net taxation on a case-by-case basis. In particular, it heavily 

discriminates against small and new firms. Global experience suggests that such a system of individual 

benefits runs a serious risk of rent seeking and corruption. So far, this has not been a practical problem in 

Belarus given a strict control and reporting system.
34

 Moreover, recently, the fiscal transparency has been 

                                                      
34

 See, World Bank (2009)_a.  
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improved by establishing an integrated and public report on the itemized fiscal costs of state support to the 

economy and making its available from the MOF web-site.
35

 Incidence of corruption within the public 

sector in Belarus, as reported by firm managers, remains below the regional average level and is much 

lower than in the country’s CIS neighbors (Figure 1.19). Moreover, the total costs associated with subsidies 

granted on the individual basis in relative terms have been declining and lately remain under 1 percent of 

GDP
36

. Still, the system represents a potential governance risk, makes an unattractive feature of the 

country’s investment climate and is bound to become a stumbling block for Belarus’s external trade 

negotiations, both globally (WTO) and regionally (Customs Union). 

Figure 1.19: Incidence of corruption as perceived by firm managers in the selected economies in 

transition, percent 
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Source: BEEPS 2008/09. 

48. Agriculture remains the primary recipient of state enterprise support.  Most of programmatic 

state support in Belarus benefits agricultural producers who operate under a set of sector-wide tax 

exemptions and receive massive explicit budget subsidies. A separate World Bank study
37

 estimated that the 

total costs of government support to agricultures exceeded 5 percent of GDP in 2008. This is the least 

reformed segment of state support, and there is much room for its restructuring in line with the available 

international experience, which would be more consistent with government objectives of both accelerating 

rural development and raising sector productivity.  

49. In addition to the system of explicit transfers to the enterprise sector provided through the fiscal 

system, the Government administers various programs of directed credits disbursed through the 

state-owned commercial banks.  The scale of directed credits increased by about 70 percent in 2009 to 

BYR 27.5 bln (see Table 1.6), when in the situation of increasingly binding budget constraints the 

Government was forced to rely more on quasi-fiscal resources of commercial banks. More than half of all 

banking credits granted in Belarus by the end of 2009 were originated within the directed credit programs. 

About 70 percent of all directed credits support commercial and investment activities of the enterprise 

sector, while the rest provides financing for new housing construction and thus largely benefits households. 

Combined disbursements under directed credit programs managed by commercial banks and under budget 

own credit lines are accounted for almost 27 percent of GDP and 64 percent of the total credit available in 

the economy. 

                                                      
35

 This is one of the policy measures supported by the DPL for Belarus. See, World Bank (2009)_c. 
36

 This excludes, however, costs of individual decisions made under other, smaller government programs, such as e.g. 

provision of government guarantees on bank credits. 
37

 World Bank (2009)_b.  
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Table 1.6: Stock of outstanding credits that are allocated on the basis of Government's decisions, bln 

BYR, year-end 

 2004 2005 2006 2007 2008 2009 

Total credit allocated by 

Government’s decisions, bln BYR  

2647.3 3612.1 5432.0 12158.3 18968.3 36792.9 

- Stock of budget credits outstanding 647 1090 1085 1630 2539 9219 

- Stock of credits under directed credit 

programs 

2000 2522 4347 10528 16429 27574 

o/w: housing/hhs  782 1391 3474 5586 9651 

Total credit allocated by 

Government’s decisions, as % of GDP 

5.3% 5.6% 6.9% 12.5% 14.6% 26.9% 

% of total credit in the economy 25.1% 24.9% 32.9% 49.4% 50.1% 63.7% 

       
Memo: Share of bank credit granted with 

government involvement 

20.2% 18.8% 28.2% 45.8% 46.5% 56.8% 

Source: Staff estimates based on the data from MOF, MOE and NBB. 

50. The directed credit programs blur the difference between public finance and commercial 

banking and pose additional risks for the banking system and macroeconomic management as a 

whole.  It is usually difficult to estimate full risks and fiscal costs of directed credits before the crisis strikes 

because such risks tend to accumulate gradually within the banking system. In Belarus, it is difficult to 

compile a transparent, aggregate picture of the accumulated risks in the system of directed credits
38

, and 

their management is largely focused on the performance of individual programs and individual participating 

banks. This may become a source of additional risk to sustainability. On the positive side, in the recent 

years the Government has been consistent in its effort to make explicit all the main elements of the actual 

fiscal costs associated with directed credits and has reflected them in the budget. These include costs of 

interest rate subsidies, bank recapitalization, and called budget guarantees
39

 (see Table 1.5). So the 

immediate concerns about these programs are not so much about their hidden fiscal costs, but about the 

quality of lending in the environment where banks have very limited autonomy for independent credit 

decisions.  

51. The high default rate of directed credits clearly indicates large inefficiencies in credit allocations. 

The scale of the problem could be assessed from the data in Table 1.5 which shows annual costs of state 

bank recapitalization (which serves as a de facto compensation to the banks for their losses incurred 

because of implementation of Government’s lending policies) and costs of called government guarantees on 

bank loans. The overall costs under these two budget lines amounted to 2.2 percent of GDP in 2008. 

