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Dear Readers!

We are pleased to offer you our 16" issue of the quarterly
“Small and medium business in Belarus”. We analyze
changes in business regulation in the last quarter, the diffi-
culties that SMEs come across in the crisis and what is
recommended to improve business environment.

In Part 1 of the quarterly survey we provide the analysis of
possible scenarios of the reduction of balance of payment
current account deficit. It shows that the optimal solution
would be devaluation coupled with tight monetary policy
and without too tight measures to reduce wages. Another
possible scenario to finance the current account deficit is
to increase the external debt and to attract foreign direct
investment.

In Part 2 we present the main changes in business regula-
tory framework. There were no major changes in legisla-
tion in the last three months excluding the introduction of
import duties on some consumer goods and the abolition
of price regulation on some consumer goods. At the same
time the government suggested a few guidelines to reform
business regulatory framework.

Part 3 of the survey is dedicated to the analysis of some
barriers against the increase of enterprise competitiveness
and sales in particular bad indicators of energy efficiency
of the economy, change of demand, protectionism in re-
gions of the country.

Part 4 of the quarterly survey sums up the results of busi-
ness advocacy in particular the activities to create National
Business Platform in Belarus and its impact on the change
in regulatory framework in the country.

In part 5 of the survey we present the results of the study of
the behavior of Belarusian business in the crisis conduct-
ed by IPM business school.
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1. CAN BELARUS AVOID
DEVALUATION?

The answer to the question in the title
of this part of the survey can be formu-
lated in a different way: can Belarus low-
er its current account deficit and if not
can it finance it? The first question can
be answered with the help of modeling
different scenarios of economic devel-
opment in the environment of the ex-
ternal shock which is the current crisis.
The answer to the second question re-
quires the evaluation of the perspec-
tives of Belarus from the point of view
of foreign debt accumulation and even
to a larger extent the possibility to at-
tract foreign investment. In the part we
forecast the current account balance in
2009-2010 and a few options of its fi-
nancing.

Mechanism of forecasting

Balance of the current account can be
forecasted by using a macroeconomic
model (further macromodels) of the
Republic of Belarus worked out by IPM
Research Center in 2006 (see Kruk,
Pelipas, Chubrik (2006). This model is
revised annually (see for example Kruk,
Chubrik (2007). The task of such mod-
eling is to estimate the effectiveness of
different tools of economic policy (such
as devaluation, monetary policy, income
policy etc.) and their impact on the cur-
rent account balance. The modeling
can be done according to the following
scheme (Table 1).

On the first stage we take exogenous
variables which describe external de-
mand. Ten within a chosen scenario we
choose the parameters that character-
ize economic policy. Then within the
chosen macromodel the man macro-
economic indicators including current
account balance are forecasted. Then
based on the estimates of the current
account balance we can conclude
whether the economic policy that was
chosen or this scenario was adequate
(for example whether he proposed de-
valuation can balance the current ac-
count to the degree that it can its deficit
be financed by means of external loans
and investment).

Exogenous variables

Within the current version of the mac-
romodel exogenous variables are con-
stant for all scenarios (Table 2).
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Table 1. A few possible scenarios to finance current account deficit

1. Base scenario: no
devaluation

External demand —
current account balance

2. Devaluation as a tool
to balance current ac- |increase as a tool to
count balance import

3. Restrictions of wage

a) moderately soft monetary policy

b) tight monetary policy (for example inflation
targeting)

Table 2. Exogenous variables which are the same for all scenarios

Indicator Unit of measurement* 2009 2010
Oil world price (Urals) USD per ton 40 65
Gas price for EU (price for Russian gas atthe USD per 1000 m? 258 196
German border)

Price for Russian gas for Belarus USD per 1000 m® 153 155
Devaluation of the RUR to USD % 411 6.2
Inflation in Russia % 15.0 10.0
Inflation in USA % 0.0 23
GDP growth rate in Russia % —4 -2
GDP growth rate in Eurozone % -2 —1
Real refinancing rate % annual -4 0

* all data are given as annual average.

Source: IPM Research Center (based on data from IMF, International Energy Agency efc.).

Table 3. Exogenous variables that are set for each scenario

Indicator: 2009 2010

1. Base scenario:

Devaluation (to US dollar) 30.6 0.0

Money base 15.0 10.0

2. Devaluation

2.1. Devaluation (to US dollar) — by 50% in 2009 (equally during the 41.3 25.5

year) and by 20% in 2010 (equally during the year)

2.2. Devaluation (to US dollar) — by 70% in 2009 (equally during the 58.1 25.9
ear,

}5.3. )Devaluation (to US dollar) — by 70% in 2009 (in 1-2 quarters of 79.6 9.1

2009e.)

Money base 15.0 10.0

3. Restriction on wage growth

Devaluation (to US dollar) — by 50% in 2009 41.3 25.5

(equally during the year) and by 20% in 2010 (equally during the year)

Real wage -7.2 -10.0

Money base 15.0 10.0

4. Tightening monetary policy

Devaluation (to US dollar) — by 50% in 2009 r. (equally during the year) 41.3 25.5

and by 20% in 2010 (equally during the year)

Real wage -7.2 -10.0

Money base 3.1 -10.0

Note. All data are annual average, in %.
Source: IPM Research Center.

It should be noted that we have chosen
quite an optimistic scenario of GDP
change in Russia and Euro zone. Ac-
cording to the first months of 2009 data
the situation is much worse. Other ex-
ogenous factors characterize the choice
of economic policy tools. They are used
to formulate scenarios (Table 3).

Scenarios

The results of forecasting for 2009—
2010 in the framework of four scenari-
0s are given below (see table 3).

1. Base scenario. It is presumed that
current account deficit is fully fi-
nanced at the expense of the inflow
of money to the financial account;

devaluation and measures to restrict
domestic demand are not applied;

. Devaluation scenario. It presumes
70% devaluation in 2 years and in
three variants: (1) by 50% in 2009
(equally during the year) and by 20%
in 2010 (equally during the year); (2)
by 70% in 2009 (equally during the
year);

3. Scenario of wage growth restriction.
In this scenario 70% devaluation
(variant 2.1.) real wage growth is lim-
ited (by 7.2% in 2009 and by 10% in

2010).

