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No end of the recession in sight 

Executive summary 

GDP: We expect that in 2015 the Belarusian GDP will decrease by 3.7%. This will be a 
product of structural weaknesses, an adverse external environment and tight macroeco-

nomic policies. This new economic environment implies contracting domestic demand and 
improving net exports. In 2016, the recessionary environment is likely to persist, because 
of permanently depressed investment demand. Decreasing employment will be one more 
permanent attribute of this macroeconomic development path. 

Monetary environment: We expect that the exchange rate will ensure a manageable 
deficit of the current account. Based on current projections about key global variables (oil 
price, major exchange rates), we expect the USD/BYR exchange rate to reach 18,500 by 

the end of 2015 and 20,000 by the end of 2016. Inflation will go down due to the contraction 
of domestic demand: 13.6% and 10.3% in 2015 and 2016, correspondingly. Despite rela-
tively stable inflation, new forms of financial distress might develop in 2016 due to the issue 
of non-performing loans. 

Public finances: The general government budget is expected to run a surplus of 3.1% 

in 2015 and 1.7% of GDP in 2016. It will be generated by the inflow of export duties on 
petroleum products. Partly, additional revenues will lead to an increase in budget trans-
fers aimed at supporting socially vulnerable groups, while the surplus will be spent on 
debt repayments. 

Balance of payments: In 2015 the current account deficit will be around USD 1.4 bn, 

or 2.6 % of GDP, and will go down in comparison to the previous year. In 2016, the 
deficit is expected to decrease further and reach USD 0.6 bn (1.2% of GDP). We expect 
the capital and financial account balance to be in surplus at around USD 1.2 bn in 2015 
and at USD 1.7 bn in 2016. A significant increase in external debt in terms of GDP is 
projected due to the shrinking of GDP in US dollars. This figure will increase from 52.6% 

in 2014 to 75.6% in 2015 and further to 86.9% in 2016. 

Key forecast figures 

 

* Including Social Security Fund. 
** Gross external debt at the end of the period in relation to annual GDP. 
Sources: National Statistical Committee, NBB, GET forecasts. 

 

Forecast calculations were completed in December 2015. Next revision is scheduled for  

June 2016. 
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 2012 2013 2014 2015E 2016F 

Real GDP, % yoy 1.7 1.0 1.6 -3.7 -1.0 

General government balance,  
% of GDP* 

0.7 0.1 1.1 3.1 1.7 

Current account balance,  
% of GDP 

-2.9 -10.3 -6.7 -2.6 -1.2 

CPI, % yoy (aop) 59.2 18.3 18.1 13.6 10.3 
Gross external debt,  
% of GDP** 

53.1 54.2 52.6 75.6 86.9 
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MACROECONOMY 

Recession will continue 

The picture of the Belarusian economy changed significantly dur-

ing 2015. Prior to 2015, it could be summarized as follows: high 
GDP growth (although rapidly diminishing due to weakening po-
tential) on the one hand, and large current account deficits cou-

pled with serially arising inflation/devaluation spikes on the other 
hand. This snapshot was caused by a macroeconomic policy mix 
that combined a fixed exchange rate with expansionary mone-
tary and fiscal policies. In the current year, the authorities have 
adjusted their policy mix considerably. First, they toughened 
policy interventions in both monetary and fiscal spheres. In a 
sense, it means recognizing and accepting basically no growth 

in the current environment. Second, they shifted to a flexible 
exchange rate regime anchored by monetary targeting, which 
actually means that the exchange rate has moved from being a 
shock trigger into a shock absorber. Hence, the era of large cur-
rent account deficits seems to have been succeeded by one 
where the deficit is close to its medium-term equilibrium level. 

Such fundamental changes in the policy mix might have been 
interpreted as securing macro stabilisation, which lays the foun-
dations for stimulating sustainable economic and social develop-

ment in the longer term. If that were the case, the economic 
policy agenda might focus exclusively on structural issues, i.e. 
on enhancing long-term growth. In this regard, a commonly ac-
cepted view is that Belarus suffers from systemic economic in-
efficiencies and wrong incentives, which shall be relaxed by in-
stitutional reforms. However, despite a near consensus in diag-

nostics of growth prospects, the lack of political will hampers 
progress in this direction. 

Moreover, the first half of 2015 has demonstrated that poor mid-
term prospects are not the only urgent problem, as a stable level 
of output (consistent with the full employment level) is currently 
under threat. Thus, low inflation and financial stability seems not 
to have been followed by output stability. Furthermore, the is-

sues of lowering inflation and safeguarding financial stability 
themselves suffer from the lack of public confidence. Both taken 

together, they pose the threat of a deep, and even more dan-
gerous, long-lasting recession. 

