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In this issue:

Major macroeconomic trends; Major legal changes regu-
lating entrepreneurial activity; Business environment of
Belarus: entrepreneurs’ viewpoint.

Dear Readers:

We are happy to draw your attention to the fifths issue of
‘Small and Medium Business in Belarus’. It contains our
traditional sections: analysis of macroeconomic trends in
the real sector of the economy and its institutional environ-
ment. In addition, it includes some survey data on small
and medium business (SMB) in Belarus.

Macroeconomic indicators display positive dynamics. How-
ever, over the three quarters of 2006, there have been some
downward trends registered what concerns GDP, output,
investment, and real wages. Deterioration of trade balance
along with Russia’s intention to increase gas prices and to
introduce of duties on oil supplied to Belarus are the major
challenges that the Belarusian economy have very likely to
deal with in the next year. At the same time, liberalization
policies and measures aimed at creating a more business-
friendly environment for private small and medium-sized
enterprises have been continuously substituted by protec-
tionism and favoritism to the domestic, mainly state-owned,
enterprises.

The study of the business environment has shown that the
major impediments towards the development of entrepre-
neurship have not essentially been removed. They are still
in place: taxes, inspections and fines, the need to apply for
various permits; price regulation; and excessive paperwork.
The reduction of these barriers would stimulate the devel-
opment of domestic SMB.
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1. SOME OF THE RESULTS OF
FUNCTIONING OF THE
BELARUSIAN ECONOMY IN 2006

1.1. Economic Growth

According to the official data, GDP has
grown by 8.6% yoy in the 3™ quarter of
20086, or by 1 percentage point less than
in the 2" quarter. Deceleration of GDP
growth has been observed over the two
quarters. In contrast to the previous
years, it can be considered as tenden-
cy. First, there is a deceleration of do-
mestic demand driven by investment
and household consumption (although
the contribution of these factors to the
GDP growth is still substantial). Second,
it can be expected that GDP dynamics
would be impacted by changing terms
of trade with Russia (like the measures
to limit imports of some items from Be-
larus), growing gas prices, and impos-
ing of duties on the imported oil'. Taken
together, these factors, would adversely
impact the rate of GDP growth in 2007.
According to our estimates, it could go
down by 6—7%.

From a supply side, GDP has deceler-
ated due to the output decline in agri-
culture (by 0.2%yoy) caused by corn
failure. Itis possible that the data on the
rate of agricultural output growth would
be revised (by the middle of the next
year). Such revision could likely reveal
that a decline is deeper than it has been
calculated. This is because over the last
several years, similar revisions have
demonstrated that output decline was
more profound, especially in the third
and fourth quarters. As for the contri-
bution of other sectors of the economy
to GDP growth, no significant changes
have been recorded.

In 2006, population income growth has
slowed down because of the dynamics
of real wages. Over the three quarters
of 2006, a significant deceleration of
investment growth has been observed
(from 36.9% yoy in the 2" quarter to
25.5% in the 3 quarter). Nevertheless,
investment is still the second major de-
mand component of GDP growth.

" Russia has introduced duties on crude oil sup-
plied to Belarus. This measure has been imple-
mented after protracted negotiations with Belarus.
The latter had been pressurized to increase its
export duties on oil products supplied to the coun-
tries outside the Eurasian Economic Community
(EEC) and to transfer 85% of revenues from these
duties to the Russian budget. The refusal to do
so has led to the imposition of duties by Russia.
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1.2. Real economy

Over the 1-3 quarters of 2006, fuel in-
dustry has secured almost half of indus-
trial output growth, or more than 20%
of GDP growth (2.1 percentage points).
A year ago, this branch of industry had
been rather modest (about 0.8 percent-
age points). At the same time, the role
of machine-building, another important
contributing factor, has declined. It con-
tribution has decreased from 1.1 per-
centage points over 1-3 quarters of
2005 to 0.8 percentage points over the
same period of 2006.

The dynamics of GDP and output can
be largely explained by exports. Belarus
has continued to increase its produc-
tion and exports of oil products. At the
same time, growth of machine-building
exports has been sluggish. The goods
produced in Belarus have demanded
less at a Russian market. Russian con-
sumers of investment goods have be-
gun to switch to Western or Russian
substitutes.