Scenario of tightening monetary pol-
icy. As restrictions of real wage is the



Table 4. Some forecasting results

2. Devaluation scenario

3. scenario 4. Scenario

1. Base o o : of wage  of tightening
scenario 2n1d ggof ': gg?g 222385’ " growthre-  monetary
a ol striction policy
Current account 2009 6.4 62 ~6.0 6.0 6.0
balance, USDbn 2010 8.2 6.6 51 6.2 6.0
o 2000 2.7 238 29 2.0 2.0
GDP, % yoy 2010 0.1 05 19 31 26
Household consump- 2009 2.3 2.1 19 0.2 0.2
tion, % yoy 2010 0.3 06 15 2.9 2.9
2000 —6.4 638 74 7.7 7.7
Investment, %yoy 015 g4 18 30 6.5 5.7
— 2009 275 313 359 33.0 31.8

Inflation, % yoy 2010  11.8 292 393 37.6 31.1

Note. All data are annual average numbers.
Source: IPM Research Center.

Figure 1. Nominal devaluation of Belarusian ruble to US dollar and current account balance
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Note. The forecast was made assuming that in 2—4 quarters 2009 and in 2010 devaluation will be

made according to the base scenario.

Source: NBRB (current account balance, exchange rate), IPM Research Center (exchange rate,

forecast), Belstat (GDP).

equivalent of reduction of demand
for money it is presumed that sup-
ply of money is reduced by the Na-
tional Bank by 10% in 2009 and
2010 (taking into account the data
for the first quarter the money base
in 2009 will increase by 3.1% and
will be reduced by 10% in 2010 (an-
nual average).

Results of forecasting

Scenario 1: Without devaluation the
current account balance will reach 11.0
and 12.1% of GDP in 2009 and 2010
correspondingly (USD 6.4 bn in 2009
and USD 8.2 bn in 2010, see Table 4).
Taking into account the fact that it is
extremely difficult to finance such defi-
cit the use of devaluation and other tools
of economic policy to balance the cur-
rent account is highly likely.

Scenario 2: From the point of view of
balancing external trade the most effec-
tive is devaluation during one year (sce-
nario 2.2). It would enable Belarus to
reduce current account deficit com-
pared to the base scenario by USD 0.4
bn in 2009 and by USD 3.1 bn in 2010.
The effect of gradual devaluation (sce-
nario 2.1) is much less in scope: reduc-
tion of just USD 0.2 bn and USD 1.6 bn
for the corresponding periods. Howev-
er devaluation during the year (by 425
in the 2—4 quarters 2009) still keep such
deficit that it is quite difficult to finance.
The main problem of devaluation is its
impact on inflation. Within this model in
case of sharp devaluation inflation will
soar.

Scenario 3: real wage growth reduction
has just a little complimentary effect on
external trade. However it leads to much

Small and Medium Business in Belarus

bigger loss of GDP (due to consump-
tion reduction) and inflation (due to the
reduction of demand for money). That
is why as in the base of devaluation
such measure should be assisted by
tightening of monetary policy.

Scenario 4: tightening monetary policy
enables the government to get similar
effects as in scenario 2.1 in terms of
inflation but with bigger loss of GDP.
Compared to Scenario 2.1. current ac-
count deficitis USD 0.2 bn lower in 2009
and USD 0.6 bn lower in 2010.

Results of forecasting within these sce-
narios let us state that in the situation
when itis impossible to finance the def-
icit the most effective policy of its re-
duction is devaluation coupled with tight
monetary policy and without too tight
measures to reduce wages.

Possibilities of current account
deficit financing

Historically current account deficit cor-
rection in Belarus was done with the
help of devaluation. In particular in 1997
when current account deficit reached
8.1% the government sued devaluation
to balance foreign trade. As it was ac-
companied by soft monetary policy in
1998 Belarusian ruble was devalued to
US dollar by more than 9 times (in nom-
inal terms). For the next few years de-
valuation remained a key tool to balance
the current account.

Evidently the current situation in consid-
erably different from the situation in 1998.
First the Russian financial crisis which
was one of the reasons of the Belaru-
sian crisis that time was short. Russia
on the way out of crisis “helped” Belarus.
Secondly, in 1998 Belarusian govern-
ment and banks practically did not have
access to external loans and the volume
of foreign direct investment was low com-
pared to the one Belarus has now. Only
in the 4™ quarter 2008 — 1t quarter 2009
the government received about USD 3
bn of loans and agreed to get another
USD 2.5-3.0 bn. The government is the
process of negotiation to increase cred-
iting even further.

Why did the government prefer exter-
nal debt and not devaluation (or mea-
sure to reduce domestic demand). The
thing is that devaluation threatens the
stability of the financial system of the
country. It is also unappealing for the
social point of view (especially if we take
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into account that in the end of 2010
there will be another presidential elec-
tion campaign). However debt accumu-
lation can be an effective strategy only
if the crisis is short. It cannot liquidate
the reason of the permanent deficit and
excessive demand for import and/or low
competitiveness of Belarusian goods in
external markets. The positive part of
this policy is that loans are given under
certain condition. One of the conditions
is to reform the national economy. If
implemented market reforms can con-
tribute to economic growth and mid- and
long term. It can also keep trust to the
national currency and to the banking
system which in its turn will ease Be-
larus’ way out of crisis.

The second tool of deficit financing —
foreign direct investment - can also con-
tribute to the reduction of the deficit in
the long-term as such investments can
bring new more effective technologies
and help Belarusian enterprises get
better access to external markets. At-
traction of foreign investments also re-
quires market reforms that jointly with
the reforms “exchanged” for foreign
loans can hive an additional positive
effect for long-term development of the
economy. In forecasts based on mac-
romodels it is the investment that are
the most sensitive to the external shock
that is why the inflow of foreign direct
investment could be an important fac-
tor of economic growth restoration in the
short-term. In order to do this consider-
able changes in legislation should be
made. They might be expected as parts
of commitments to IMF.

