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Dear Readers,

I would like to offer for your attention the
eleventh issue of the Analytical Bulletin, entitled
“Small and Medium Business in Belarus.”

This is the last issue of the Analytical
Bulletin to be published within the framework
of the International Finance Corporation’s
Belarus Small and Medium Enterprise
Development Project, which has entered its
final stage. Consequently we would like to
express our huge gratitude to the United
States Agency for International Development, which has been financing
the IFC activities in Belarus for almost ten years, and to our partners,
namely those managers and employees of business associations, reform-
minded state officials and journalists who ensure daily press coverage
of private business development issues.

You might have already noticed that the current issue has a
different format, as it is composed of materials prepared by business
association managers and experts. These people have been upholding
the rights of private business for the last ten years, trying to prove that
the private sector is capable of playing a crucial role in the economy
and to educate entrepreneurs in how to survive in the current harsh
environment. Business associations themselves are forced to operate
in a difficult climate. Their status is ill-defined and their activities are
hobbled by financial shortages and a lack of computers and other
fundamental equipment. Even in these hostile conditions, however,
business associations have been able to win the trust of the business
community and initiate a constructive dialogue with state agencies.




By launching the Analytical Bulletin exactly two years ago, we
hoped to attract the attention of both experts and the general public
alike to the problems of the private sector in Belarus and to help solve
some of them. However, we can presently state with regret that the
plight of private business has further worsened, as state officials still
do not consider the private sector an important tenet of the economy.
They are rather content with solving small problems, a trend that might
bring private entrepreneurship to the brink of collapse. Under these
conditions, business associations will have to step up their activities
and stake out a more significant role for themselves.

A new IFC Belarus Business Association Capacity Building Project,
to be launched in October 2002 with funding from the Swedish Agency
for International Development, will seek to improve the efficiency of
Belarusian business associations. In addition, the Project will promote
ties between Belarusian and privately owned Swedish companies. IFC
will continue its Analytical Bulletin and I hope that future issues will
be interesting and useful for you.

Carl Dagenhart

Head of the IFC Office in Belarus

Sincerely,




Mikhail Shavelzon,
Vice—President of the Belarussian Union of Entrepreneurs

A Reformed Economy is the Prerequisite for an Inflow of Investment

Ifthe Republic of Belarus is to attract both domestic and foreign investment to
boost its economy, it should overhaul its macroeconomic policy. It is widely recognized
that even at the lowest computation, Belarussian enterprises require a minimum of
two billion USD per year in investment to refurbish their production assets. There is
reason to believe that these funds can be obtained domestically within a fairly short
period of time, provided that the tariff policy of the state is changed.

First, both the taxation and (especially) energy policies should be reconsidered. Interestingly enough, it
should be noted that the Baltic States managed to effectively complete their energy reform despite a lack of
high caliber experts in macroeconomics and
energy. About 80 % of their electric power
stations were actually designed in Belarus. The
Baltic States followed European experience
and swiftly implemented a communal reform, Founded: 1991
which envisions strict control over energy Membership: 500 SME managers, individual
utilization. As a result they achieved
economies from 30 % to 40 % of the overall
energy consumption. The Baltic States should
also be grateful to Russia, who chose to
globalize oil and gas export prices, thus

NGO “Belarussian Union of Entrepreneurs”

entrepreneurs, experts and NGO leaders
Principal Areas of Activity:

- Protection and representation of interests of

spurring them into introducing energy
conservation measures and pursuing overall
economic reforms. By implementing a one-
third cut in energy consumption, a reduction
in state expenditures occurred which in turn
allowed the Baltic States to significantly
decrease taxes.

Union members with state agencies;
Informational support;

Business development assistance to Union
members;

Training seminars; and

Assistance in the establishment of contact
with foreign partners.

Address: 13 Internatsionalnya Street, Minsk.
Tel/fax: +375 (17) 227-11-09.
President: Alexander S. Potupa

A Well Thought-Through Taxation
System can Boost Investment

The purpose of the labyrinthine
Belarussian taxation system is still not comprehendible. Perhaps it continues to remain in place because it not only
makes any director or accountant a criminal but also a second-rate citizen. No company is capable of tracking the
torrent of changes that are constantly introduced in the taxation legislation, which comprises some 4,500 legal
acts at the time of this writing. Therefore, it would be worthwhile to adopt a new law on taxation that would
reduce the tax load to only five or six transparent and easy-to-understand taxes and significantly lower the rates
of taxation to sensible levels. A taxation reform alone could generate a minimum of 500 million USD in investment
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annually. Most importantly, the new taxation system should be clear and simple. The system created for cooperatives
from 1987 through 1991 may provide some useful insights. The fact that the number of cooperatives and the
output volume were booming at that time testifies to the effectiveness of this system. Since then, however, the
onus of taxation has been shifted from individuals to companies—and, sadly, not everyone realizes that this is
detrimental to economic development. Because companies are heavily taxed, they are often unable to increase
the salaries of their employees. Unfortunately, few people attempt to analyze this situation.