The machine-building industry has been
‘saved’ by domestic investment de-
mand. Investment in industry and agri-
culture has been growing over January—
September 2006. Contribution of these
two sectors into growth of investment
in fixed assets amounted to 31.2 and
22.7%, respectively, followed by hous-
ing construction (13.5%) and the bud-
getary sector (healthcare, physical cul-
ture and social services — 7.4%). Invest-
ment has been funded by funds of en-
terprises’ funds (38.4% of investment
growth) and the state budget (31.2%)
as well as bank loans (23.3%). Popula-
tion savings have contributed at a level
of 4.8% only.

Between January and September 2006,
the volume of agricultural production
accounted for BYR 11.8 trn, while bud-
getary expenditures on agriculture were
BYR 2.5 trn. Given that agricultural units
produce about 60% of the agricultural
output, the budgetary support appears
to be equal to 35% of the total output.
In addition, loans to agriculture amount-
ed to BYR 0.8 trn. These loans have
been provided at a rate twice as little
as an average economy-wide interest
rate. Also, agricultural enterprises have
not transferred parts of their profits to
the state budget (thus allowing them to
acquire implicit support about BUR 0.3
bn). Last but not least, agricultural sec-
tor is provided with preferential electric-

ity tariffs, etc. It follows that in this sec-
tor economic growth has largely been
achieved due to subsidization policies
implemented at the expense of other
sectors of the Belarusian economy.

1.3. Foreign trade

Over January-September 2006, mer-
chandise trade deficit reached USD
1.38 bn (USD 0.09 bn a year ago). Def-
icit had been growing in the first half of
the current year. In the 3 quarter im-
ports growth slowed down, while ex-
ports growth revived (Figure 2). In com-
parison with the 3™ quarter of 2005,
merchandise trade deficit went down by
USD 130 m (in the 1%t and the 2™ quar-
ter of 2005 — by USD 609 m and USD
545 m, respectively).

One of the major export and imports
items in the above-mentioned period
were mineral products (their contribu-
tion was 18 and 16 percentage points,
respectively). At the same time, imports
appeared to be diversified. In particu-
lar, such industries as machinery and
equipment, chemical products and non-
precious metals have contributed to the
growth of imports most substantially (at
6.4, 4.5 and 3.7 percentage points, re-
spectively). In contrast, non-mineral
exports have accounted for 9.3 percent-
age points of exports growth. At the
same time, over the three quarters con-
sidered, none of the commaodity groups
have ‘exceeded’ the borderline in 2.5
percentage points.

Nevertheless, in the 3 quarter, exports
of mineral products have slowed down.
This can be explained both by lower
world prices and smaller physical vol-
umes of exports. Specifically, in the 3"
quarter of 2006, mineral products had
been responsible for 14.8 percentage
points of exports growth. Despite that,
there has been no export decline due
to revival of foreign sales of potash and
nitrogenous fertilizers. Accordingly, in
the 3 quarter of 2006, chemical prod-
ucts accounted for 4.7 percentage
points of increase in exports in compar-
ison with the first half of the year (0.2
percentage points).

Trade deficit with Russia remained de-
cently high at USD 4.86 bn. Atthe same
tine, the physical volume of exports has
been lagging behind imports. But the
Russian government is intended to lim-
it government purchases of the Belaru-
sian goods (particularly agricultural



machinery purchased within the frame-
work of the National project on agricul-
tural development) and also to withdraw
goods of the Belarusian origin from do-
mestic market. Although this decision
would incur the similar reaction of the
Belarusian government, trade deficit
with Russia is very likely to increase.

1.4. Labor market

A steady output growth has been ac-
companied by stable employment pat-
tern and a reduction of registered un-
employment. In September 2006, un-
employment rate was just 1.3% (of the
economically active population). How-
ever, the Minister of Labor, speaking at
a November sitting of the Council of
Ministers, has admitted that the actual
rate of unemployment is significantly
higher than official figure (that includes
only those who are officially regis-
tered)?. For the first time, there has been
a Labor Survey conducted in Belarus.
It has been considered that about
364,000 people are currently unem-
ployed (while the number of those offi-
cially registered is about 60,000 peo-
ple). As for economically active popu-
lation, its volume has appeared to be
also higher than the official data sug-
gest not only at the expense of the un-
employed, but also the employed. Ac-
cording to the official data, at the be-
ginning of this year, the size of econom-
ically active population was above 1.6
m people (27% of the able-bodied pop-
ulation in Belarus), while the Labor Sur-
vey has provided a figure of 0.4 m peo-
ple (6% of the able-bodied population).
The unemployment rate has been 6%.
So the Labor Survey has revealed that
employment is actually higher than it is
registered officially (by 960,000 people
more). At the same time, another set of
data (obtained from the Household Sur-
veys), the number of unemployed at the
beginning of the current year was
300,000 people, while the number of
employed was not higher than the offi-
cial figure of 560,000 people.