2. MAIN CHANGES IN BUSIENSS
REGULATING LEGISLATION

2.1. Control and supervision

The problem of negative consequenc-
es of numerous inspections and fines
for business development was high-
lighted by business community long
time ago. The growing crisis and the
need to liberalize the economy in the
end of 2008 the government introduced
the moratorium on business inspections
for six months (until July 2009). How-
ever the effect from such measure did
not lead to the reduction of sanctions
and fines. For example in the first quar-
ter of 2009 State Control Committee
carried out two tiles fewer inspections
(1267) than in the same period of 2008
but the volume of fines that were trans-
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ferred to the budget was 215 bigger
(BYR 64 bn). As government officials
stated inspections in the country are
carried out only if there was trustwor-
thy data on violation of laws and also
on criminal cases. At the same time the
time of inspections was shortened and
economic sanctions are applied due to
concrete reasons. In spite of these fac-
tors the volume of fines increased.

The time for the preparation of the new
decree on inspection expired in the
same time as the moratorium on inspec-
tions. A new order of control and super-
vision activities should be worked out
and adopted. It should substitute De-
cree #673 as of November 15, 1999.
“On some measures to improve the co-
ordination of activities of control bodies
of the Republic of Belarus”. The infor-
mation one the readiness of the docu-
ment was not available at the moment
of writing this quarterly bulletin. It is ex-
pected that the new decree will change
many approaches to the business con-
trol in Belarus and will make it more or-
derly and with less severe fines.

Press service of the president informed
that the draft law in making amend-
ments and additions to a few codes on
criminal and administrative responsibil-
ity was passed to the parliament. It is
expected to ease punishments for vio-
lations in the sphere of entrepreneurs.
The drafts of these documents are
aimed at decriminalization of a few ad-
ministrative crimes. For example crimi-
nal responsibility for tax violation will
happen if the damage exceeds 1000 of
“base units” (1 base unit=BYR 35,000).
Now this threshold is 250 base units.
“Considerable damage” will be the dam-
age in the amount of 2500 base units
(now it is 1000 base units). Similar ap-
proach is planned to apply to illegal
entrepreneurial activities. It is planned
to reduce fines on more than 30 viola-
tions and to exclude property confisca-
tion. Instead the legislators propose the
introduction of alternative sanctions.

Norms on administrative punishment for
deals with securities without a proper
certificate, exceeding the terms of ex-
ternal trade operations, providing wrong
information to the bank by importers and
other clauses should be excluded from
the Code on Administrative Violations.
On some violations the responsibility will
be laid on a guilty worker not on a legal
entity. There are a few changes in the

norms on administrative responsibility
for the violation of legislation in the
sphere of construction, customs regu-
lation, cash operations and truck cargo
shipping. Nevertheless business asso-
ciations argue that the proposed chang-
es of the legislation did not include many
proposals by the representatives of
business. In particular the document
proposes to increase fines for some vi-
olations in the economic sphere. Their
maximum amounts are not defined and
the procedure of fine application and
property confiscation have not been
formalized.

2.2. Changes in price formation

Resolution of Ministry of Economy #60
as of March 31, 2009 “On making
amendments and additions to Resolu-
tion of the Ministry of Economy of the
Republic of Belarus as of September
10, 2008 #183” and in particular to In-
struction on the procedure price and
tariff formation and application. Rules
of service prices formation were also
corrected. It was decided that the cost
of materials, spare parts and aggre-
gates that are used to provide services
(works) for the population and to sub-
jects of entrepreneurial activities is in-
cluded into service (work) tariffs. They
can be paid for additionally at the pur-
chasing prices. These expenditures are
included into the price. At the same time
the new order of pricing states that the
cost of materials and spare parts of for-
eign origin purchased from nonresi-
dents is defined on the basis of prices
for imported goods.

The Resolution made additions to Point
19 of Chapter 3 of Instruction “Discounts
on prices and tariffs”. Now the rule of di-
viding the whole sale discount provided
by the manufacturer to all trading orga-
nizations that are branches of the man-
ufacturer and if 50% of its stock (share
in the authorized capital) are owned by
the manufacturer. The wording of Point
23 of Instruction was changed. Now the
wholesale margin of a trading organiza-
tion at a transit delivery of a good should
not exceed 5% irrelevant of the number
of intermediaries.

The possibility of selling the remaining
imported goods at the prices that were
adopted at the moment of their sales
was abolished (point 50 of Instruction).
Earlier subjects of entrepreneurial ac-
tivities could sell the stock of the goods



(either purchased abroad or manufac-
tured) at the priced approved at the
moment of sales. Now this norm applies
only to imported goods. While making
selling prices on imported goods import-
ers should be guided by point 12 of In-
struction that also gives them some
freedom in price formation. According
to the new document prices can be set
freely based on the market demand on
the following goods: locks, brushes,
seeds of vegetables and root vegeta-
bles, grasses, bulbs, flowers, onion,
garlic, goods for zoo shops, implements
to furniture, light bulbs and electric ap-
pliances. At the same time wholesale
and retail margins are limited for such
goods as sugar substitutes for the peo-
ple who have diabetes and for cereals
(rice, buckwheat, millet).

Resolution of the Council of Ministers
#752 as of June 8, 2009 “On making
changes and additions to Resolution of
the Council of Ministers of the Republic
of Belarus as of June 18, 1999 #943
and as of March 26, 2008 #454” made
changes in the list of socially important
goods (works, services), prices (tariffs)
since July 1, 2009. Prices for these
goods are regulated by the state. A few
kinds of goods were excluded from the
good group “bread and bakery” and
“milk” such as pies, goat milk etc. The
good group “potatoes and vegetables”
was substituted with the group “fresh
potato and vegetables”. Hairdresser’s
services (excluding services of salons
and salons “De Lux”), laundry and doc-
umentary photo services were exclud-
ed from the list of socially important
goods (hence from the list of the goods
with state regulated prices).