52. The current system of directed credits is prohibitively costly and results in sub-optimal credit 

allocation; it needs a major reform. International experience suggests that on account of both strong 

macroeconomic management and effective industrial policy it is preferable to keep governments subsidies 

separate from the operations of commercial banks.  If for any political reason the Government believes that 

it has to provide support to a particular group of business recipients, it would be preferable to extend this 

support using explicit budget instruments and avoid compromising sound commercial banking practices. 

Several of Belarus’s neighbors in the CIS decided to stop their directed credit programs in the 1990s and 

pursue industrial policy objectives through traditional fiscal instruments. 
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 And this is also the reason why there is unusually high degree of uncertainty with respect to the data accuracy in 

Table 1.6. 
39

 Many, but not all, directed credits are backed up by guarantees underwritten by either republican or local 

government. 
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VII. INDUSTRIAL PERFORMANCE DURING THE CRISIS, 2008-09  

53. The main features of the industrial performance in Belarus during the crisis relative to its peers in the 

region, including Russia, could be summarized as follows:  

 The crisis-related deterioration in Belarus’s industrial performance started with a delay and was less 

dramatic than in many other economies in the region. 

 There was a significant cross-sectoral variation in the timing of deterioration in performance, which 

helped smooth the overall macroeconomic fall-out. 

 Milder effects of crisis could be seen in higher capacity utilization rates, a lower rate of 

unemployment growth, and higher and more stable levels of customer orders.  

 In early 2009, Belarusian enterprises, especially the largest ones, more actively than their peers in 

Russia pursued the business strategy that was based on the preservation of output at the costs of 

accumulation of arrears, building up excessive stocks of unsold goods, and the erosion of profit 

margins. Profit declines in the first half of 2009, however, were massive and had significant fiscal 

implications.  

 While the output decline was less dramatic in Belarus, the recovery in the second half of 2009 was 

somewhat weaker relative to the one in Russia. In the last quarter of 2009, the prevailing business 

sentiments among industrial managers remained pessimistic, reflecting uncertainty about medium-

term economic prospects. By the end of 2009, optimism among Belarusian managers recovered 

somewhat from extremely low levels but remained depressed (being in the lower range that was 

typical for mid 2002).  

 While the lay-off rate in Belarus was much lower than in Russia, the managers’ decisions on 

redundancies in 2009 were more common than any time earlier in the decade, and both open and 

hidden unemployment increased. 

54. Government policies had a major impact on the pattern of enterprise adjustment in 2009.  The 

GOB responded to the crisis largely by providing additional credit to the real sector, as well as by 

increasing administrative pressure on enterprise managers to meet output targets. As the result, in contrast 

to most economies in the region, Belarus did not experience economic contraction in 2009.  The economy 

showed a modest GDP growth of 0.2 percent, while industrial output declined by 2.0 percent.
40

  This was 

achieved through forced accumulation of considerable inventories, as well as increased debt at both 

government and enterprise levels, deterioration of the current account, and increased macroeconomic 

vulnerabilities. 

55. The initial shock associated with the global crisis in the last quarter of 2008 was less severe in 

Belarus than in Russia or in many manufacturing exporters.  Domestic demand remained strong 

through the end of 2008, despite significant decline in exports. Overall economic results of 2008 remained 

rather impressive, with the annual growth in industrial output of 11.5 percent - by far a stronger 

performance than in neighbors’ economies (see Figure 1.1 in the earlier section). The crisis hit Belarusian 

enterprises later, in February-March 2009.  

56. The depth of industrial decline in 2009 was milder in Belarus than in Russia and other regional 

economies, but Belarusian managers are not optimistic about recovery.  The 2009 balances of 

managers’ responses about monthly changes in output had never declined below  

-20 percent in Belarus, while in Russia the respondents indicated output plunge by about 34 percent in 

November 2008. Respective minimum for estimates of demand were -38 percent in Belarus and -51 percent 

in Russia (Figure 1.20). By the latter measure the contraction of demand in Russia in Q4, 2008 was even 

much more severe than in the most difficult years of earlier market transformation in the 1990s. This clearly 

was not the case of Belarus. Figure 1.20 also suggests a stronger recovery in industrial demand in Belarus in 

                                                      
40

 This is among smallest industrial contractions registered in the region in 2009. For comparison, the overall 2009 

industrial decline in Russia amounted to 10.8 percent, while the one in manufacturing – 16 percent. 
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H2 of 2009. Perceptions of enterprise managers reflect a lot of uncertainty despite some improvements in 

output and demand.  By September 2009 both indicators crossed the zero line, i.e. more enterprises reported 

growth than decline of these indicators. However, the level of dissatisfaction with economic performance at 

that point had been the highest since early 2004. 

Figure 1.20: Dynamics of industrial output and demand, Belarus and Russia, 2001-09, survey 

response rates, percent  
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Source: RIME and IET surveys.  

57. There has been considerable variation in output dynamics across industrial sub-sectors. 
Chemical industry continued to expand strongly through 2009; food processing did not experience much 

contraction, and, while contraction in the machinery sector was the deepest, it happened only in H2, i.e. 

with the noticeable delay (Figure 1.21). Overall, this variability of adjustment patterns helped the economy 

avoid a single major drop in output.  