The Labor Survey data presented by the
Minister of Labor suggest that almost
one-third of the ‘inactive’ population
(117,000 people) is going abroad for a
job (of them, 98,000 people — in Rus-
sia). This figure does not account for
those who are employed abroad on a

2 According to the information obtained from ‘Be-
larusian News’ (www.naviny.by).

permanent basis, while not being reg-
istered with the Belarusian migration
office. Other data claim that up to
300,000 Belarusian citizens work in
Russia. It appears that of 960,000 em-
ployed, but not captured by the official
statistical service, approximately
200,000 people work outside Belarus,
and another 760,000 people — in the
‘grey’ sector of the economy.

2. INSTITUTIONAL ENVIRONMENT
FOR THE SMALL AND MEDIUM
BUSSINESS

Over January-December 2006, there
have been no significant changes in the
regulatory framework for SMB. Only
slight modifications have been intro-
duced to deal with some shortcomings
and gaps that exist in the legislation.

As for the positive changes, these are
as follows:

The government has abandoned the
requirement to have a certain share of
goods (of the Belarusian origin) in a
range of goods as a precondition for
obtaining a license since September 1,
2006. Prior to that, every single mercan-
tile enterprise had been obliged to have
from 70 to 90% of the domestically-pro-
duced goods (including alcoholic bev-
erages and tobacco). While in Minsk
controls over this requirement had been
rather formal, in regions of Belarus, the
violation of this rule incurred a thereat
of license withdrawal. In general, this re-
quirement had been limiting the devel-
opment of private business (especially
the medium-sized one), and particular-
ly the development of a network of su-
per- and hyper-markets. The barriers
seem to be abolished from this time
onwards. Nevertheless, the creation of
large retail networks and businesses
could undermine competitive advantag-
es of small business, and, in the first in-
stance, individual entrepreneurs.

An Edict No. 574 issued on September
16, 2006 ‘On Some Aspects of Charg-
ing State Due’ has reduced expenditures
on registration of new business. Various
charges and fees have been unified into
a singular notion of ‘state due’. In some
cases, the latter has been substantially
reduced. As a result, the costs of regis-
tration procedures enacted for ‘individu-
al entrepreneurs’, ‘unitary private enter-
prises’ and other economic units has
been cut as well (including account
opening, charter registration, etc.).
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The Edict No. 569 has abolished an
all-republican charge for the use of ve-
hicles by entrepreneurs and legal en-
tities. In fact, this edict has made ob-
solete the one issued in 2004 (No.
140). The previous edict established an
all-republican charge for the use of
vehicles by entrepreneurs and a trans-
fer of a right to use vehicles brought in
by natural persons for a private use by
legal entities and individual entrepre-
neurs. It has to be noted that a change
had been introduced post factum, while
its violation meant additional fines up
to several tens of US dollars per vehi-
cle. Entrepreneurs have been strong-
ly opposing this tough regulation. Many
of them have been compelled even to
resort to a hunger-strike. However, the
adoption of a new regulation (for the
purpose of simplification of taxation of
legal entities and individual entrepre-
neurs) has not decreased the costs of
doing business by transportation com-
panies. This is because customs du-
ties on cars imported by natural per-
sons have been increased. Also,
charges and fines would not be paid
back to entrepreneurs.

Some changes in legal and regulatory
framework have been aimed at increas-
ing the transparency of functioning of
private enterprises and providing great-
er protection of consumer rights (in the
sense of protecting consumers from
substandard and low-quality goods and
unfair competition practices). However,
these modifications have worsened the
conditions of conducting business by
SMB and individual entrepreneurs trad-
ing with some of the imported goods.

In particular, since December 8, the
government of Belarus has expanded
the list of commodities that have to be
labeled by special ‘control’ (or ‘identifi-
cation’) mark. The new listincludes such
items as coffee, tea, footwear, audio-
cassettes, CDs and DVDs, etc. Besides
that, since December, there has been
a two-fold increase of customs duties
on footwear. All these measures would
imply growing costs that, consequent-
ly, push retail prices up.