Ministry of economy stated that “the
exclusion of the mentioned above
groups of goods (services) from the list
of goods with regulated prices is due to
the fact that today there is a certain price
level for these goods and services in
the country and free pricing primarily for
services will allow to attract SMEs into
the area of household services which
will contribute to the creation of com-
petitive environment in this sphere”.

Hence some measures to change price
registration were made but there has
not been meaningful improvement in it.

2.3. Plans to reform the taxation
system

Lowering taxes can be an effective tool

to stimulate business activities in the
economy in the crisis. In Belarus the
following measures to reduce tax bur-
den are planned: abolition of the fee to
Republican Fund for agricultural pro-
ducers support (1%), sales tax (5%) and
local fee from profit (3%). It was also
planned to reduce corporate income tax
(by 4%). However it is also planned to
increase VAT from 18% to 22%. The
abolition of turnover taxes could have
a positive effect on labor costs of enter-
prises as they will pay fewer taxes. How-
ever experts argue that that increase
of VAT rate would have a negative ef-
fect on the enterprises with high share
of value added primarily in the service
area. It would lead to the price increase
in the domestic market.

There is another point of view on the
proposed changes. They are aimed at
ensuring steady inflow of taxes to the
budget in the crisis at the expense of
more reliable tools. For example as
Belstat reports in January — March 2009
gross income of enterprises fell by 34%
compared to the same period of 2008.
In the first quarter of 2008 income and
profit taxes made 17.2% of all tax reve-
nues and in the first quarter of 2009 —
less than 13%. The share of excise tax-
es fell from 10.3% to 9.7%. The reve-
nues from fees to Republican Fund for
agricultural producers support fell from
7.8% to 5.7%, fees to innovation funds
—from 5.7% 10 6.1%. At the same time
the share of VAT increase from 22.3%
to 26.7%. The proposed tax changes
could lead to higher centralization of tax
revenues, the reduction of local budget
revenues and further loss of their inde-
pendence.

Atthe same time it should be noted that
the abolition of a few turnover taxes
could have a positive impact on the im-
age of the country in the international
ranking of business climate (for exam-
ple “Doing Business” of the World Bank
and International Finance Corporation).
Such reform measures would send a
signal that the government is dealing
with the most problematic area of busi-
ness climate — taxation system.

2.4. Changes in regulation of
external trade

Since May 1, 2009 according to Reso-
lution of the Council of Ministers and
National Bank #548/8 as of April 30,
2009 “On non-monetary ways to meet
commitments on external export oper-
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ations” barter was allowed to use to
meet financial obligations at export op-
erations.

Law #22-3 as of June 3, 2009 “On mak-
ing changes and additions to Law of the
Republic of Belarus “On foreign curren-
cy regulation and foreign currency con-
trol” introduces the lists of current for-
eign currency operations, operations of
non-trade character and the rules of
carrying them out. The amendment in-
creased the list of current foreign cur-
rency operations by adding the opera-
tions connected with the transfer and
(or) receiving assets as a result of leas-
ing (rent) operations, transfer or receipt
of dividends and other investment in-
come. The list of operations of non-trade
nature was expanded to include trans-
fers to pay fees in patent offices and
other payments, transfer and the receipt
of money connected with the participa-
tion in conferences, seminars, sport
events, exhibitions, fairs and also as
mistakenly transferred and/or trans-
ferred in excess to the required sums.

The Law also simplifies the order of
carrying our foreign currency operations
by legal entities and individual entrepre-
neurs — residents of Belarus connect-
ed with the transfer of money to pur-
chase contest (tender) documents for
the participation in contests, tenders,
auctions, receiving loans by banks and
non-bank credit financial organizations.
The same refers to carrying out foreign
currency operations connected with the
movement of capital such as selling
non-residents shares in authorized
funds of a legal entity-resident at the
expense of deposits of non-residents in
foreign currency, Belarusian rubles or
securities. It will not be necessary to
receive a permission of the National
Bank to carry out such operations. The
Law will come into legal force in Decem-
ber 2009.

2.5. Import restriction

The government adopted more mea-
sures to restrict import and to protect
national manufactures. Decree of the
president #162 as of March 31, 2009
set 60% import duty of the invoice price
on starch made of potatoes. Manufac-
turers of Belarusian starch welcomed
such measure as they had big invento-
ries and faced problems with selling
their product. In Belarus starch sector
is represented by 15 plants with the
annual production of 14—16 thousand
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tons. The volume of the domestic mar-
ket is about 20-25 thousand tons but
Belarusian starch is more expensive
than foreign one. For example Polish
starch is 1.5 times cheaper.

Import of fish products and sea food
products can also be considerably lim-
ited in the near future. There will be no
restrictions only for imported raw ma-
terials that are used for further process-
ing in Belarus. The government sets the
task of domestic market protection and
to limit competition for local producers.
Government officials say that there are
a few big fish and seas food producers.
Moreover new facilities may be launched
if new investors enter the Belarusian
market. At the same time since May 1,
2009 sixteen organizations were denied
the right to import fish and sea food to
Belarus. The explanation of such deci-
sion was that in the beginning of 2009
they did not use their quotas on fish and
seafood import. As a result import of fish
to Belarus fell by 25% which led to the
price increase on these products.

Since the end of April import duties were
temporarily increased for other consum-
er goods. It as done by Decree of the
president #214 as of April 21, 2009 “On
temporary rates of customs duties for
goods”. In particular 40% import duty
for meat and meat products was set for
nine months, for natural grape wines
and yeast — 30%, butter and other fats
made of milk, starch, ice cream — 25%,
sweaters, t-shirts, coats, raincoats,
skirts, suits, pajamas, lingerie — 25%,
fridges, freezers and washing machines
—25%, vacuum cleaners and DVD-play-
ers — 30%, microwave ovens and TV
sets —40%. The minimal import duty on
TV sets was set to be from 50 to 200
euro. In addition the government intro-
duced prohibitive import duties 180%
for six months for potatoes, onion, cab-
bage, carrot and beetroot.