Figure 1.21: Industrial output indices by sector, 2007-09 (corresponding period of the previous 

year=100) 
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Source: Belstat.  

58. The system of output targets delayed the required output adjustment in the face of demand 

drops.  In H1, 2009, many enterprises did not make much adjustment to their pre-crisis output plans and 

had to build up considerably their stocks of finished goods. The accumulation of excess inventories was 

most typical of the largest companies in the machinery sector. Between October 2008 and August 2009, the 

ratio of finished goods stock to monthly output doubled in a number of sub-sectors, including machinery 



 

27 

 

and metalworking and wood processing (Figure 1.22). During H1, 2009 industrial enterprises accumulated 

about BYR 2 trln of extra stocks or 1.75 percent of annual GDP. In September 2009, despite some 

normalization, 52 percent of enterprises still considered that their stock level was above the norm versus 

only 40 percent in Q3, 2008.  By contrast, in Russia finished goods stocks broadly returned to the normal 

levels in May 2009 and in H2, 2009 60-70 percent of industrial enterprises in Russia considered their 

inventory levels normal. 

Figure 1.22: Inventory-to-output ratio for 

particular industrial sub-sectors, 2007-09, percent 

Figure 1.23: Trends in profit margins by sub-

sector, 20007-09, percent 
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Source: Belstat. 

59. The excessive build-up of inventories by many large enterprises in Belarus was financed 

primarily through accumulation of arrears and additional borrowing from commercial banks.  Net 

payables in the economy (differences between total outstanding payables and receivables of the enterprise 

sector) increased by BYR  1.6 trln between summer 2008 and April 2009, or by  1.1 percent of 2009 GDP. 

Outstanding overdue payables by late September 2009 reached BYR 7 trln (annual growth rate of 54 

percent). 

60. Relatively easy access of the large enterprise sector to banking credit sponsored by the 

government was the key factor of the delayed adjustment to the demand contraction.  While the rest of 

the CIS region was facing credit crunch in 2009, the NBRB continued its policy of credit expansion under 

directed credit programs, administered through state-controlled banks. Between January 1 and end-August 

2009 NBRB’s claims on commercial banks increased by BYR 5.5 trln or 166 percent. The real value of 

outstanding enterprise credit was growing at a rate of 40+ percent in the H1, 2009 (year-to-year), i.e. its 

growth rate did not decline much relative to 2008 (which was the year of the high growth environment 

globally). By contrast, in Russia real growth in banking credit to the enterprise sector amounted to less than 

9 percent in H1, 2009, while growth in banking credit for the entire year was close to zero.  

61. Average profit margins fell significantly in Belarus. The financial results of Q1, 2009 were quite 

weak as could be seen from Figure 1.23. The margins improved somewhat later in the year, but with the 

exception of the light industry, they remained 1.2-2.0 times lower than in Q3, 2008. Average profitability in 

industry of  9.9 percent in late 2009 was lower than in any year since 2002. Net profit declined (Figure 

1.24). The profit decline in chemical and fuel industries had the largest fiscal impact. In 2008, these two 

sub-sectors generated 56 percent of total net profit in industry and represented by far the largest source of 

government revenues
41

.  

 

                                                      
41

 It is reported that two oil refineries generated about 10 percent of consolidated government revenues in 2008. 
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Figure 1.24: Net profit in industry, trl Rbl., nominal, 9 months of 2007-09 

 
Source: Belstat.  

62. However, an increase in the number of loss-making enterprises was less dramatic than the 

decline in industrial profits.  The number of loss-makers in industry increased from 12.5 percent in 

January-June 2008 to  24.9  percent in January-March 2009 and 20.7 percent in January-June 2009. In H1 

2009 the share of loss-making enterprises was similar to the one in H1 2007 and was much below the levels 

observed in respective periods of 2005-06. While Belarusian enterprises at large are still far from being 

profit maximizers, there seems to be evidence that their budget constraint has been hardened recently and 

managers appear to face stronger sanctions for accumulation of losses. 

63. Industrial enterprises more actively controlled their labor costs and initiated some employment 

rationalization.  While official registered unemployment in Belarus remained insignificant (about 1 

percent)
42

 and did not change much in 2009, various data point to a considerable effort by enterprise 

managers to reduce the burden of excessive labor costs. First, the number of employees in the industrial 

sector who were forced to work part time increased 10.8 times between August 2008 and August 2009 to 

reach 96.1 thousand people (about 2.1 percent of total employment), the highest level since May 2003. 

Also, the economy-wide number of those who were working shorter-than-regular hours exceeded 320 

thousand in October 2009. In addition, by summer 2009 the real wage in the economy stopped growing, and 

for the whole year the real wage (Dec-to-Dec) declined by 3.6 percent. Survey data also point to 

employment rationalization efforts, including employment cuts (Figure 1.25).  Declines in staffing were 

rather significant for Belarus in February-May 2009
43

, and even after that the balances remained steadily 

negative at the level of around 5 percent of the sample. Employment cuts in Russia were far more radical 

than in Belarus, which reflects both a deeper output contraction in Russia’s manufacturing and higher 

flexibility of the labor market there.
44

 Belarus’s registered unemployment rate has not reflected yet such 

tightening of labor market conditions. 