The most serious drawback of the current taxation system is the procedure for defining proceeds. Applicable
legislation limits the ability of companies to include the incurred costs in the tax deductible unit costs. The trend
in developed countries which employ international accounting standards is different from that of Belarus and
their share of material and energy costs in the unit costs is much lower. About 50 % of the net revenue is spent
on taxable staff remuneration. If this tack is also chosen by Belarus, it is evident that not only the state but
employers and staft as well will be very interested in the resulting salary increase.

Surveys of foreign investors operating in Belarus demonstrate that they are concerned not only by the
lack of privileges afforded to them by the Belarussian government but also by the negative impact of the
taxation legislation on the competitiveness of Belarussian enterprises, therefore reducing their investment appeal.

Allinitiatives to reduce the tax burden are brushed aside by the Government, as it believes that there will
be no funds to finance the municipal sector. The solution to this problem is outlined in a study called “Development
of'a Concept and a Set of Proposals to the Government regarding the Formation of Energy Tariffs, taking into
account the Macro and Micro Economic Conditions.” The study was approved by the Ministry of Economy
and received favorable reviews from both the State Energy Conservation Committee and the Parliament of the

previous convocation. It outlines
several strategies which describe
how to abolish cross subsidies.
Once the system of cross
subsidies has been dismantled,
Belarussian enterprises will be
able to increase the salaries of
their employees to USD 250-
350. Just ask an ordinary
Belarussian which ratio he would
prefer: a monthly salary of 100
USD and an apartment rent of
10 USD, or a monthly salary of
300 USD and an apartment rent
of 60 USD. The second option
is the most beneficial—not only
for the people, but also for the
state. A decrease in the price of
manufactured goods resulting
from lower unit costs will boost
exports by at least 30 %, which
in turn would produce a current
account surplus.




Tariff and municipal reforms will save another 500 million USD annually, a fact borne out by the experience
of Belarus’ neighboring countries which include Lithuania, Latvia and Estonia. Today the need for a major
municipal reform is apparent. This reform should, however, be well thought-through and comprehensive, and
should also be accompanied by changes in taxation and monetary policies.

Expensive Money Makes for a Vicious Circle

Anunbalanced taxation policy forces the National Bank to adopt short-sighted decisions and short-term
solutions. Over the last ten years inflation and refinancing rates have been steadily destroying Belarussian
companies. High interest rates are largely due to the unmet demand for loans and the high risks attached to
financing Belarussian companies, as the bulk of these are noncompetitive. The high cost of financial resources
is included in the price of goods, which further reduces their appeal and export prospects. Exports will continue
to nosedive in the long term if the central bank does not change its policy of “expensive money.”

The key problem of the real sector—namely, lack of liquidity—can be addressed by reducing interest
rates and making loans more accessible.

Economic reforms should be pursued on a wide scale, because in the present-day situation cosmetic
measures will not make a difference. By openly adjusting the overall economic policy, the state agencies will be
able to develop a state doctrine which will be beneficial for the public good. The business community is
interested in improving the living standards of the general population, which in turn will boost the purchasing
power of this population, who will then be able to buy goods manufactured by privately-held companies.
Ultimately this will make companies more profitable, and begin the circle again. Thus, it can be seen that the
interests of the state and business do converge in this respect.




The fact that the powers-that-be constantly stray from the rules that they themselves have established
breeds popular disrespect of law.

From our Mouths to Bureaucrats’ Ears

All these examples (and sadly only a few were mentioned herein) contribute to the overall atmosphere of
vulnerability in Belarus, where an entrepreneur lacks elementary safeguards at the local level. Small business is
forced to adopt to these conditions using means that at times contravene the existing legislation. Simply put,
they are sometimes forced to retreat into the shadow economy.

To rectify the current situation, the Vitebsk Region Association of Employers and Entrepreneurs has
focused its efforts on the following areas.