In spring the State Customs Commit-
tee (SCC) proposed to lower the limit
on duty free import of goods by physi-
cal entities from abroad from EUR 1000
to 200. Such measure was aimed at
partial solution of the problem of foreign
trade deficit and also to stimulate do-
mestic demand. Such measure ignited
a very negative reaction of the press.
Experts argued that such restrictions
could not solve the problems of foreign
trade deficit as the biggest share of
Belarusian import is not the import of
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consumer goods (17%) but the import
of intermediary and investment goods.
Such measure will have a negative im-
pact on the welfare of citizens and will
not have any meaningful effect on the
foreign trade deficit. The decision to low-
er the limit of duty free import has not
been made yet. However as the SCC
stated the limit of duty free import of
goods can be lowered to 200 euro but
not earlier than the end of the holiday
season. At present the limit 1000 euro
is still valid for physical entities.

2.6. Plans to reform rent relations

High level of rent in Belarus is one of
the considerable stumbling blocks for
business development in Belarus.
Moreover the tie-up of rent rates to euro
in the environment of devaluation in the
beginning of 2009 led to substantial
deterioration of financial state of legal
entities. Under the existing conditions
the government offered to change the
tie-up of rent rates from euro to “base
unit”. Such decisions is proposed to
take into force from 2010. Draft decree
“On some issues of rent and passing
assets to economic entities free of
charge” which was prepared by the
State property Committee was sent to
different state bodies and business as-
sociation for consideration.

As the bi-weekly “Ekonomicheskaya
gazeta” states the draft decree pro-
posed to set the base rate of rent in
Minsk in the amount of 0.5 of base unit,
0.3 of base unit for regional cities, 0.25
base units for big district cities, 0.2 base
units for other district cities and 0.1 base
units for other places. The state in Be-
larus is the main owner of real estate
that is rented to business (about 80%).
The document will deal with state en-
terprises, the organizations where the
state is a majority stock holder and pri-
vate enterprises according to Decree
#148" that regulates trade space for in-
dividual entrepreneurs. At the same
time Belarusian entrepreneurs insist on
setting rent rates in Belarusian rubles
not in base units as the base unit can
be changed which will lead to the in-
crease of rent payments. Moreover ac-
cording to the draft decree the lessor
upon agreement with the lessee can
apply the index from 0.5 to 5 to the rent

" Decree of the President #148 as of March 24,
2005 “On urgent measures to support entrepre-
neurship”.

rate. It enables the lessors to even in-
crease the rent rates even more. There
is shortage of commercial space to rent
in Minsk and in big Belarusian cities.

In addition the draft decree states that
the index 3 can be applied to the rent-
ed space where directors of the com-
pany, sales department, financial tech-
nical services and accounting depart-
ment are located. Indexes that lower
rent payments for production facilities
are not envisaged. The draft decree can
also eliminate the institution of subrent
in Belarus. The draft decree does not
envisage the indexes that increase rent
payments at subrent operations. In this
case there is no commercial sense in
making such deals.

Rent rates of trading places at markets
and trade objects of private form of
property should also be regulated anew.
The draft decree proposes to set the
following rates; from 0.3 of base unit in
regions to 1.1 base unit in Minsk. If the
level of rent payments does not allow
owners of market places and trade ob-
jects to compensate maintenance and
development costs the increasing in-
dexes can be allowed by regional ex-
ecutive committees and Minsk execu-
tive committee.

Ministry of economy adopted Resolu-
tion #80 as of April 30, 2009 “On mak-
ing amendments to Methodological rec-
ommendations on application of in-
creasing indexes to rent rates that ap-
ply to trade places at market places and
other privately owned trade objects”.
The Resolution introduced the 30%
ceiling on profitability which is applied
to the sum of rent payments. The list of
maintenance costs that can be compen-
sated at the expense of rent payments
was approved. These costs can be tak-
en into account while making an eco-
nomic justification of application of in-
dexes that increase rent payments.

2.7. Plans to adopt new
privatization regulation

A new draft of privatization law was
worked out by the government. It is be-
ing considered and agreed upon in dif-
ferent state structures and agencies. As
Director of Fund for State Property V.
Kovalevsky stated it is envisaged to ter-
minate free of charge privatization. State
property is proposed to be sold only for
payment. Forms of privatization and the
number of objects for privatization will



be increased. It is expected that if stocks
are not sold at the auction they will be
offered at Belarusian currency stock ex-
change. The draft law also proposes to
sell stocks of open stock holding compa-
nies that were in trust management. The
order of selling state assets will be regu-
lated if the number of buyers is limited.

At the same time State Property Com-
mittee is working on amendments of
Law #156-3 as of May 5 1998 “On ob-
jects that are owned only by the state”.
It is planned to shorten the list of such
objects. Government officials argue that
in different sectors state enterprises
compete with non-state companies and
hence it is not necessary to keep old
approached to privatization. Decisions
of the president to sell 44 open stock
holding companies are being prepared.
Stocks will be sold through auctions and
contests.

2.8. The most problematic areas of
business regulation: opinions of
SME representatives

In January — April the number of small
businesses (legal entities) in Belarus
increased considerably. Compared to
the same period of 2008 it went up by
21.6%?2. However the role of small busi-
ness in the economy is still small. It pro-
duces about 9% of GDP and it employs
12% of the labor. The share of such
enterprises in the overall volume of in-
vestment in fixed capital is also insig-
nificant — 11%. Small business is pri-
marily concentrated in the spheres that
do not require high skills and qualifica-
tion, specialized knowledge and big
volumes of finance (trade and catering,
transport, household services etc.)

Based on the polling of participants of
the 10" annual session of the Council
for Development of Entrepreneurship in
Belarus (representatives of state bod-
ies of power, top managers of enterpris-
es) a few problem areas for the devel-
opment of small and medium business
in Belarus were formulated:

— absence of meaningful increase of
the role of small enterprises in the
economy of the country;

2The increase of the number of small enterprises
was primarily due to the introduction of a new
declarative principle of registration from Febru-
ary 1, 2009 (instead of the old principle when a
person is asked for a permission to get him com-
pany registered).