The main mechanism that might be responsible for a potentially 
longer-term recession is the depressed investment demand due 
to sustained differences between the actual level of real interest 
rates and the natural interest rate. The core reason for the huge 
current real interest rates is still high inflation expectations, 
which actually show a low trust in economic policies after the 
experience of regular devaluation/inflation spikes. At the same 

time, poor potential of mid-term growth, uncertainty and nega-
tive expectations, excessively accumulated capital (in some 
cases) in previous periods imply only very low expected returns 
on investments for firms (i.e. the natural interest rate). Hence, 
given this difference in actual and natural interest rates, firms 
are reluctant to invest. The problem is being exacerbated by the 

bad financial positions of many firms and huge adjustments in 

capital expenditures by the government. As of today, none of 
these factors can be offset rapidly. So, a depressed investment 
demand is going to be an equilibrium stance for the national 
economy for a quite a long period. Depressed investment de-
mand is going to suppress output both directly and through 
other demand components, meaning a longer recession. De-

creasing employment will be a permanent attribute of this mac-
roeconomic development path. 

Such scenario has already begun to realize in 2015, and we con-

sider it as a baseline in 2016 as well. There might be a desire to 
provide additional incentives for the economy to exit the 
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Source: National Statistical Committee, GET forecasts 
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accumulation 

 
Source: National Statistical Committee, GET forecasts 
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Contributions to GDP Growth 

 2014 2015E 2016F 

GDP 1.6 -3.7 -1.0 
Household consumption 2.9 -3.3 -2.6 
Gross fixed capital for-
mation 

-3.6 -5.2 -2.1 

Net exports  1.3 6.4 5.9 
Other components+ 
statistical discrepancy 

1.0 -1.6 -2.2 

Note. Contribution to growth – in percentage points of 

GDP. 
Source: National Statistical Committee, GET forecasts 

2015–2016. 
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recessionary environment. However, policy constraints in 

roughly all the fields are so tough that the government will 

hardly be able to realise this intention without serious damage 
to medium growth prospects and/or financial stability. 

The development of the national economy according to the men-
tioned mechanisms is going to provide rather disappointing re-
sults. In 2015, we forecast that GDP will decline by 3.7%. The 
largest negative contribution is going to be provided by capital 
investments, as they are going to contract by 14.6%. The sec-

ond large contraction we expect in household consumption ex-
penditures, by 5.0%. Some further negative impact on output is 
going to be caused by lower inventories, as firms suffering from 
the lack of working capital do their best to sell accumulated fin-
ished stocks. The other side of the coin is rapidly improving net 
exports. We assess that in 2015 they will contribute positively to 
GDP, securing 6.4 percentage points. 

In 2016, we expect that the fragile macro environment will main-
tain, but due to lower base effects it will be reflected in slightly 

improved main indicators. We forecast that output will still be 

contracting and the drop will amount to 1.0%. Capital invest-
ments will shrink by 6.5%, while household consumption ex-
penditures by 4.0%. Furthermore, government expenditures on 
consumption and change in inventories will also contribute neg-
atively. Net exports will continue to improve, securing 5.9 per-
centage points of positive contribution into GDP dynamics. 

MONETARY ENVIRONMENT 

The quality of banks’ assets becomes a new issue of 
concern 

Since 2015, the exchange rate has changed its nature for the 

national economy. As of today, it has turned into a “shock ab-
sorber” rather than a “shock trigger”, as it was in previous 
years. So, with respect to the exchange rate, we expect it to 
adjust in a way as to secure a current account deficit of no 

more than 3% of GDP, which may be treated as a mid-term 

equilibrium level, which can be financed by underlying capital 
flows. Under our assumptions about the oil price, Russian ruble 
dynamics and the dynamics of major world currencies, we ex-
pect that the USD/BYR exchange rate will amount to 18,500 by 
the end of 2015, and about 20,000 by the end of 2016. 