Some specific changes in the regulato-
ry framework have injected a dose of
inequality between state-owned and
private enterprises what concerns busi-
ness operations. Also, there has been
some worsening of financial indicators
of construction companies.
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In particular, the Council of Ministries of
Belarus has issued an Edict No. 1161
‘On Some Matters of Internet Shopping’
(or, literally, ‘Sample Shopping by using
the World Wide Web’) on August 8, 2006.
This regulation has changed the rules
of e-trade in Belarus. In particular, web-
sites of e-shops are now required to be
hosted by the Belarusian servers only.
In turn, domain names have to be regis-
tered at a domain zone controlled na-
tionally (e.g. www.domainname.by). Be-
sides that, the above-mentioned edict
has changed the licensing procedures
concerning retail trade. For instance, e-
shop’s address has to be provided at a
license form. It is only this address that
can be used for commerce. The use of
any other, unlicensed web-address is
treated as a serious violation of retail
trade requirements by license holder.
This violation can lead to a license with-
drawal and heavy fines. Therefore, cus-
tomer rights related to e-trade appear
to be better protected. Nevertheless, the
existing tax system and various permis-
sion procedures are becoming increas-
ingly burdensome both for entrepre-
neurs and their customers.

This autumn the Belarusian government
has introduced some changes and
made explanations to much-discussed
compulsory contributions to innovation
funds for construction companies. Pri-
or to that, a President’s Edict No. 499
‘On Some Measures on Renewal of
Fixed Assets in Construction Industry’
(issued on August 4, 2006) has estab-
lished increased allocation rates for in-
novations funds created by the Minis-
try of Architecture and Construction,
other republican public authorities and
organizations subordinated to the gov-
ernment.

This governmental decision is in the in-
terest of the Ministry and other public
authorities since they can secure their
access to additional funds to modern-
ize their fixed assets used in produc-
tion. However, this regulation is hard to
follow for those construction companies,
and particularly private SMB, that invest
into and conduct maintenance works of
their fixed assets. This is because of
some complicated financial and legal
issues attached to compliance with the
above-mentioned regulation. The Edict
has been introduced since July 1, 2006
(i.e. at the middle of the year post fac-
tum). Also, there have been no provi-
sions concerning the possible sources
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to cover the costs caused by increased
allocations to innovation funds.

It is only since September 7, 2006, the
Ministry of Architecture and Construc-
tion has adopted an Instruction on set-
ting up innovation fund?®. According to
this Instruction, ‘funds allocated are in-
cluded into prime costs compensated
by customers depending on the alloca-
tion rates provided for all participants
of construction project’. As for the Inno-
vation Fund of the Ministry of Architec-
ture and Construction, the allocation
rate is set at 13.5%, implying a turnover
tax for subcontractors at a rate of ap-
proximately 10%.

In general, over the three months, a
number of construction companies have
incurred losses amounting to several
hundreds of millions of rubles. This sum
is equal to about 50% of the fund allo-
cated to the Innovation Fund of the Min-
istry of Architecture and Construction.
In the first half of 2006, building and
assembly works had been conducted
by more than 4,000 enterprises, includ-
ing more than 700 of those subordinat-
ed to various public offices. All these
entities have been forced to make allo-
cations since innovation funds are in
fact state budgetary funds. This makes
allocations compulsory and the failure
to comply with this norm is punished by
fines.

Experts claim that increase in the vol-
ume of allocations in the Innovation
Fund of the Ministry of Architecture and
Construction would require expenditure
increase on investment and repair and
construction works by BYR 170 bn.
However, investment programs, includ-
ing the State one, have already been
adopted along with the volumes and
sources of their financing. Accordingly,
the introduction of compulsory alloca-
tion to innovation funds has created a
number of unsettled issues related to
fulfillment of numerous contracts and
loan agreements.

In addition, the decision adopted by the
Ministry (concerning adding of these
allocations to prime costs) has not in-
hibited cost reduction. In fact, it implies
a subsequent price increase on con-

3 The Edict No. 23 issued on September 7, 2006
On adoption of the Instruction on Procedure of
Setting Up of the Innovation Fund of the Ministry
of Architecture and Construction of the Republic
of Belarus’.

struction and erection, meaning an ad-
verse inflationary impact. At the same
time, differential allocation rates estab-
lished according to profitability indica-
tors have not only ‘punished’ highly re-
munerative enterprises, but also en-
couraged inefficient work and created
preconditions for unfair competition.

It appears that the abolishment and/or
reduction of (the rates of) these alloca-
tions would stimulate the development
of SMB, and especially economic units
working in the construction industry.