— concentration of small businesses
primarily in the areas that do not re-
quire high level of qualification, spe-
cialized knowledge and big volumes
of financial investment;

— considerable restrictions on produc-
tion cooperation between small pri-
vate companies and big state enter-
prises (small private companies are
often considered not as partners but
as competitors. Moreover big state
enterprises are often banned from
buying raw materials, spare parts
and other materials from small en-
terprises;

— limited possibility of companies to
stimulate labor of high-skilled work-
ers and experts (they have to made
additional payments from profit);

— restriction on the term of hard cur-
rency payment from abroad — 90
days which is quite problematic in
crisis;

— keeping the system of ordering pro-
duction output indicators to private
enterprises without any share of the
government and without any support
from it;

— old system of price formation in con-
struction, problems of trade devel-
opment in the existing system of
price regulation.

These are just a few problem areas in
business regulation that were voiced
during the session of the Council for
Development of Entrepreneurship. In
real life there are many more problem-
atic areas for private business devel-
opment. One of such areas is a cum-
bersome, complex taxation system and
heavy tax burden, licensing, price for-
mation, excess to financing etc.

2.9. Features of business
regulating legislation

The quality of the legislative system in
Belarus is criticized not by local eco-
nomic entities but also by foreign com-
panies and international cooperation in
general. Contradictory and complex
normative acts, their constant changes,
difficulty in interpreting them — all these
factors hamper the functioning of en-
terprises. Director of the National Cen-
ter for Legislation and Legal Research
V. Mitskevich complained that corporate
interests of different ministries and state
structures often interfere with the pro-
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cess of preparing qualitative legal acts.
At the same time other state bodies lack
any initiative. For example during the
work to simplify administrative proce-
dures different state structures actively
lobbied their interests that prevented
from reaching the general goal. More-
over Belarusian laws are full of refer-
ences to other legislative acts and
norms that are described in different
instructions and methodological recom-
mendation. Very often they distort the
meaning of the main document. Tax and
customs legislation are the most prob-
lematic to Belarusian business.
V. Mitskevich believes that another big
problem in Belarus is instability of leg-
islation. For example more than 200
amendments and additions were made
to Code of Administrative Violations
since its adoption. Twenty three codes
that exist in Belarus were amended 177
times for the last three years. The most
frequently amended codes are Proce-
dural-Executive Code, Criminal Code,
Criminal-Procedural Code, Civil Code
and Code on Administrative Violations.
At the same time as V. Mitskevich stat-
ed Belarusian legislation in general had
improved its quality.

Itis possible that in the near future there
will be a full list of administrative proce-
dures. It will made them and their exe-
cution more orderly. As Viktor Margelov,
Chairman of Republican Confederation
of entrepreneurship said the govern-
ment is finalizing the work on making
the single list of administrative proce-
dures. The possibility of making such
list was discussed as early as in sum-
mer 2007. It was believed that there
would be a full list of such procedures
and other procedures that were not in-
cluded into the list would be considered
illegal. Adding new procedures to the
list would be possible if government of-
ficials justify it. So far it is difficult to es-
timate consequences of such legisla-
tive innovation on debureacratization of
economic relations in Belarus.

3. SOME BARRIERS AGAINST
COMPETITIVENESS AND SALES
INCREASE

3.1. Energy effectiveness

Experts of International Finance Corpo-
ration (IFC) say that competitiveness of
Belarusian goods on external markets
can increase at the expense of the re-
duction of energy costs as Belarusian
economy is still among the most ener-
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gy inefficient in the region. IFC states
that to produce USD 1 of GDP Belarus
uses 4.4 kw/h of energy which is 1.8
times more than in the USA, 1.9 times
more than in Poland and 2.6 times more
than in Germany. This problem is be-
coming even more topical in the con-
text of switching to world gas prices with
Russia in 2011.

International Finance Corporation (IFC)
can finance Belarusian projects in the
sphere of energy efficiency in the future.
It is in the state of negotiation with two
Belarusian banks on giving them spe-
cial products to invest in energy efficien-
cy. Analyst of IFC consulting programs
O. Puntus also said that IFC’s possibil-
ity to invest would depend on liquidity
of Belarusian banks that cooperate with
it. IFC informed that in Russia for the
last four years it gave banks USD 150
m. An average loan for an SME was
about USD 400,000.

Within the program “Energy Efficiency
— new resource for sustainable devel-
opment. Study of energy saving prac-
tices at Belarusian enterprises” IFC
studied energy efficiency of more than
100 Belarusian enterprises of different
size in metal works, machine building,
food and chemical sectors, production
of building materials. These enterpris-
es make more than 90% of Belarusian
export.

As the Study showed only 28% of small,
56% of medium and 71% of big enter-
prises carry out their energy efficiency
plans. For the last few years the enter-
prises made moderate modernization of
their production equipment. At the same
time as IFC experts argue this process
should be accelerated as the share of
companies where it has been in opera-
tion for more than 15 years is 41%. It is
particularly true for chemical and petro-
chemical sectors. The problem is less
acute in food and metal work sectors.
Companies in these sectors carried out
more energy efficiency programs than
in other sectors of the Belarusian econ-
omy. IFC experts believe that having
considerable potential of energy saving
measures and the means that can be
saved if optimization of energy consump-
tion is done Belarus can reduce energy
consumption of GDP by 30% by 2010.