The Association seeks to establish a constructive dialog with local authorities to solve problems that fall
within their scope of competence. For example, the Association conducted a meeting of the business community
and the top-ranking officials of the Vitebsk City Executive Committee. During this meeting entrepreneurs
handed over a set of business development proposals to the city officials. The meeting resulted in the adoption
of a protocol that entrusted the appropriate city agencies to address the concerns raised by the business
people. It was agreed to conduct similar meetings every quarter to keep the city authorities abreast of private
business development problems and control the execution of adopted decisions. Providing this positive
experience is effectively spread to other districts of the region, a solution can be found for some problems
which hold back private enterprise.

The Association also invests a great
deal of time and effort into raising the
awareness of entrepreneurs and city officials
regarding legal issues. A series of seminars
“On the Role of Private Entrepreneurship in
Improving the Business Environment in the
Districts and Interaction with Local
Authorities” will be conducted in ten cities
throughout the region where entrepreneurs
and local officials are the least aware of the I
business-related legal aspects. Legal ' |
education is one of the means that will build
the administrative will of local government . 7l
officials to improve the business
environment.

However, the primary objective of the
Association for the foreseeable future is to
secure participation in the development of a
regional economic policy.
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Sergei Fomin, Chairman,
Mogilev Trade Union of Entrepreneurs

What Impedes a Mogilev Region Individual Entrepreneur from Becoming a
Civilized Businessman?

Small Business Grows but does not Develop

Over the last several years private business has been playing an increasingly
important role in the economy of Belarus’ Mogilev Region. Both official statistics and
personal observations confirm that the Mogilev Region has a more dynamic private
sector than other areas of the country. However, the fact that the fastest growing
segment is comprised of individual entrepreneurs evokes only guarded optimism,
because the number of legal entities has only recently registered a modest increase.

This goes to show that private business still exists in even the simplest and most primitive forms. The development
of private enterprise in Belarus has stalled at its initial stage. Growth in the number of individual entrepreneurs is not
fed by targeted support but rather by unemployment, which drives people into business to sustain their families.

The problem is that the increasing quantity of individual entrepreneurs does not translate into qualitative
improvements—namely into an increase in small enterprises, which represent a more civilized form of business.

The Golden Middle: the Masses are Willing and the Higher-Ups are Capable

Mogilev Branch of the Free Belarussian Trade
Union of Entrepreneurs

Established: 1996
Membership: 700 individual entrepreneurs who do
not have the status of legal entity

Principal Areas of Activity:

Representation of the interests of Union
members in court, with the General
Prosecutor’s Olffice and other state
agencies;

Provision of legal-consultations,
Preparation of proposals for the modification
of business-related legislation; and
Organization of legal seminars.

Address: 10-1 Bazisny Lane, Mogilev.
Tel/fax: +375 (222) 22-16-33.
Chairman. Sergei A. Fomin
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The current situation in the Mogilev
Region begs the question, “How could this
have transpired in the first place?” Itis evident
that the conditions for the development of
private business as a whole, and small business
in particular, are far from ideal. One could
easily cite the overall political situation,
inadequate legislation and other subjective
factors. These aspects, although significant,
are not totally representative of the situation
and do not have overriding importance in the
Mogilev Region. It is much more important
to consider the balance of power in the region.

On the one hand, the regional authorities
do not fully utilize the possibilities laid out in
the current business-related legislation. Itis
possible to provide dozens of examples of how
narrow-minded and bureaucratic local officials
can be in interpreting the legal provisions.




Every so often local bureaucrats seek to distort the statutory provisions in order to put entrepreneurs at a
disadvantage. This is vividly illustrated by the actions of the Regional Consumer Cooperative Union, which
supervises some markets in the region. Although applicable legislation authorizes the management of these
markets to control the quality of goods sold, the Mogilev market officials have taken over the inspection of
activities normally pursued by market vendors. This action has rendered the market dysfunctional and entails
losses for the business people. The real goal behind this is to drive market vendors from their trading spots.

On the other hand, the interests of the business community and the top regional officials who seek to
maintain social and economic stability show some signs of convergence. Presently the region is run by a
forward-looking team headed by the Governor. More importantly, the regional government has demonstrated
that it is prepared to go beyond the private business support rhetoric.

Why doesn’t the apparent commonality of interests of both the business community and the powers-that-
be result in qualitative leaps in the area of private enterprise development and provide a solution to the weighty
social problems experienced by the Mogilev Region? The reason is that a mighty layer of bureaucratic and
conservative sentiments stall and at times stonewall the positive initiatives of the regional authorities and entrepreneurs.
It should be noted that this is particularly true for small business, as other segments of the business community,
including medium-sized and large companies, have open communication channels with the regional government.
These channels of communication, however, rely mainly on personal connections and seek to solve the problems
of individual companies rather than retire the problems of the business community as a whole.