3. REGULATORY ENVIRONMENT
FOR DOING BUSINESS: A
VIEWPOINT OF BELARUSIAN
ENTREPRENEURS*

During October-November 2006, the
IPM Research Center has conducted a
regular study of the business environ-
ment of Belarus. It is based on a Sur-
vey; the representative sample includ-
ed 250 small and medium businesses.
The results of the study are discussed
below.

3.1. Economic situation

Real incomes growth (by 16% in 2005
and by 17% over January-September
2006) positively influences purchasing
capacity of the population. Besides that,
there have been policies implemented
over the last several years aimed at
supporting domestic producers, given
that investment activity has been in-
duced by administrative, top-down mea-
sures. In particular, in 2006 investment
has increased by more than 30%. All
these factors also lead to a growth of
effective demand for the output pro-
duced by SMB.

According to the Survey, itis only 17%
of MSB’s heads claimed that perfor-
mance of their enterprises had deterio-
rated over the last two years (significant
deterioration had been denoted by only
3%). For another 45%, performance

4 This section is prepared by Piotr Kozarzewski
(CASE) and Elena Rakova (IPM Research Cen-
ter) on the basis of a research on the regulatory
environment for doing SMB in Belarus. It has been
conducted within the framework of a project ‘Sup-
port for Development of Small- and Medium-Sized
Enterprises in Belarus by Improving Entrepreneur-
ial Climate and Developing Business Infrastruc-
ture’ imple mented by Center for Social and Eco-
nomic Research — CASE Foundation, IPM Re-
search Center, and Business Union of Entrepre-
neurs and Employers, and supported by the Pol-
ish Ministry of Foreign Affairs.



had improved, while for 38% no chang-
es had occurred. The best performance
has been registered at companies work-
ing in such sectors, as housing con-
struction, industrial production, trans-
ports and communication. Despite the
growth of real incomes, the majority of
companies, whose heads asserted a
deterioration of economic performance,
are in trade, catering, and domestic
service (table 1).

As for enterprise size, the best-perform-
ing companies are the medium-sized
ones (the number of employees rang-
es from 51 to 300). Both old and newly
created firms have displayed a roughly
identical performance.

It is only one-third of SMB that require
borrowing, while only 68% of them ac-
tually borrow. The funds borrowed are
then used to increase the volume of cir-
culating assets (63%), to purchase new
(42%) or a used one (25%), and to ap-
ply new technologies. Bank loans and
leasing are the major borrowing routes.

Relatively favorable market conditions
and high market entry barriers for new
companies® make the majority of busi-
nessmen feel optimistic. No one has
expected a predetermined and signifi-
cant deterioration of economic perfor-
mance, while only 6% have foreseen
some deterioration. At the same time,
11% of medium-sized firms and 4% of
small ones foresee deterioration of their
economic performance. The most opti-
mistic companies’ heads are in such
industries as industrial production,
housing construction, transports and
communications (more than 60%). It is
hard to indicate whether these forecasts
are based on confidence in the future
success indeed backed up by real busi-
ness-plans or a product of a mere ig-
norance of the possible threats emanat-
ing from changing terms of trade with
Russia®.

5 At the beginning of 2006, the number of small
enterprises was only 60% of the 1995 figure, while
for individual entrepreneurs this figure was 80%.
The total number of small enterprises — 3304 com-
panies — is unchanging over the last four years.

6 At the time of conducting a survey, state-owned
media had either concealed or ignored the de-
mands and intensions of Russia to increase gas
prices and to change the terms of oil supply to
Belarus. In the meantime, it is expected that si-
multaneous price increase on imported gas (by
two—four times) and change of the terms of oil
supply (oil products account for 40% of the Be-
larusian exports) could produce a number of price,
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Table 1: Distribution of answers to the question: “How has your enterprise economic
performance changed?” depending on the area of activity of SME

Trade and Social Industry  Construction Transport and Other
catering amenities communications _ services*

Substantially 21 6.7 - 5.9 24
worsened
Slightly 17.0 13.3 10.4 14.8 5.9 19.0
worsened
Has not 39.4 40.0 41.7 37.0 29.4 35.7
changed
Improved 34.0 40.0 39.6 40.7 52.9 40.5
slightly
Substantially 7.4 - 7.4 5.9 24
slightly
Total: 100.0 100.0 100.0 100.0 100.0 100.0

* Other services include education, tourism, consultancy, audit and other services of “non-material”

sector.
Source: IPM Research Center.