 

                                                      
42

 The recent EC Study (2009) suggests that the actual 2008 unemployment level in Belarus, estimated in line with 

international methodology, is closer to 4 percent. Moreover, about the same number of people is employed abroad as 

temporary migrants. The low level amount of unemployment benefit (established at one fifth of the poverty line) and 

difficulty to receive the benefit even for registered unemployed is seen as the main reason for high incidence of hidden 

unemployment. At the same time, the current employment level in Belarus remained among the highest in the region 

at 80.6 percent of labor force (age 20-64) in 2008. 
43

 The RIME surveys did not include this employment question before February 2009. 
44

 Between November 2008 and March 2009 the overall unemployment level in Russia increased by one third, from 7 

percent to 9.5 percent of labor force. It has been the largest single reduction in employment since 1994. Real wages in 

manufacturing in October 2009 fell by 7 percent (y/y). At the same time, it should be noted that in Russia 

manufacturing employment (Figure 1.25) was more affected by the crisis than employment in the rest of the economy, 

in particular in non-tradable sectors. (See: World Bank, 2010_a.) 
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Figure 1.25: Monthly changes in industrial employment in Belarus and Russia, balances of responses, 

percent of total number respondents 
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Source: Enterprise surveys. 

64. Total investments in Belarus continued to expand strongly in 2009 in contrast to global and 

regional trends.  In January-June, the annual investment growth rate amounted to 16.7 percent fueled to a 

large extent by government capital spending and, in particular, by an expansion of direct credit programs 

(Table A6). While growth in investments slowed down by the end of 2009, 36 percent of industrial 

enterprises still reported an annual increase in their investments, which was marginally less than the number 

of those who reduced their capital spending in 2009 (Table A7). Investment growth was particularly strong 

in agriculture (129.8%), housing construction (125.2%) and industry (102.3%), while spending on 

equipment and machinery (91.7%), a half of which was imported, actually declined in 2009
45

.  A 

considerable part of government support for final demand in Belarus has been traditionally channeled 

through support to procurement of agricultural machines manufactured by large domestic producers. Such 

support, which in the past amounted to about half of total budget support for agriculture, further expanded 

in 2009, to BYR 2.7 trln (2 percent of GDP) from BYR 2 trln in 2008. Overall, local enterprises in 

machinery, wood processing, and construction materials sub-sectors were among primary beneficiaries of 

the government budget and investment policy in 2009.  

65. Growth in industrial output resumed in the last quarter of 2009, driven largely by the gradual 

recovery in demand in Russia and other external markets.  In October-November monthly exports to 

Russia were about 12 percent higher than the average monthly exports in Q4, 2008. At the same time, the 

improvement in financial performance through H2, 2009 was significant and as such it preceded resumption 

in output growth. Total stocks of finished goods in industry declined by 26 percent between May and 

December, while the total stock of overdue payables declined by 4.4 percent between July 1, 2009 and 

January 1, 2010. Overall, by the end of 2009 the volume of net payables (payables minus receivables) in the 

economy declined by 27 percent if compared to May 1, 2009 to the levels that were typical for late 2003, 

reflecting a significant deterioration in availability of net commercial credit to Belarusian enterprises. The 

latter appears to reflect a significant growth in debts by foreign customers, in particular by those from 

Russia. As a result, despite improvements in sales and continued strong growth in domestic banking credit, 

managers’ concerns about shortages of working capital remained strong.  

66. Short term economic outlook for the Belarusian economy remains uncertain.  This is reflected, in 

particular, in low values of the industrial business sentiments index as compared to Russia.
46

 (Figure 1.26) 

The index suggests that the recovery in business sentiments in Russia since June 2009 has been stronger 

than in Belarus, and the ―gap in optimism‖ between the two economies in the H2, 2009 was on average 

                                                      
45

 Such investment structure, with less emphasis on machinery, also indicates a short-term focus of the 2009 policies. 

The 2009 investment boost had relatively less impact on upgrading enterprise productive capacity and longer-term 

growth potential.  
46

 The index is developed in line with the standard European methodology as a consolidated measure of managers’ 

satisfaction with the levels of output, demand and stock of finished goods at their enterprises. 
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wider than during the period of 2003-08. This highlights wider spread of concerns among industrial 

managers about sustainability of the 2009 output recovery.  

Figure 1.26: Indices of business sentiments in Belarus and Russia, 2000-09. 

-40

-30

-20

-10

0

10

20

30

20
00

 Q
1

20
00

 Q
2

20
00

 Q
3

20
00

 Q
4

20
01

 Q
1

20
01

 Q
2

20
01

 Q
3

20
01

 Q
4

20
02

 Q
1

20
02

 Q
2

20
02

 Q
3

20
02

 Q
4

20
03

 Q
1

20
03

 Q
2

20
03

 Q
3

20
03

 Q
4

20
04

 Q
1

20
04

 Q
2

20
04

 Q
3

20
04

 Q
4

20
05

 Q
1

20
05

 Q
2

20
05

 Q
3

20
05

 Q
4

20
06

 Q
1

20
06

 Q
2

20
06

 Q
3

20
06

 Q
4

20
07

 Q
1

20
07

 Q
2

20
07

 Q
3

20
07

 Q
4

20
08

 Q
1

20
08

 Q
2

20
08

 Q
3

20
08

 Q
4

20
09

 Q
1

20
09

 Q
2

20
09

 Q
3

20
09

 Q
4

Russia Belarus

 
Source: RIME surveys.  