Never Give Up

If private business is to develop further under the current conditions, the insulating layer of lower and
mid-level bureaucracy should be penetrated. This task is too steep for an individual company and thus calls
for concerted and targeted actions, which can only be spearheaded by a business association.

Unfortunately, Mogilev regional business associations have limited membership and do not always take
into account small business concerns. Therefore, for the following reasons the Mogilev Trade Union of Individual
Entrepreneurs is the most suitable organization for assuming the task of overcoming the opposition of lower
and mid-level regional officials:

(a) Theunion has managed to win the trust of individual entrepreneurs. Presently the Union has the largest
membership base in the Mogilev Region.

(b) The Union has demonstrated its ability to pursue a constructive dialogue and even partnership with
state agencies.

Despite fierce opposition from the tax authorities, the Union successfully lobbied for the reduction of
uniform tax rates for several lines of business. The Union has also convinced the regional government to
reconsider its decision to relocate all stalls from the central avenues of Mogilev. The owners of the stalls were
doomed if it were not for the actions of the Union. The Union representatives negotiated with city officials and
convinced them to allow two private stalls at each bus stop. Although hardly a triumph, this success demonstrates
that state bureaucrats are far from insuperably powerful and if the business community stands up for its rights,
unfair decisions can be reversed.

13
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Ifthese successes are to continue, however, the future modus operandi of the Union should be reconsidered.

First, the scope of quality legal services available to individual entrepreneurs should be expanded.
Experience demonstrates that business people who are more aware of their rights can more successfully
counter the anti-business decisions adopted by state bureaucrats, seeking help from the Prosecutor’s office
and taking their cases to court.

Second, the Union should capitalize upon the willingness of some reform-minded officials to get actively
involved in a dialogue with the business community to solve problems that hinder private enterprise growth. Even
more importantly, this dialogue should seek to forestall these problems. Legal drafts that regulate small business
are prepared by mid-level bureaucrats, who fail to consult the business community, and consequently the Union
is unable to influence the law-making process in any way. To repair the situation, the Union attempts to get
involved in the discussion of business-related legal drafts through a more active dialogue with the powers-that-be.

Third, the Union should step up its member recruitment drive. The more organized the small business is,
the greater the influence it can exert on the authorities. While drafting business-related decisions the state
bureaucrats will be forced to take into account the Union’s viewpoint, as it will represent a whole segment of
society rather than a few dozen people.
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Frantz Mamul, Chairman of the Board
Grodno Entrepreneurs’ Club

Viable Business Associations are the Prerequisite of Sustainable
Private Business Development

While mulling over an initiative to create an Entrepreneurs’ Club in Grodno
back in 1999, some forward-looking private business managers had their doubts.
Most, however, were in favor despite the fact that the overall private business
development picture was grim. The nationwide membership of business
associations in Belarus lingered around only 7 % of the overall number of
entrepreneurs, while in the West this figure continually exceeds 60 %. Russia’s
Institute of Strategic Analysis estimates the business association membership in
their country to be 10 % to 15 %.

Business people who do not join business associations can be broken down
into four key groups:

1. Entrepreneurs who do not mind joining but do not have time, as they are too concerned with keeping
their companies afloat;

2. Diehard opponents embittered by previous experiences of business association membership. They believe
that business associations are a source of income for their founders, rather than a helpful organization;

3. Soft opponents who are of the opinion that the primary task of business associations is the representation
of the business community’s interests with the state although the powers-that-be do not hold business
associations in high regard; and

4. Entrepreneurs who are not aware of the activities pursued by business associations.

NGO “Grodno Entrepreneurs’ Club” This article seeks to analyze the activities
undertaken by business associations and outline

Founded: 2000 their principal areas of involvement and near-

Membership: 252 SME managers and individual term objectives.

entrepreneurs

Brief Historical Background
Main Areas of Activity:

- Business assistance to members and The Trade Union Sadruzhnost and the

protection of their statutory interests; Union of Small Knowledge-Based Enterprises
- Attraction of foreign investment; . were established in 1990-1991 and were among
- High quality legal —and economic the first business associations in Belarus. The
following three largest business unions were
created from 1991 to 1993 on the back of
economic liberalization: the Belarussian Scientific
and Industrial Association, the Belarussian Union
of Entrepreneurs and Lessees (later renamed to
Address: 15 Akademicheskaya Street, Grodno. Tel/ the Belarussian Union of Entre'preneu‘rs and
fax: +375 (152) 44-64-80. Employers) and the Belargss1an Union of
Chairman of the Board: Frantz S. Mamul Entrepreneurs. At the same time, efforts were
undertaken to unite Belarussian business

consultations to members;

- Seminars on economic law, taxation and other
business-related issues,; and

- Assistance in the preparation of business
plans and other business related documents.
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associations into a single umbrella organization. As a result, the Belarussian Confederation of Industrialists and
Entrepreneurs was established in 1993 and registered in 1996. The Confederation presently comprises 15 intersectoral
and sectoral business associations. Unfortunately, to date the Confederation has been unable to effectively coordinate
the activities of regional business associations and assume the role of a unifying force.