Based on the results of the Study the
authors prepared recommendations to
improve practices of energy saving in
the real sector of the economy. They
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Table 5. Sales of food and non-food products, January—May 2009 in %

to January—May 2008 (in real terms)

Food products %

Meat and meat products 102.5
Meat and chicken meat 104.3
Sausages and smoked meat products 100.6
Canned meat, m of cans 108.1
Butter 98.4
Cheese 95.6
Vegetable oil 129.9
Sugar 108.2
Fish and sea products including herring 90.0
Cereals 114.6
Pasta 113.7
Eggs, m 101.2
Soft drinks, m decaliters 104.7
Sweets 103.1
Juices, m cans 100.2

Non-food products %

Clothes and underwear, BYR bn 100.1
Knitting, BYR bn 114.8
Linen, BYR bn 115.2
Socks and stockings, BYR bn 103.9
Leather footwear, BYR bn 106.0
Building materials, BYR bn 82.8
Perfumes and perfume goods, BYRbn  106.6
Tabacco goods, bn pieces 102.4
Detergents, thsd tons 131.8
Fridges and freezers, thsd of units 106.8
\Washing machines, thsd units 88.0
Color TV sets, thsd units 72.6
Drugs, BYR bn 105.8
Gasoline, thsd tons 99.1

Source: Belstat.

stated that first of all directors of enter-
prises should make a realistic assess-
ment of technically possible for enter-
prises reduction of energy consumption
and the means to achieve it. IFC rec-
ommends to carry out financial analy-
sis of possible measures to improve
energy efficiency. The authors of the
Study believe that such analysis would
be a tool to make investment decisions
for an enterprise. It will also demon-
strate the feasibility of the project for
potential creditors.

3.2. Features of the population
demand

The reserve of the consumption boom
in the domestic market which Belaru-
sian economy enjoyed in the recent
years and which contributed much to
its growth is almost exhausted. As dep-
uty chairman of the National Statistical
Committee (Belstat) V. Mikhno informed
the growth rate of retail trade turnover
is falling. In January — May 2009 it in-
creased just by 5% compared to the
same period of 2008 (in 2008 retail
trade turnover was 20.5%).

Belstat stated that the composition of
consumption is changing. In recent year
the share of household income that was
spent on non-food products grew which
is an indication of the growing life stan-
dard. In 2008 for the first time in recent
years the share of non-food products
in the structure of retail trade turnover
was higher than the share of food prod-
ucts and reached 50.6%. In January —
May 2009 this indicator fell to 49.4%. In
the crisis environment we observe that
people change their consumption from
non-food to food products. It is the evi-
dence of the falling level of their wel-

fare. As a consequence in Belarus in
January — May 2009 sales of food prod-
ucts that can be stored grew. For ex-
ample sales of vegetable oil increased
by 29.9% compared to January — May
2008, pasta — by 13.7%, cereals — by
14.6%, sugar — by 8.2%, canned meat
— by 8.1%. At the same time the sales
of fish and sea products including her-
ring fell by 10%. Consumption of cheese
also fell by 4.4%.

From non-food products the biggest in-
crease of sales was registered with
fridges and freezers — 33.9% in Janu-
ary — March 2009. It was due to the
devaluation but by May 2009 the sales
growth rate fell to 6.8%. The sales of
detergents grew by 31.8% in January —
March 2009, linen and knitting — 14.8%
and 15.2% correspondingly. At the
same time the sales of color TV sets
fell by 27.4%, building materials — by
17.2%. The data on sales of main con-
sumer good are given in Table 5.

At the same time the consumption of
alcohol drinks in Belarus grows each
year. The crisis did not break this ten-
dency. In 2005 the consumption of pure
alcohol per capita was 9.3 liters and in
2008 it went up to 12.4 liters. As the
World Health Organization states 8 li-
ters is the limit after which the process
of active degradation of the nation be-
gins. Unfortunately the situation in Be-
larus does not improve.

3.3. Restrictions on competition in
regions of Belarus

Artificial restriction of competition
among regions of Belarus has been
around for many years. As business
complains during the period trade wars



among regions got even more intense.
There are unwritten barriers for selling
the goods produced in other regions of
Belarus. In the near future this problem
can be solved. Ministry of economy ini-
tiated the draft document that will intro-
duce a direct ban on any restrictions of
goods movement inside the country.
The document is being agreed upon by
different government structures. Rep-
resentatives of regions are quite skep-
tical of the effectiveness of such change
as all regions still get target retail sales
growth indicators. In the first quarter of
2009 not a single oblast and even Min-
sk reached their corresponding target
indicators. All regions face difficulty with
selling goods which pushes them to
apply protectionist measures.

4. MAIN GOAL OF THE NATIONAL
BUSINESS PLATFORM-2009 —
IMPROVEMENT OF BUSINESS
CLIMATE?

The proposals of business community
which are aimed at improving business
climate in Belarus are provided in the
National Business Platform of Belarus.
Business associations from Minsk,
Brest, Vitebsk, Grodno, Gomel and
Mogilyov initiated it. Minsk Capital Union
of Entrepreneurs and Employers in part-
nership with Analytical Center “Strate-
gy” and IPM Research Center lead the
process of working out draft documents
and agreeing them with thousands of
entrepreneurs and all major business
associations.

The tradition of annual adoption if NBP
of Belarus was initiated four years ago.
The first National Business Platform
2006 had an impact on the change of
business climate in the country. That
year the authorities the authorities fully
or partially integrated just one third of
all proposals of the business communi-
ty. In 2007 the number of proposals that
were integrated into the legislation in-
creased to more than half of the NBP
proposals.

The effectiveness of NBP recommen-
dations can be judged by the following
data. Out of 112 proposals of the NBP-
2008 the following 22 points were inte-
grated into the current legislation:

3 This part of the quarterly report was prepared by
press center of MCUEE, tel. (+375 017)298-24-
52, www.allminsk.biz.

abolition of “golden” share;

— the ban on off-court confiscation of
goods and assets was introduced;

— the requirements to indicate all kinds
of economic activities in the autho-
rized documents and to inform the
registering body about the change
of activities were abolished;

— the declarative principle of registra-
tion of commercial organizations
was introduced, the requirement to
the authorized documents were
eased;

— anew order of registration and liqui-
dation of legal entities was adopted;

— inspections were suspended for six
months;

— flat rate 12% for personal income tax
was introduced;

— the list of goods that can be sold
without obligatory certification was
expanded;

— private universities were freed from
paying VAT (18%).