67. A medium-term scenario for the global economy, which currently points to only gradual 

recovery, implies a slow-down in demand for Belarusian industrial exports from the pre-crisis levels. 

Growth in external demand in 2010 and beyond is unlikely to return to the high rates of the pre-crisis 

period, and Belarusian exporters will face a much more competitive environment in Russia and other 

traditional foreign markets. At the same time, fiscal space to further boost domestic demand has been 

reduced considerably. Sustaining the pace of external borrowing and the expansion in directed credits in 

2009 into 2010 will be highly problematic, raising macroeconomic risks.  

68. This suggests that the 2010 efforts in Belarus should be focused not on returning to high growth 

in industry at all costs, but on accelerated restructuring and improving longer term competitiveness 

of the sector. This would justify an emphasis on policies that could advance reforms in the business 

environment, privatization, attraction of foreign investments, and development of global market 

partnerships. 
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VIII. CONCLUSIONS AND POLICY IMPLICATIONS 

69. Overall, Belarus’s industrial performance during 2005-08 remained strong.  High rates of output 

expansion were driven primarily by strong growth in labor productivity, improved financial and investment 

performance, and improvements in the business environment, in particular in tax administration and access 

to credit. Domestic demand played a more significant role in driving industrial growth, and this made the 

growth structure less vulnerable to external shocks. At the same time, the average rate of productivity 

growth was lower recently than early in the decade, and the pace of improvements did vary significantly 

across the sub-sectors. 

70. The productivity growth was broad based and primarily driven by within-the-firms 

improvements and neither by new entry nor by reallocation of labor. The important factors that 

supported strong productivity growth before 2009 include (i) favorable global demand and export prices; 

(ii) strong import demand in Russia, where Belarus had managed to preserve important market access 

advantages; (iii) the system of massive enterprise subsidies, which was reasonably well linked to enterprise 

performance and until 2008 appeared fiscally affordable; (iv) the Government’s capacity for policy 

implementation, which is higher than in most CIS economies; (v) the existing largely administrative system 

of incentives and accountability for industrial managers, which remains rather effective and little affected 

by rent-seeking; (vi) macroeconomic policies that were supportive of expansion in manufacturing exports. 

71. However, the factor and product markets in the Belarusian economy remain highly distorted.  
The government interventions remain excessive and undermine efficient allocation of investments, credit, 

and labor. Product markets are also affected by price controls and direct restrictions on movements of 

goods. If these market distortions are not addressed, further productivity improvements would be 

jeopardized, especially in view of the higher capacity utilization rates and rising shortages of skilled labor. 

72. Despite the high growth in the last decade, the unchanged industrial structure is becoming a 

source of vulnerability in the longer term. The important lesson from other fast growing economies is 

that growth is commonly accompanied by steady structural transformation that includes emergence of new 

companies and sectors, accelerated shift towards the service sector, formation of a new flexible industrial 

organizations, improved manager and worker incentives, and greater labor mobility. This has not happened 

in Belarus yet. The Government’s policy has de facto worked in supporting the existing industrial structure 

dominated by large traditional enterprises, but there is an increasing risk that these enterprises will become 

outdated in times of greater competition during the post-crisis period. 

73. Recent strong growth in average wages in Belarus seems to be less problematic relative to 

insufficient wage flexibility and other inefficiencies of the labor market, but the government wage and 

employment policies represent a barrier to labor mobility. The observed productivity growth did not 

receive any noticeable support from employment reallocation and this could become a serious constraint for 

growth in Belarus in the longer term. Continuation of the current trends would mean that a considerable 

portion of labor would remain locked-up in the sectors and enterprises with low productivity, while more 

productive sectors would face excessive limitations on hiring of necessary staff. The costs of labor market 

inefficiencies are likely to increase because of the expected decline in labor force as a result of the current 

demographic trends. 

74. The Government has made significant effort to improve enterprise performance through 

additional administrative interventions.   The following two Government’s policies are worth mentioning 

in this regard: (i) reforms in the system of state support to make aid more transparent and result-oriented 

and also to replace a larger portion of conventional subsidies and grants with subsidized credits; and (ii) 

measures to consolidate the production structure in a number of industries in order to move resources of the 

weakest enterprises under better management and exploit additional economy of scale.  These interventions 

did help to release some important reserves for productivity improvements. There is evidence that 

Belarusian industrial enterprises have made a considerable restructuring effort at the product level 

(introduction of new products and upgrades). However, their restructuring experiences remain unbalanced: 
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there has been little basic restructuring of large enterprises, which would include divestiture of non-core 

assets and activities and shedding excess labor. This is the large agenda that remains ahead. 