The first business associations in the Grodno Region, just like in Belarus as a whole, emerged in the early
1990s. As these business associations were established at the initiative of the powers-that-be, most had
ceased to exist by 2000. The remaining business associations chose to discontinue their activities due to overly
stringent legislation and complicated re-registration procedures. The list of NGOs that failed to re-register
published in Grodno Pravda on September 30, 1999 included the Grodno City Union of Entrepreneurs and
the Grodno Regional Union of Entrepreneurs.

Consequently, there were no business associations left in the Grodno Region. To fill this void, in early
1999 a group of 40 private business managers from Grodno, the Grodno Region and other regions initiated
the creation of a new business association, which was established in late 1999 and registered as the Entrepreneurs’
Club on January 17, 2000.

Founded by entrepreneurs, this new organization had to prove its staying power by demonstrating its
practical value.

The Entrepreneurs’ Club experienced significant difficulties during the initial stages of its development. It began
with 11 members and quickly doubled its membership to 20, but this period of fast growth was followed by stagnation.
For ayear the Club was unable to attract a single new member. This was largely due to the fact that the number of
legal entities in the Grodno Region remained unchanged in 2000 and registered a decline in 2001. The situation was
further exacerbated by the poor shape of most private companies, who were barely surviving. In this context, the
Club’s Board decided to refocus its activities towards helping individual entrepreneurs, whose number has been
growing steadily since 2000. This strategy shift proved successful and boosted the Club’s membership to 250.

Their accumulated experience provided the Club founders with useful insights regarding the role of
business associations and the benefits they can generate for the business community.

Overall Tasks and Region-Specific Features

Every state has a set of legal provisions that regulate the operation of different public institutions, including
economic entities. If private companies are to attain improvement in the entrepreneurial environment, they
should lobby for their interests with the government. To mount successful lobbying efforts, entrepreneurs need
an organization which is well aware of their problems and of the government’s intentions, and which will be
capable of coordinating the activities of business people.

In most cases entrepreneurs are unable to timely counteract the decisions taken by both national and
regional governments. Thus, only business associations are capable of pre-empting the anti-business measures
that might be adopted by the powers-that-be. If the business community is to solve the problems it is presently
facing, to successfully lobby for its interests with state agencies and to develop the uniform rules of the game,
it should no doubt seek to mount concerted efforts.

Apart from lobbying, a business association can deal with a wide set of issues. Business associations
assume the following functions, which are broadly similar:
* Coordination of entrepreneurial activities in its market sector or region;
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* Business services to members and assistance in establishing contact with foreign partners;

* Informational, legal accounting and other support to members; and

* Fostering of business contacts between members and organization of roundtable meetings, press clubs
and seminars.

While prioritizing its activities, a regional business association should factor in region-specific features.
To single out the problems which will need to be addressed, a business association will need to survey the
entrepreneurs, meet local government officials, conduct roundtable sessions with local deputies, etc.

A survey of market traders carried out by the Entrepreneurs’ Club revealed a host of problems entailed
by market reconstruction and an arbitrary allocation of trading spots by the market management Some of
these were successfully dealt with by the Club, which allowed it to significantly increase its membership in the
space of only several months.

The Club organized a series of meetings with entrepreneurs in the smaller cities of the Grodno Region to
gain first hand knowledge of difficulties encountered by local business people and to formulate its new objectives,
which are as follows:

e Boost the Club’s reach in the Grodno Region;

* Provide informational, legal and other assistance directly to private companies; and

*  Acquire first-hand knowledge of problems hindering private business development in the districts and
rural areas.

The creation of a network of district offices for the Club is currently underway and will go a long way
towards consolidating the business community, not only in Grodno but also in the Grodno Region as a whole.

The public at large, state agencies and business associations should mount concerted efforts to further
the development of small business, as a thriving small business sector is a pillar of social and economic stability
of Belarus, a major source of new jobs and a driving force of the free market. In this context, business
associations should:

* Expand cooperation with national and regional state agencies tasked with supporting small business
and participate in the implementation of investment projects involving small businesses;

* Initiate the creation of a mechanism that will allow national and regional governments to successfully
interact with the business community to modify the existing regulatory environment (for example, it
would be worthwhile to continue the meetings between parliamentarians, central and regional government
officials and entrepreneurs that were initiated by the International Finance Corporation’s Belarus Small
and Medium Enterprise Development Project ); and

* Develop small business support programs in cooperation with international organizations.