Table 2: Distribution of answers to the question: “How has your enterprise economic per-
formance changed?” depending on the size of SME

Less than 10 persons

11-50 persons More than 50 persons

Substantially worsened 6.0
Slightly worsened 10.0
Has not changed 52.0
Improved slightly 28.0
Substantially slightly 4.0
Total: 100.0

1.2 5.7
15.3 171
36.8 25.7
43.6 34.3

3.1 171

100.0 100.0

Source: IPM Research Center.

Nevertheless, it is due to these possible
price and structural shocks, the devel-
opment of SMB is of increasing impor-
tance for the country. The private sector
is the only actor that allows to reduce
energy consumption substantially and to
make the use of the imported energy
much more efficiently. Also, it could ‘ab-
sorb’ workforce made redundant at en-
terprises that are very like to experience
increased costs. It follows that by rais-
ing the government’s awareness of the
most complicated problems of the reg-
ulatory environment, the government
could then be assisted in devising the
most urgent and efficient policy propos-
als and documents for development of
SMB (particularly from its perspective).
The analysis of the most urgent prob-
lems in the business environment is con-
ducted in the next section.

structural, and currency shocks (given the domi-
nance of the state sector in the economy). With-
out a doubt, purchasing capacity of the popula-
tion would be adversely affected as all as of en-
terprises. The consumption of ‘non-essentials’ pro-
duced by small and medium-sized enterprises is
very likely to decrease because of cost (and, hence,
price) increase. More information about the possi-
ble consequences of growth of prices on imported
energy and the economy’s ability to withstand price
shocks can be found at http://research.by/rus/sem-
inars/2006/d7e0148285e27927 .html.

3.2. Major barriers in the regulatory
environment

As before, the major barriers have re-
mained unchanged. These are taxation
issues, numerous inspections and fines,
extensive paperwork, licensing and per-
mission requirements, price regulation
and registration (Figure 1). It is only a
very small number of the respondents
who estimated these barriers as ‘insig-
nificant’, while more than 40% treated
them as ‘very significant’.

Despite their specificity (e.g. high tax
rates or over-regulation of the pricing
procedures or change of prices), the
maijority of these problems have some
commonalities:

1. Legal shortcomings — complexities,
contradictions and frequent changes;
this makes their observation more
complicated, if not impossible.

2. Excessive regulation —there is the
very detailed and rather tough regu-
latory procedures stipulated to con-
trol over virtually every sphere of en-
terprise’s activity; this does not al-
low to choose among the most effi-
cient strategic options and imple-
mented related tactical decisions.

4/2006



Small and Medium Business in Belarus

Puc. 1. OueHka oTaenbHbIX 6apbepoB B obnacTtu pa3sutusa MCI1 (1 — He siBnsieTcA npobne-

MoM, 5 — o4eHb cepbe3Has npo6nema)

-
R

PerynupoBaHue ueH

MonyyeHune
paspeLueHui

JIvueHsnposaHve

BonbLion
OOoKymMeHToobopoT

lMpoBepku u WwWTpadbl

Mpobnembi
HanoroobnoxeHus |

0% 20%

UemouHuk: iccneposaTensckuin LeHtp UMM,

3. Costs of various stripe, these are
both formal and informal material
costs (taxes, fines, charges, informal
requisitions, bribes and wages of
those who make sure that all these
control, report and permission re-
quirements are satisfied, etc.) and
non-material ones (time and effort
sacrificed to fulfilling the require-
ments set by the law and local gov-
ernment).

4. Insufficient access to information
and low employee competence,
working for control bodies of the
public administration; as a result, it
is almost impossible to follow all
changes in numerous rules and re-
quirements related to enterprise
functioning or to obtain correct and
up-to-date information.

5. Inspections and fines that can be
considered as a separate issue.
There are such issues, as heavy
fines, excessive punishment, a duty-
oriented character of numerous in-
spections, difficulties that entrepre-
neurs face when trying to protect
their rights and interests, the need
to devote time and effort to attend
inspections, etc. All of them have
been scored by the respondents by
3 or more points.

It can be observed that the perception
of the regulatory burden has an impact
on the economic performance of SMB
and their business plans for the future.
There is a reverse relationship: the less
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the estimated quality of the business
environment, the better the economic
indicators. It is illuminating that those
representatives of SMB who made the
lowest quantitative estimate of the reg-
ulatory burden (measured as an arith-
metic average of all 16 indicators of-
fered for estimation), the frequency of
cases of improved economic perfor-
mance and an optimistic forecast for
2007 is relatively higher (Figure 2).