75. The ongoing global crisis has further exposed risks associated with the Government’s practice of 

heavy reliance on enterprise performance targets for large and medium size enterprises, especially 

targets for output and average wage growth.  Such targets were not a binding constraint for many 

enterprises during the ―good times‖ of strong external and domestic demand, but they dramatically reduced 

the enterprises’ flexibility at the time of severe demand shock, and generally complicated and made more 

costly the process of enterprises’ adjustment to the crisis environment.  The pressure to comply with the 

output targets resulted in excessive build-up of inventories, non-payments, and deterioration of financial 

performance in both enterprise and banking sectors. In addition, there is a separate concern that the wage 

growth targets do not reflect the existing variation in enterprise productivity, which further undermines 

incentives for labor relocation. For worse performing enterprises and for some particular sub-sectors, wage 

targets, in combination with the high level of labor taxation, create excessive cost pressure and further risks 

for competitiveness.  

76. The costs and coverage of traditional programs of state support remain excessive and 

unaffordable in the medium term.  Both the scope and specific instruments of state support to the 

enterprise sector have been the major barriers to enterprise restructuring and more effective allocation of 

resources in the economy. The system of government directed credits dominates the credit markets and 

undermines the entire concept of modern banking based on independent analysis of project benefits and 

risks. The 2009 decision to shift a larger portion of the burden associated with the ongoing state support 

programs from the fiscal system to commercial banks made the system less transparent and generally more 

risky. In addition to a need for the drastic downsizing of directed credit programs, other specific reform 

priorities relate to the need of transforming the system of state support to agriculture as well as to the fuel 

sector.  

77. The immediate effect of the global economic crisis was milder in Belarus than in most its 

neighbors, but this was achieved at a considerable macroeconomic cost. The Government’s policy 

response helped boost domestic demand and forced enterprises to maintain the high level of production 

despite drying external demand. This came at a price of expanded external borrowing and drastic expansion 

in directed credits. As the result, the country’s ability to sustain possible future shocks declined; 

macroeconomic risks increased, and the available room for further boosting domestic demand has reduced 

considerably. This would suggest that the 2010 efforts in Belarus should be focused not on returning to high 

growth in industry, but on restructuring and improving longer term competitiveness of the sector. This 

would justify an emphasis on policies that could advance reforms in the business environment, 

privatization, attraction of foreign investments, and development of global market partnerships.  

78. Short-term economic outlook for the Belarusian economy remains highly uncertain.  The 

consensus is that future growth would be more modest, reflecting lower export demand. At the same time, 

the fast growth of China and other developing economies in Asia will continue, and their share in global 

trade is expected to further expand. They will continue to squeeze Belarusian exporters in the Russian 

market. Moreover, Russia’s ultimate accession to WTO would reduce overall trade barriers there
47

, which 

would play in favor of new exporters to this market against well established players, including those from 

Belarus. Simultaneously, further growth in household incomes in Russia will support additional shifts in 

their consumption structure towards more sophisticated goods at the expense of more traditional brands, 

which originate from Belarus.  

79. Going forward, a pivotal strategic question is about the role of the government in facilitating 

upgrading and boosting competitiveness of the Belarusian industrial sector, while exiting current 

distortions. This calls for a comprehensive review of all existing government interventions to better 

                                                      
47

 In the short term, the 2010 formation of the Customs Union of Belarus, Russia and Kazakhstan may result in higher 

on average trade barriers for exporters from the third countries (non-members of the Customs Union). This would be a 

source of marginal support for Belarusian enterprises in the immediate future. This may delay but will not stop the 

process of Russia’s (and other members’) global integration and WTO accession.  



 

33 

 

understand their compound effect on the economy. This would help to assess whether the criteria used to 

identify specific industries that are targeted for government support is appropriate, whether existing 

industries in the government strategy are still consistent with Belarus’s comparative advantage and if not, 

how to maximize chances of success in a government attempt to encourage and facilitate the emergence of 

new industries that may represent latent comparative advantage. In other words, one way to think about 

reforming the Belarus’ economic model is to reallocate government support away from sectors in which 

Belarus is unlikely to be competitive whilst creating space for growth of the private sector. The high 

likelihood of failure makes this a delicate domain for public policies. Policy makers will want to ensure that 

this reallocation happens at minimal social costs to those engaged in non-competitive sectors. 

80. As the global economy recovers in 2010 and industrial growth in Belarus resumes, it is important 

to avoid policy complacency and to accelerate structural reforms to address the following three 

challenges: (i) expanding the private sector by liberalizing business entry (including  with a view to 

developing the service economy and creating new sources of income and employment); (ii) attracting FDI, 

particularly with a view to bring in new technologies and access to new export markets in sectors where 

Belarus has a comparative advantage, and (iii) reforming the system of state support and the state owned 

sector both in order to help achievement of the first two objectives and to manage the reallocation of 

resources from less competitive to more competitive sectors without causing a large social fallout. 

81.  The preliminary policy recommendations arising from the analysis provided in this Note and 

parallel Notes on Trade Performance and Competitiveness and Trends and Issues in the Services Sector 

could be discussed and made more concrete based on the follow up analysis and close consultations with 

businesses, both domestic and foreign, on sector-specific obstacles as well as sector-specific levers to 

provide impetus to growth and facilitate industrial restructuring and upgrading. They are broken down by 

policy actions involving SOEs, the private sector, and the state.  