In Lieu of Conclusion

Remember the fairy tale about the hen who laid golden eggs? The hen kept laying golden eggs until the
owners slaughtered it in search for even more eggs. Its finale is very instructive indeed.

This fairy tale comes to mind every time a legal act that worsens the business environment is adopted.
Unfortunately the quantity of such legal acts has recently increased. It could also be said that only the fittest
survive. Every bankruptcy takes a toll on all the people involved. No one has taken the time to count how
much the state has lost in the meantime.
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Viadimir Mazalov, Chairman,

the Brest Regional Union of Entrepreneurs Sodeistvie

Private Business and the Powers-That-Be: In Search of a Compromise

The growth in the number of individual entrepreneurs in the Brest Region

necessitated the creation of the Belarussian Union of Entrepreneurs Sodeistviye.
The focus of the Union has proved to be entirely correct, as at the time of its
creation no business association in the Brest Region represented the interests of

the burgeoning sector of individual entrepreneurs.

The Brest Regional Union of Entrepreneurs Sodeistviye initially placed
particular emphasis on the provision of informational and methodological
assistance to entrepreneurs, thus raising their legal awareness and helping private
companies to establish contact with foreign partners. Although the range of

services seems to be fairly mundane, it turned out that there is a huge demand for

commentaries of newly-adopted legal acts, explanations of accounting intricacies and the database of business
initiatives. Having realized their rights and responsibilities, individual entrepreneurs became more surefooted in
their dealings with tax agencies, state control bodies and managements of city markets. However, when business
people encounter serious problems or find themselves in a crisis, they delegate the right to represent themselves
to local governments to the Union. This is largely due to the fact that entrepreneurs have already realized that

NGO “The Brest Regional Union of Entrepreneurs
Sodeistviye”

Founded: 1999
Membership: 2,242 individual entrepreneurs who
do not have the status of legal entity

Principal Areas of Activity:

- Protection of rights and interests of Union
members;

- Provision of information and legal support;

- Business training;

- Development of proposals for the
improvement of regional business
environment, and

- Assistance in the establishment of contact
with foreign partners.

Address: 17 Internatsionalnaya Street, Brest.
Tel/fax: +375 (162) 20-16-71.

Chairman: Viadimir 1. Mazalov

they will be able to effectively protect their
rights and lobby for their interests with state
agencies only by mounting concerted actions.

Do Not Nuzzle Private Initiative

The interaction of the powers-that-be
and the business community is a separate
situation. Small and medium-sized businesses
presently contribute an increasing share of the
Region’s budgetary proceeds. For example,
privately-owned companies generate about
70 % of'the overall tax receipts of the regional
government, a fact that vividly illustrates the
viability and effectiveness of the private sector.

Consequently, small and medium-sized
business is entitled to adequate treatment on
the part of local authorities, which in turn
should put in place an enabling environment

for the advancement of private initiative. Things seem to have started moving in the right direction. One can
take heart from the recent business-friendly pronouncement made by both central and local government officials.
In particular, the 2002-2005 Small Business Support Concept adopted by the Council of Ministers mandates
that modification of the state policy towards small business, simplification of the procedures for registration
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and liquidation of small businesses, reduction of the list of transgressions that warrant the imposition of financial
penalties and introduction of less severe penalties shall be deemed priority areas. The implementation of these
and other measures will boost small business’ share in the overall proceeds generated by the sale of goods
produced nationwide to 25 % by 2005 and the private sector employment to 700,000.

These positive trends are foreshadowed by the intention to pass or the actual adoption of a number of
legal acts that will significantly worsen the environment for SMEs. Some recently-introduced legal changes are
likely to halt the development of private enterprise and drive some companies and individual entrepreneurs out
of business. For example, a Draft Presidential Decree “On Amending Presidential Decree N12 dated May 17,
2001” imposes requirements to be complied with by large companies on market vendors. Entrepreneurs
rightfully estimate that the adoption of this decree will double the tax load. Market traders will also be obliged
to install cash registers and open bank accounts. This draft decree has already triggered a wave of spontaneous
strikes throughout the country. Although hardly a proponent of such actions which serve to exacerbate rather
than solve the problem, the author does understand the motives of the entrepreneurs who will be forced out of
business. For example, entrepreneurs will have to pass the costs of buying and installing the cash registers on
to the consumers, whose purchasing power has already nose-dived.