The analysis shows that there are dif-
ferences in the attitudes towards vari-
ous impediments to doing business
depending on company’s age, size and
sphere of activity. Nevertheless, all
these differences are not really signifi-
cant and can be explained relatively
easy. In particular, these differences are
caused by factors specific to enter-
prise’s activity, mainly branch-related
ones. Apparently, sanitary inspection
would check merchandise or public ca-
tering companies more often than con-
struction ones. Also, the importance of
such barriers as price regulation or per-
mission acquisition varies across
branches.

In general, smaller companies estimate
the regulatory environment of Belarus
more positively than larger ones. The
same divide is observed in case of
‘younger’ and ‘older’ enterprises, al-
though statistically the link is much less
significant. As for branches of the econ-
omy, it is construction companies that
are most seriously affected by various
shortcomings of the regulatory frame-

work, while domestic service compa-
nies are relatively the least seriously
affected. These observations can be
treated and explained in a variety of
ways. First, given the relationship to
enterprises’ characteristics, it is hard to
claim which of them — its size, age, or
branch of industry — is the most signifi-
cant. However, it can be maintained —
following the opinions expressed by
heads of SMB — that the business cli-
mate is the least ‘healthy’ for the larg-
est enterprises of the construction in-
dustry with the longest market history.
In similar fashion, the least favorable it
is also estimated from a viewpoint of the
heads of the ‘youngest’ small firms
working in the domestic service sector.

The ‘age’ difference in estimation of the
regulatory burdens can be additionally
explained by the following factors. The
newly created companies have not yet
been facing all these barriers that their
‘older’ counterparts have already been
dealing with. However, a reverse situa-
tion is possible. Over the last several
years, enterprise’s founders are much
more rational in their expectations of the
business environment. Therefore, the
adverse influence of the external envi-
ronment is mitigated as soon as a rela-
tively less ‘troublesome’ activity is opted
for or numerous accountants and law-
yers are employed. Also, companies try
to improve their management, market-
ing abilities, etc. and use other factors
to improve competitiveness. Larger en-
terprises (employing more than 50 peo-
ple) tend to have bigger paperwork (cer-
tificates, permits, etc.) and to confront
with a greater ‘duty-oriented’ interest of
inspectorates, etc. Accordingly, heads of
these companies tend to estimate the
regulatory environment as more signifi-
cant than others tend to claim.

3.3. Negative consequences of the
existing barriers

It has to be noted that such a ‘suppres-
sion’ of private entrepreneurship is a
rather inefficient economic policy tool.
First, it leads to a creation of a very un-
friendly business climate that begets
numerous barriers to development of
entrepreneurship. As a result, the costs
of doing business tend to be very high.
Resources are diverted instead of be-
ing (potentially) employed to implement
efficient business strategies. All these
factors undermine SMB’s competitive-
ness, impede the development of some



Puc. 2. O6wee BOoCnpusitTue cunbl I'IpeI'IFITCTBMﬁ BeAeHuto 6usHeca B 3aBUCUMOCTU OT
OLEeHKU U NporHo3a naMmeHeHnss 3IKOHOMU4eCKOro nosioXkeHMsa npeanpuaTma (1 — He ABnseTca

npo6nemon, 5 — oueHb cepbe3Hasi npobnema)

4
OueHka bpemeHn perynsatopHon cpefpl

1

3HaunTensHo Heckonbko Octanocb / Heckonbko 3HaunTenbHO
yxyawmnocs / yXyALmnocs / ocTaHeTcs 6e3 ynyywmnnocs / ynyywmnocs /
YXYALUNTCS YXYALNTCS N3MEHEHWI ynyywmTcs ynyywmTcs
3a nocnegHue 2 roga mB 2007 .

UecmoyHuk: Uccneposatenbckuii LeHTp UMM,

of SMBs, and even lead to their closure.
Therefore, a task of a sharp increase in
the share of small and medium busi-
ness in the Belarusian economy is un-
realistic, given the current (low) quality
of the regulatory environment.

Second, all these recommendations,
orders and prohibitions are inefficient
in terms of their abidance. Enterprises
are physically unable to follow all these
changes in rules. It is also very costly:
sometimes even the existence of a
company as such is threatened. Ac-
cording to our estimates, every fifth
company is trying to fulfill all of the ever-
changing rules of the regulatory frame-
work. Others merely try to counteract
in many ways, both actively and pas-
sively, and by using both legal and in-
formal methods.