59 recommendations of NBP-2008 are
being considered by different govern-
ment structures. They are either includ-
ed into the draft documents or into the
plans of legislative activities of different
government structures. 28 propositions
of NBP are on the initial stage of con-
sideration and integration into the leg-
islative base. Only 11 propositions of
NBP-2008 have not been addressed at
all. 30 proposals and ideas formulated
in the NBP were included into the gov-
ernmental Program to liberalize the
economy.

These measures had a serious impact
on the change of business climate in
Belarus. If not for the consequences of
the financial crisis the positive results
of the dialogue between the authorities
and business have been more impres-
sive. Of course the authors of the Plat-
form — entrepreneurs, experts of think
tanks and business associations — take
into account the fact that many propos-
als that were included into the liberal-
ization program should be expanded
and presented in greater detail. Their
elaborations were included into the draft
of NBP-2009 which was adopted on
March 4, 2009 at the Republican As-
sembly of Business Circles. Minsk Cap-
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ital Union of Entrepreneurs and Employ-
ers, Republican Confederation of Entre-
preneurship, the Council for the Devel-
opment of Entrepreneurship in the Re-
public of Belarus proposed to adopt
NBP-2009 at the Assembly. The Assem-
bly was attended by 345 persons
(founders and directors of enterprises)
representing 31 business associations
from all regions. The Assembly was also
attended by diplomats, scholars, experts,
representatives of international organi-
zations and all branches of power.

The final version of NBP-2009 (with
amendments made at the Assembly)
was sent to all republican and local bod-
ies of power, to ministries and govern-
mental structures, to the parliament and
Presidential Administration and other
structures. The NBP-2009 was present-
ed at the Public Consultative Council at
the Presidential Administration. As the
time when NBP-2009 was finalized co-
incided with the final stage of the prep-
aration of the government liberalization
program many propositions from NBP-
2009 were included into the govern-
mental program.

NBP-2009 contains 145 proposals
aimed at the considerable improvement
of business climate in the country. Of
course all problems that SMEs face
cannot be addressed in such relatively
short document but the proposed re-
forms of the business climate would
definitely solve many of the most burn-
ing existing problems. There is a poten-
tial for SMEs today to considerably in-
crease its contribution to GDP produc-
tion. This potential will be released if
NBP-2009 is implemented.

However we have to state that the au-
thorities while analyzing the proposals
of the business community are far from
using all its potential. There are still
many burning issues. The first problem
is price regulation. Market liberalization
that will enable market participants to
self-regulate should be initiated. Antimo-
nopoly legislation should be considered.
Tax reform is long overdue. Social fees
should also be lowered. Another urgent
issue is to lower fines that are levied on
SMEs for minor violations of legislation.
The NBP-2009 also proposes the ac-
celeration of privatization, simplification
of goods and services certification, en-
suring easier access to credit resourc-
es and more transparency in economic
policy and governance.
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As in previous versions of NBP the Na-
tional Business Platform of Belarus
2009 is a Road map for Belarusian busi-
ness. If fully implemented business cli-
mate in Belarus will become much bet-
ter. Belarusian business will have a
much better environment for effective
operation.

5. CRISIS: REACTION OF
BELARUSIAN BUSINESS (BASED
ON IPM BUSINESS SCHOOL
SURVEY)

The crisis had a different impact on rep-
resentatives of Belarusian business.
Some of them just want to survive while
others build plans to expand business.
Such conclusions can be made based
on the research of IPM business school
“Crisis: reaction of Belarusian busi-
ness”. Representatives of wholesale
and retail trade, service sector and
manufacturing were polled by experts.
The companies were asked to analyze
such spheres of the company activities
in crisis as marketing, finance and staff
management.

One third of the companies that took
part in the survey noted that they be-
gan an active search for new clients.
Others concentrate on the work with the
existing clients. Some enterprises re-
fused to cooperate with budgetary or-
ganizations due to their low payment dis-
cipline. There is a tendency to change
the emphasis from the work with big cli-
ents to the work with small ones. The
emphasis is also on servicing loyal cli-
ents. Some companies pointed put at the
expansion of the assortment of their
goods but the majority of the companied
reduced the assortment. At the same
time companies are not in a hurry to cut
prices. Instead they offer discounts and
favorable payment terms for their clients.

As for the distribution system compa-
nies reduce their expenditures and urge
their own sales network to switch from
partnership deals with big dealers to the
work with a few small ones. In selling
strategies internet became a popular
means for goods promotion. Compa-
nies began to use inexpensive adver-
tisement materials and sharing with cli-
ents new ideas on purchases free of
charge.

In terms of cutting expenditures about
one third of the companies as the poll-
ing showed lowered wages. Moreover
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before the crisis the constant part of the
wage prevailed while today it is the vari-
able part of the wage that is bigger. At
the same time there was no mass re-
duction of labor but just slight optimiza-
tion of companies’ staff (firing useless
employees and bad sales managers as
well as some administrative staffers). In
crisis Belarusian enterprises try to make
better use of their working time and
stimulate creativity of their employees.
Some companies increase the working
hours and employees are given more
free hand and initiative. The “ideologi-
cal motivation” is becoming stronger.

The structure of capital of companies
has not changed much. Belarusian en-
terprises still rely on their own means
and the share of loans is not big. Only
12.5% of all companies indicate the in-
crease of the share of loans in their cap-
ital. At the same time accounts payable
are growing due to the deficit of turn-
over capital for timely payments.

“Crisis is beneficial for good leaders and
companies”, — argues Pavel Go-
lenchenko, general director of IPM Busi-
ness School. The environment is
changing, the state of the market is
changing and the number of clients is
falling. At the same time during the cri-
sis weak competitors die and the mar-
ket is left for strong players. He believes
that companies should not focus on
external factors as the main source of
the problems. Many factors can be dealt
with within the company. It is necessary
to use internal reserves and opportuni-
ties to deal with the crisis. Such mea-
sures can be taken by the companies
themselves without any recourse to
external factors.
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