The provisions of Decree N18 “On Certain Aspects of Social Protection” are also a cause for concern.
The Decree obliges entrepreneurs to make social security payments of 36 % of the minimal subsistence budget.
Some groups of entrepreneurs, however, are at times unable to afford such payments and/or should be granted
an exemption or some privileges (pensioners and disabled individuals). For some people, private
entrepreneurship is just a sideline to supplement the income they receive from their main jobs, where they
already make social security deductions. Consequently, Decree N 18 might make it no longer feasible for such
people to pursue their legal, albeit small, businesses.

Hygienic registration is another example of how inhospitable the current environment is for entrepreneurs.
Since its creation, the Union has been trying to render the hygienic registration procedure less onerous for
individual entrepreneurs who as a rule sell small batches of goods. The Union receives approximately 25 to 30
inquiries from entrepreneurs per month regarding this issue. Despite some success, much remains to be done.
In particular, the fee charging procedure should be re-worked. The Union has proposed that entrepreneurs
should be allowed to pay at the place where the tests were conducted. The price list should also be reviewed.
Furthermore, the applicable legislation does not set forth a clear cut list of cases where the absence of a
hygienic registration certificate can warrant the confiscation of goods.

Up until now, entrepreneurs of the Brest Region have been capitalizing on their advantageous position on
the Polish and Ukrainian borders However, the recently adopted amendments to the customs procedures that
limit the value of goods not subject to customs clearance to USD 1,000 and the weight to 50 kilograms can
adversely affect the activities of individual entrepreneurs and ultimately put an end to this business. The bankrupted
entrepreneurs will most likely join the unemployment lines. Even more importantly, the private business that
presently ensures a relatively low jobless level will no longer be there to soak up excess labor.

Both the State and Private Business Enjoy a Commonality of Interest

It would be worthwhile for state agencies to inform business associations about the forthcoming business-
related legal acts. In addition, legislation that regulated the activities of small and medium-sized businesses
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must not be adopted retroactively. State
officials should realize that such practice stands
in the way of private sector growth and
negatively affects the image of state agencies
among entrepreneurs.

The Brest Regional Union of
Entrepreneurs has proposed the creation of a
Legal Informational Center, which will provide
entrepreneurs with access to the most up-to-
date information to help the business
community keep abreast of the frequently
changing business environment. The Center will
continue to host roundtable meetings, seminars
and trainings with the participation of customs,
taxation and sanitary officials. The current
problems plaguing the relations between the
business community and the powers-that-be
do not mean that the parties should abstain
from a civilized dialogue. The experience of
the Union demonstrates that a balance
between the interests of the state and the
business community can be found. Both
entrepreneurs and the state have a common
task, namely the creation of conditions for the
development of an individual. The business
community is prepared to cooperate to
achieve this goal. One TV advertisement
wisely remarked that “the business is private
but the good is common.”
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Vitaliy Sevrukevich,

Deputy General Director, Legal and Information Director,
Belarusian Research and Industrial Association (BRIA) and Belarusian Confederation of
Industrialists and Entrepreneurs

Support for Business Initiative and Entrepreneurship

The Belarusian
Confederation of
Industrialists and
Entrepreneurs (BCIE),
the Belarusian
Research and
Industrial Association
(BRIA) and the
Belarusian Union of
Employers (BUE),
uniting industrialists,
entrepreneurs and
employers, currently focuses on constructive
interaction with the Government as a whole and
various ministries in particular to solve an
assortment of'issues, including those falling under
the 2002-2005 Concept for State Support and
Development of Small Entrepreneurship, adopted
by the Council of Minister’s Resolution N706
dated June 11, 2002.

To this end, the 15 nationwide and six
regional business associations comprising the BCIE
are constantly monitoring the business environment
in the Republic of Belarus to single out problems
holding back private enterprise development. The
BCIE prepares and submits to state agencies
initiatives to modify the regulatory framework,
create an enabling business environment and
establish a more investor-friendly climate. To ensure
the adoption of its initiatives, the Confederation
makes use of opportunities for social partnership
with both the Government and trade unions and
includes its proposals in the General and Tariff
Agreements (both sectoral and local). It is also
helpful that out of the 11 seats allocated to
employers in the National Council for Labor and
Social Issues, nine are taken by the member
associations of the Confederation.