In 2015-2016, an overall trend for disinflation will prevail. 
There are a number of channels that secure the sustainability 
of this trend. The first and most powerful one is the contraction 

of domestic demand per se. Second, lower incomes lead to 
substituting imports by domestic goods. This secures a lower 
elasticity of consumer price changes on exchange rate swings. 
The latter adjustment has already been reflected in 2015, as 
the pass-through from the exchange rate to prices has turned 
out to be roughly twice lower than its medium term expecta-

tions. Third, inflation is restraint due to the relatively modest 
potential of domestic money demand shocks, as a huge fraction 
of broad money has already been formed by hard currency 

components. In other words, financial dollarization has reached 
such a high level that it can hardly rise significantly more, thus 
securing a more a less stable demand for the national currency. 
Because of these reasons, we expect that the annual average 

CPI inflation will amount to 13.6% in 2015, and decline down 
to 10.3% in 2016. 

Although there are fundamental reasons for lower inflation, in-
flation expectations, given the recent adverse experience, re-
main high and volatile. This does not allow monetary authori-
ties to cut nominal rates more actively in order to push invest-
ment demand. Ignoring inflation expectations and easing mon-
etary policy would risk triggering a new financial shock. 

Exchange rate and prices 

Source: NBB, GET forecasts 2015–2016. 
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However, today’s threats in the financial sector are not only 

about inflation and depreciation. The quality of banking assets 

has become a prior issue of concern. The recessionary environ-
ment leads to a rapid growth of non-performing loans. Further-
more, there are reasons to assume that not all actual NPL are 
adequately identified in banks’ balance sheets. In 2015, the 
government mitigated this challenge somehow, having ex-

changed about USD 1 bn of dodgy banks’ assets for its bonds. 
At the moment, it implies shifting the urgent problem of NPLs 
(at least partially) into future challenges of the sustainability of 
domestic public debt. However, if the recession will be long-
lasting, the challenge of NPL will appear again. The latter, in 
turn, may become a trigger for further recessions. 

PUBLIC FINANCES 

Fiscal policy has become procyclical 

Fiscal policy is expected to remain tight, generating a signifi-

cant surplus of the consolidated budget (3.2 and 2.0% of GDP 
in 2015 and 2016, respectively). It is largely a result of export 

duties on petroleum products that stay in the Belarusian 
budget. We assume that the total revenue from export duties 
will be equal to 2.6 and 2.5% of GDP, respectively. Other tax 
revenues are forecasted to remain stable as a share of GDP 

with the exclusion of excises, as excise rates grew more slowly 
than average prices in 2015. As a result, consolidated budget 
revenues are estimated at the level of 30.4 % of GDP in 2015 
and 2016 (28.2% of GDP in 2014). 

Consolidated budget expenditures are projected to increase 
from 27.1% of GDP in 2014 up to 27.3 and 28.4% of GDP in 
2015 and 2016, respectively. Most of the increase is related to 
public transfers (by 0.9% of GDP within two years), as the state 

will have to increase social support to vulnerable groups of the 
population, while the Social Security Fund will start to generate 
deficit. We also forecast an increase of expenditures on wages, 
as wage dynamics in the budget sector are less sensitive to 
macroeconomic shocks compared to other sectors. Another 

growing expenditure line is interest payments on public debt 
which is related to the depreciation of the Belarusian ruble. On 

the contrary, we assume that capital expenditures of the con-
solidated budget will fall by 1.6% of GDP in 2015 and will re-
main low in 2016, as the government will have to abstain from 
stimulating domestic demand through public investments. 

BALANCE OF PAYMENTS 

Sharp adjustment in the current account deficit 

We expect a contraction of both goods exports and imports in 
2015. However, losses in exports will be less than those in im-
ports, which will improve the merchandize balance by roughly 
USD 0.9 bn. The contraction of Russia’s economy will decrease 

the sales of Belarusian capital goods, i.e. machines and equip-
ment, as well as consumer goods to Russia. Furthermore, fewer 
exports will be attributed to the reduction of trade in petroleum 
products due to falling prices. Fewer imports will be caused by 

a reduction of supply of capital, intermediate, and consumer 
goods both from Russia and non-CIS countries due to the 
shrinking of domestic demand. In 2016 we project a further 

cutback of both exports and imports in nominal terms by 
roughly 10%. We expect that in 2015 the balance of merchan-
dise trade will be negative and amount to USD 1.7 bn. In 2016, 
the deficit of the balance of merchandise trade will decrease to 
USD 0.9 bn. 

In 2015 and 2016, the balance of trade in services will be pos-

itive at around USD 2.3 bn and 2.4 bn, respectively. Improve-
ments in the services balance will be mainly due to the balance  

Fiscal indicators, % of GDP 

  2014 2015E 2016F 

Consolidated  
revenues 

28.2 30.4 30.4 

Consolidated 
expenditures 

27.1 27.3 28.4 

Consolidated budget 
balance 

1.0 3.2 2.0 

Social Security Fund 
balance 

0.0 -0.1 -0.3 

General Government 
balance 

1.0 3.1 1.7 

Source: Ministry of Finance, GET forecasts 2015–2016. 