 SOE sector 

 Lifting excessive regulations: stepwise elimination of quantitative targets and remaining price and 

wage controls; 

 Tightening budget constrains: curtailment of subsidies, starting with the most inefficient;  

 Restructuring: divestiture of non-core assets and acceleration of labor shedding;  

 Strengthening managerial incentives: review functions and responsibilities, encourage changes in 

motivation towards profit maximization and innovation, link remuneration to profit and 

advancement in career;  

 Promoting privatization and FDI: reducing state ownership in utilities, banking, 

telecommunications, transport, and logistics; differentiated approach to the path and speed for 

privatization of industrial sub-sectors with different degree of backward and forward linkages. 

 Private sector  

 Leveling the playing field for SOEs and the private sector: eliminating/cutting industrial  and 

agricultural subsidies and preferential loans, ensuring equal access to financing, land, real estate 

and other inputs; 

 Eliminating red tape: cutting back regulations and licensing requirements, simplifying entry and 

exit. 

 State  

  Removing barriers to functioning markets and competition: deregulating products markets, 

liberalizing prices; 

  Reducing credit market distortions: downsizing the scope of directed credit programs and 

expanding credit opportunities for SMEs;  
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 Ensuring greater labor market flexibility: wage and staffing policy liberalization; aligning 

vocational training, training programs, and higher education programs to meet demand from new 

sectors;  

 Functioning markets for publicly financed services: ensuring cost-effective production of public 

services though public-private partnerships, competitive and transparent procurement; 

 Advancing tax reform: gradual and fiscally prudent reduction in tax burden while expanding the 

tax base (i.e. cutting exemptions), eliminating distortionary taxes (i.e. turnover taxes, innovation 

fund contributions, local tax on services) and reducing high marginal rates on direct taxes. 
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ANNEX A. 

Figure A1: Comparative dynamics of consumer (CPI) and producer (PPI) price indices, (2000 =100) 
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Source: Belstat.  

 

Figure A2: Developments in domestic and external demand for industrial goods, 2005-09 

(balance* of answers as percent of survey respondents) 
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* Difference between the number of answers ―demand has increased‖ and ―demand has declined‖ 

Source: RIME.  
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Figure A3: Relative labor productivity in industrial enterprises of different sizes, (enterprises with 

less than 100 employees = 1), 2003 and 2006 

 
Source: Estimated based on the Belstat data. 

 

 

 

 

 

Figure A4: Major objectives of enterprise operations: managers’ views  
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Table A1: Top obstacles for enterprise growth, in view of enterprise managers in Belarus, percent 

    1997 2000 2003 2006 2008 2009 

Insuffient working capital 63 77 75 64 55 60 

Low customers' demand 48 55 60 36 28 64 

High costs of industrial inputs 55 56 51 39 49 32 

Customers' non-payments 56 55 53 41 33 58 

Shortages of equipment 9 11 18 24 21 9 

Shortage of skilled labor 5 11 12 18 23 11 

Tax policy 52 55 50 22 14 12 
Source: RIME surveys. 

 

Table A2: Profitability of industrial sales, by sub-sector, percent 

Industrial Sector 1990 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 

Total industry 22.3 17.1 15.8 10.9 10.5 12.0 15.3 15.4 15.5 13.0 15.3 

Electric power 

generation 18.6 3.9 2.2 6.0 3.0 8.9 12.6 11.1 12.9 8.5 6.7 

Fuel 19.5 46.3 64.0 33.8 34.5 29.8 30.8 29.9 29.3 7.8 13.1 

Ferrous metals 14.4 13.5 22.5 5.6 17.8 24.3 36.1 20.5 18.3 22.4 20.7 

Non-ferrous 

metals … 41.5 24.0 17.3 18.2 24.3 24.1 32.0 35.4 50.8 29.9 

Chemical 34.4 27.1 25.8 12.8 12.7 16.1 26.6 33.2 26.8 27.6 60.1 

Petrochemical 19.1 10.0 0.6 4.0 -4.4 2.1 7.3 11.0 29.4 19.3 6.3 

Machine building 

and metal 

processing 23.5 17.9 14.4 12.2 11.5 9.6 11.4 11.2 13.3 14.3 12.0 

Timber, wood 

processing, pulp 

and paper 30.5 17.7 11.4 8.7 10.5 10.4 11.3 8.3 7.7 10.7 9.5 

Construction 

materials 15.6 8.1 5.2 4.6 7.3 9.5 10.8 9.8 10.3 12.4 18.0 

Light industry 24.6 22.6 14.3 6.1 4.6 4.3 5.4 4.0 6.5 7.7 9.6 

o/w: Textiles 22.8 17.2 9.5 0.7 1.5 1.6 3.4 1.1 4.0 5.0 8.5 

         Apparel 28.7 25.6 19.0 11.9 7.8 7.3 8.2 9.1 6.5 9.6 9.4 

Food processing 10.6 13.4 9.2 8.1 5.5 6.0 6.3 8.3 8.4 

10.