Third, the complexity and excessive reg-
ulation of the business environment
along with the arbitrariness of adminis-
trative bodies have not promoted the
spread of respectfulness, law-abidance,
and the will to obey the ‘rules of the
game’ among entrepreneurs. On the
contrary, the latter opt for ‘economic dis-
sent’, ‘legal nihilism’, being intended to
evade prohibitions and limitations. This
leads to a perception of the state as an
alien and hostile external force. There
is a possibility of failing into an ‘institu-
tional trap’, that is, even if the state would
try to make the domestic business cli-
mate healthier, the result would be far
from expected. This is because entre-
preneurs tend to be in a grip of destruc-

tive stereotypes and are not intended to
quickly adjust their behavior and men-
tal frames evolved in the distorted busi-
ness environment.

Fourth, the existing regulatory environ-
ment has contributed to a somewhat
negative perception of the country and
its domestic business climate. As a re-
sult, Belarus attracts low volume of for-
eign direct investment.

It appears that the task of improving the
environment for doing business and
stimulating the development of SMB is
a very important and urgent one. Major
arrangements necessary to make the
business climate healthier and cut much
of the ‘red tape’ have been outlined by
various experts and representatives of
business associations.

3.4. Policy recommendations for
development of small and medium
business

In order to find a way out of the current
situation, it is first necessary to point to
the main factors ‘responsible’ for the
formation of the unfavorable business
environment.

First, there are economic policies con-
ducted by the government is based on
the ‘manual fine-tuning’ of the major eco-
nomic processes. Private entrepreneur-
ship is seen as a de facto alien actor.

Second, it is the low quality of the legal
system. The latter tends to be exces-
sively complicated, unstable, and con-
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tradictory. This is a product of econom-
ic policies aimed at ‘keeping an eye on’
every single aspect of economic activi-
ty and also the lack of professionalism
in lawmaking.

Third, many of the local governments
distrust private business. The latter is
often seen by them as a source of both
material and non-material resources.

Fourth, the behavior of entrepreneurs
also plays a role. This behavior helps
to entrench the dysfunctional charac-
ter of economic relations in the country.
However, entrepreneurs themselves
can be hardly blamed for that; they are
merely the victims. Nevertheless, entre-
preneurs have not been often using all
the opportunities available for them to
increase the degree of their protection
from the unfavorable impact of the busi-
ness environment and thus to secure
the development of their business.

The provision of the detailed recom-
mendations on each of the above-men-
tioned areas is not the aim of this publi-
cation. Instead, we stress only two ma-
jor directions that have to be followed.

First of al, it is necessary to remove two
main barriers to the development of pri-
vate entrepreneurship, namely ideolog-
ical and legal-administrative. The atti-
tude towards entrepreneurship has to
be changed and systemic contradic-
tions and conflicts between entrepre-
neurs and the state have to be resolved.
Entrepreneurs have to break with their
image of potential criminals to become
of the pillars of the country’s develop-
ment. Also, profound changes are re-
quired in the legal framework like ad-
justing the legal system properly and
cutting the lengthy ‘red tape’. These
measures would allow to turn entrepre-
neurship into an economic force able
to increase the efficiency of the domes-
tic economy as a whole.

Second, being informed by the cases
of the most developed market econo-
mies, Belarus has to implement policies
of active support of entrepreneurship.
‘Laissez-faire’ policy (that is currently
often supported by the Belarusian en-
trepreneurs claiming that ‘the best form
of support is non-intervention’”) seems
to be in a way an inferior policy option.

" See Belarusian Business in 2006: State, Trends,
and Perspectives. Available at http://research.by/
pdf/Business2006e.pdf.
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Without a doubt, the consequences of
the lightened regulatory burden would
be notable in the short run. However,
over the longer term, entrepreneurs are
likely experience more troubles caused
by new challenges to their development.

This is because Belarus has an open
economy sensitive to the influence of
international competition. As develop-
ment based on favorable terms of trade
with the neighboring countries would
reach its limits, domestic producers are
likely to loose their competitive advan-
tages. The support of domestic entre-
preneurs should not mean protection-
ism. Rather, measures to improve inno-
vation capabilities and competitiveness
both at home and abroad are needed.
These measures include, for instance,
a system of skills upgrade for manag-
ers and ordinary employees, technolo-
gy transfer, loan provision, support for
innovation networks and the best entre-
preneurial practices, and so on.
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