 
 

Merchandise trade (growth rate in USD) 

Source: National Statistical Committee, GET forecasts 

2015–2016. 

 
 

Gross external debt 

Source: NBB, National Statistical Committee, GET 

forecasts 2015–2016. 

 

 

Balance of payments 

Source: NBB, National Statistical Committee, GET 

forecasts 2015–2016. 
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of transport services, and some growth in exports of commu-
nication, financial and repair services. 

We expect that the balance of trade in goods and services will 
be positive, amounting to USD 0.6 bn in 2015 and 1.6 bn in 
2016. 

The balance of primary incomes will be negative in 2015 and 
2016 as a consequence of the increase of interest payable un-
der general government and non-financial sector obligations, 
including payment on the loans of banking and nonfinancial 
sectors, and income payments on FDI. The balance of second-
ary incomes will turn positive in 2015 and 2016 because, ac-

cording to the agreement with Russia, Belarus does not need 
to transfer the export duties on oil products processed from 
Russian oil and exported to non-CIS countries to the Russian 
budget anymore. In addition, the inflow of customs duties ac-
crued according to the agreement between Russian, Belarus 
and Kazakhstan on the distribution of import customs duties 
within the Customs Union exceeds the amount transferred to 

the account of the authorized agency in the Eurasian Economic 

Union. 

We expect that in 2015 the negative current account balance 
will shrink to USD 1.4 bn, or 2.6% of GDP due to a reduction 

of the deficit of secondary income. In 2016, it will decrease 
further to USD 0.6 bn or 1.2% of GDP. 

Capital and financial account: Repayments in focus  

We expect that in both 2015 and 2016 the net FDI inflow will 

contract modestly due to the recession (USD 1.5 bn in both 
years). The FDI inflow will be attributed to reinvested earnings 
and the acquisition of equity capital in industry, banking and 
service sectors.  

In 2016 we assume that new sovereign loans will become a 

pressing issue for the financial account. We expect that the 
government will attract external financing from international 
financial institutions (the IMF, the EABD, or both together). 

However, this will lead just to a moderate increase of interna-
tional reserves, while the majority part of the attracted funds 

will be used for the refinancing of accrued debts. 

A new development is the projected increase in the external 
debt stock expressed as a ratio of GDP. After some years of a 
relatively stable level of slightly more than 50% of GDP during 

2012-14, this indicator (calculated as of the end of a year) is 
about to jump to 75.6% in 2015 and further to 86.9% in 2016. 
The main reason for this is the significant decline in nominal 
GDP expressed in US dollars, while the absolute level of exter-
nal debt in US dollars will be more or less stable. 
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Annex. Tables 
 

   2012 2013 2014 2015E 2016F 

Table 1. GDP       

Nominal GDP BYR bn 530 356 649 111 778 456 838 039 902 336 
 USD bn 63.6 73.1 76.2 53.0 46.9 
Real GDP % yoy 1.7 1.0 1.6 -3.7 -1.0 

Household consumption % yoy 10.8 10.9 4.5 -5.0 -4.0 
Public consumption % yoy -1.0 -2.1 -1.9 -4.7 -1.3 
Gross fixed capital formation % yoy -11.3 9.6 -8.9 -14.6 -6.5 
Exports % yoy 11.1 -17.4 14.7 1.5 0.8 
Imports % yoy 10.8 -6.1 9.3 -7.3 -7.4 

Table 2. Fiscal Indicators*       

Consolidated budget revenues 
BYR bn 157 955 189 232 219 281 255 144 274 421 
% of GDP 29.8 29.2 28.2 30.4 30.4 

EPT revenues 
BYR bn 19 535 21 525 19 994 20 759 21 767 
% of GDP 3.7 3.3 2.6 2.5 2.4 

VAT revenues 
BYR bn 45 457 56 223 69 829 75 174 80 942 
% of GDP 8.6 8.7 9.0 9.0 9.0 

PIT revenues 
BYR bn 19 319 26 992 32 092 35 480 38 849 

% of GDP 3.6 4.2 4.1 4.2 4.3 

Consolidated budget expenditures 
BYR bn 155 169 187 751 211 154 228 713 256 147 
% of GDP 29.3 28.9 27.1 27.3 28.4 