1 5.9 

Medicines and 

medical 

equipment … 34.9 38.8 26.8 22.7 18.5 18.8 21.6 19.3 17.3 19.2 

Publishing … 20.5 20.4 15.5 13.2 12.2 16.5 17.1 12.7 15.3 13.8 

    

         

  

min 10.6 3.9 0.6 0.7 -4.4 1.6 3.4 1.1 4.0 5.0 5.9 

max 34.4 46.3 64.0 33.8 34.5 29.8 36.1 33.2 35.4 50.8 60.1 

max/main 3.25 11.87 106.67 48.29 -7.84 18.63 10.62 30.18 8.85 10.16 10.19 

standard deviation 7.0 12.1 16.0 8.9 9.6 8.6 9.9 10.1 9.9 11.4 13.8 

coefficient of 

variation, % 31.3 70.6 101.5 82.0 91.1 71.3 65.0 65.7 64.0 88.0 90.2 

Source: WB staff calculations on Belstat data. 
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Table A3: Determinants of resource allocation in the dairy sub-sector 
 Intensity of 

investments 

Availability of credit  Employment growth 

Factors (Investment per unit of 

output in 2007) 

(Credit outstanding per 

unit of output in 2007) 

Factors (Increase in the 

staffing in 2007 

relative to 2001) 

 Coeff T-stat Coeff T-stat  Coeff T-stat 

Employment in 2007 0.000041 1.75 

(***) 

-0.000023 -0.24 Employment in 

2001 

0.000123 0.45 

Labor productivity in 

2007 

-0.001861   -2.87 

(*) 

0.000523 0.28 Wage growth, 

2004-07 

-0.057546 -0.4 

Productivity growth, 

2001-07 

-0.063170  -1.85 

(***)  

-0.096910 -0.99    

Av Profitability, 2004-07 0.005126 2.48 (**)  -0.029545  -4.05 (*)  Av Profitability, 

2004-07 

0.02819 3.81 (*) 

Constant 0.239843 3.03 (*)  0.540615    2.9 (*)  Constant 1.04179 3.58 (*) 

R2 0.202  0.225  R2 0.122  

Number of observations 49  48  Number of 

observations 

47  

Note: (*) stat significance at 1%, (**) - at 5%, (***) - at 10% 

Source: Staff estimates on the basis of the data provided by the Republican Dairy Institute. 

 

 

 

 

Table A4: Monthly total labor costs per worker to the employer by firm size in 2007 

Small firms=1 

  enterprise employment 

  below 25 501-800 3001-5000  above 5001 

Total industry 1.0 1.4 1.5 2.1 

Chemical and petrochemical 1.0 0.9 1.5 1.8 

Machine building and metal 

processing 1.0 1.0 1.3 1.5 

Timber, wood processing, pulp and 

paper 1.0 1.7 1.7 1.7 

Construction materials 1.0 2.2 2.4    - 

Light industry 1.0 2.0 1.4 1.5 

Food processing 1.0 1.2 1.8    - 
Source: WB staff calculations on Belstat data. 
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Table A5: Real wage and productivity growth coefficients by sector  

Productivity Wage Productivity Wage Productivity Wage Productivity Wage 

Total industry 1.53 1.73 1.49 1.52 1.43 1.74 2.13 2.64

Electric power generation 1.01 1.67 1.25 1.64 1.00 1.55 1.24 2.54

Fuel 1.19 1.61 1.51 1.79 1.48 1.60 2.24 2.87

Ferrous metals 1.32 1.61 1.32 1.64 1.44 1.56 1.89 2.55

Chemical 1.24 1.70 1.24 1.50 1.23 1.56 1.53 2.34

Petrochemical 1.11 1.56 1.58 1.38 1.54 2.28 2.42 3.14

Machine building 2.04 2.01 1.74 1.53 1.50 1.86 2.61 2.84

Timber, wood processing, 

pulp and paper 1.58 1.45 1.51 1.52 1.40 1.65 2.11 2.52

Construction materials 1.57 1.62 1.62 1.67 1.29 1.77 2.09 2.95

Textiles 1.55 1.82 1.27 1.20 1.24 1.64 1.57 1.97

Apparel 1.76 1.93 1.56 1.33 0.99 1.58 1.55 2.10

Food processing 1.40 1.43 1.39 1.55 1.21 1.68 1.68 2.60

Publishing 1.96 1.22 1.66 1.30 1.23 1.75 2.03 2.28

2000/1996 2004/2000 2008/2004 2008/2000

 
Source: World Bank staff calculations on  Belstat data. 

Note: Productivity and wage are in constant 2000 prices.  

 

 

 

Table A6: Structure of financing for capital spending in 2009 

 Annual growth in capital 

spending, % 

Share in the total 2009 

spending, % 

Total capital spending 104.7 100.0 

o/w: Consolidated budget 89.4 22.2 

    Enterprise own funds 99.8 36.7 

    Bank credits 129.4 26.4 

    Household own funds 120.5 8.0 

Source: Belstat. 

 

 

Table A7: The survey responses to the question: What was the change in your volume of capital 

spending this year? Percent of all respondents 

 2005 2006 2007 2008 2009 

Increased 42 42 50 61 36 

No change 27 16 21 16 17 

Declined 25 20 21 17 39 

Balance 17 22 30 44 -3 

Source: RIME survey. The question is asked in the last quarter of each year. 

 

 

 

 

 