Current expenditures % of GDP 22.8 22.5 21.8 23.4 24.4 
Capital expenditures % of GDP 6.4 6.8 5.5 3.9 3.9 

Consolidated budget balance % of GDP 0.5 0.2 1.0 3.2 2.0 
Social Security Fund balance % of GDP 0.1 -0.1 0.0 -0.1 -0.3 
General government balance % of GDP 0.7 0.1 1.1 3.1 1.7 

Table 3. Balance of Payments and External Debt 

Current account balance USD m -1862 -7567 -5094 -1354 -580 
 % of GDP -2.9 -10.3 -6.7 -2.6 -1.2 

Export of goods USD m 45 574 36 540 35 736 27 214 24 400 
Import of goods USD m 45 009 41 134 38 334 28 940 25 279 
Balance of services USD m 2 269 2 253 2 199 2 321 2 448 

Financial account balance  
(analytical view)** 

USD m 602 6 755 4 289 1 211 1 725 

Foreign direct investments (FDI), net  USD m 1 308 1 984 1 799 1 532 1 518 
Portfolio investments USD m 191 59 9 -1 000 0 

Gross external debt % of GDP 53.1 54.2 52.6 75.6 86.9 

Table 4. Money, Inflation and Exchange Rate      

Base money %, yoy eop 61.6 13.4 13.8 25.5 7.0 
CPI %, yoy aop 59.2 18.3 18.1 13.6 10.3 
Exchange rate, USD/BYR eop 8 336 8 876 10 216 18 500 20 000 

* Social Security Fund is not included into consolidated budget. 

** ‘+’ denotes new inflow of funds, ‘-’ – net outflow. 
Sources: National Statistical Committee, Ministry of Finance, NBB, GET forecasts 2015–2016. 
 
Notes: 
aop average of period NBB National Bank of Belarus 
avg average p.a. per annum 
bn billion PIT personal income tax 
eop end of period VAT value added tax 
EPT enterprise profit tax yoy year-on-year 
m million ytd year-to-date 

 

Annex. Assumptions of the forecast 

 World prices for crude oil (oil basket) will be USD 56 per barrel on average in 2015 and USD 47 in 2016. 

 Belarus will get 22.5 m t of crude oil from Russia in 2015 and 23 m t in 2016. 

 The prices of imported gas from Russia will be USD 140 and 130 per tcm (annual average) in 2015 and 2016, 

correspondingly. 

 In 2015 the government will obtain USD 1.4 bn of oil duties (USD 1.2 bn in 2016). 

 The Russian real GDP will decrease by 3.9% yoy in 2015 and will display zero growth in 2016. 
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About the German Economic Team Belarus (GET Belarus) 

The main purpose of GET Belarus is to conduct a dialogue on economic policy issues with the government, civil 

society, and international organizations. Experts of German Economic Team have experience in policy advice in 

several transition economies, including Ukraine, Russia, and Moldova. In Belarus the IPM Research Center and 
the German Economic Team provide information and analytical support to the Council of Ministers, the National 
Bank, the Ministry of Foreign Affairs, the Ministry of Economy and other institutions involved in the process of 
formation and implementation of economic policy. 
 

 

About the IPM Research Center 

The IPM Research Center was established in 1999 within the mutual project of the Institute for Privatization and 
Management (Minsk, Belarus) and CASE - Center for Social and Economic Research Foundation (Warsaw, Poland). 
It is a member of the CASE research network, William Davidson Institute NGO Alliance, and Economic Policy 

Institutes Network (project of the UNDP's Regional Bureau for Europe and the CIS). The IPM Research Center 
actively cooperates with the German Economic Team Belarus (GET Belarus). Within this cooperation the IPM 
Research Center provides independent policy advice on economic issues to the different official agencies, namely 
to the Council of Ministers, National Bank, Ministry of Economy, Ministry of Finance and other organizations 

involved in the process of formation and implementation of economic policy.  

The Mission of the IPM Research Center is to enhance national competitiveness through elaboration of the re-
search-based economic policy recommendation and the promotion of professional dialogue on the urgent issues 

related to economic performance. 
 

 

Activities 

 Regular analysis of the economy of Belarus; 

 Monitoring of main sectors of the economy; 

 Promotion of professional dialogue between Belarusian and German experts on important issues for the 
economic development of Belarus. 

 

 

Analytical materials 

Current research products and publications of the project are available via the Internet:  

http://research.by/get   and  www.get-belarus.de  
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