Belarusian Confederation of Industrialists and
Entrepreneurs

Founded: 1993

Membership: 15 (nationwide unions and
associations, as well as six regional business
associations)

Major Areas of Activity

- Coordination of the activity of its members,
representation and protection of their
interests;

- Promotion of civilized market relations and
social partnership;

- Assistance in upholding law and order in
business; and

- Training of industrialists, employers and
experts.

Address:15 Karl Marx Street, Minsk
Tel/fax: +375(17) 227 55 83
Chairman: Mikhail F. Lavrinovich

NGO “Belarusian Scientific and Industrial
Association”

Founded: 1990
Membership: Approximately 500 company
managers and organization leaders

Major Areas of Activity:

- Coordination of the activities of its members
(industrialists, employers and entrepreneurs)
to boost their involvement in social and
economic processes,

- Promotion of social partnership;
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Problems that hinder the development of private enterprise are considered and analyzed by the Public
Council for Entrepreneurship, operating under the auspices of the BCIE and BUE. The Council comprises 18
specialized sections that are made up of SME managers and are tasked with the development of legal proposals.

The Ministries of Economy, Foreign Affairs and other state agencies, as well as standing parliamentary
commissions, increasingly call upon the BCIE and its member business associations to assess business-related
and social legal drafts and heed the BCIE proposals.

It should be noted that the BCIE has recently submitted to the Ministry of Economy and the Government
proposals to retire the problems that hold back private enterprise development, especially at the local level.

For example, in violation of the procedure for the regulation of entrepreneurial activities set forth in Presidential
Decree N12 dated May 17,2001 and the Constitutional Court’s ruling NP-143 dated May 29, 2002, regional

- Assistance in upholding law and order in
business;

- Training of industrialists, employers and
experts; and

- Social and legal protection of members.

Address: 15 Karl Marx Street, Minsk.
Tel/fax: +375 (17) 227-55-83, 227-15-29.
President: Nikolai A. Streltsov

Non-Profit NGO
Employers”

“Belarusian Union of

Established: 1999
Membership: 470 companies and organizations.

Principal Areas of Involvement:

- Coordination of the activities pursued by its
members, and representation and protection
of their collective proprietary and other
interests;

- Promotion of civilized business and social
partnership in Belarus;

- Assistance in boosting law and order in
business and labor relations; and

- Training of industrialists, employers and
experts.

Address: 15 Karl Marx Street, Minsk.
Tel/fax: +375 (17) 227-55-83.
President: Nikolai A. Streltsov
General Director: Valeriy V. Shashkov
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authorities reportedly have been imposing
additional (and costly) accounting and reporting
requirements on individual entrepreneurs. The
BCIE believes that the introduction of cash registers
and more complex reporting procedures for
individual entrepreneurs contravene the above-
mentioned Decree N12. These actions further
destabilize the entrepreneurial environment, hamper
private initiative and worsen the investment climate.
The initiators of such measures claim that they
should instead bring the operating conditions of
individual entrepreneurs closer to those of legal
entities. However, it is an open secret that the
current restrictions imposed on legal entities (the
registration, licensing, taxation and pricing
procedures are constantly rendered more
complex), particularly SMEs, coupled with severe
control measures, have resulted in a stagnation of
not only a significant share of large companies but
also SMEs. These anti-business steps have
effectively forced Belarusian businesses to relocate
to more amenable nations. According to official
statistical data, Belarus experiences year after year
reductions in the number of efficient companies,
which in turn slash the taxable base. This
understandably raises the concern of the
Confederation. The BCIE’s position, which it has
repeatedly communicated to the appropriate state
bodies, is that it would be more constructive in the
current social and economic conditions to simplify,
rather than make more complex, the reporting and
other procedures for legal entities. The experience
of Russia and that of other neighboring countries
convincingly demonstrates that such simplification
would give a boost to private business. It is




particularly important, in light of the steps currently being undertaken by the Government in cooperation with
trade unions, to raise the efficiency of Belarusian state-owned companies. These Government measures are
likely to result in staff redundancies, and the SMEs will not be able to soak up this excess labor. In this context,
the Confederation has asked the Government to speed up the adoption of the following draft laws “On
Registration and Liquidation of Economic Entities,” “On Licensing,” ““On Taxation of Small Businesses,” “On
Business Associations,” etc.

In addition, the BCIE has asked the Government to involve business associations in the preparation of
legal acts that touch upon economic and social security issues. Moreover, this is in line with Item 38 of the
2001-2003 General Agreement between the Government of the Republic of Belarus, National Employers’
Associations and Trade Unions.

The engagement of business associations at the preparatory stage would allow a careful balance to be
struck between the interests of the state and those of the business community. In view of the rising tensions in the
labor market and the forthcoming wave of redundancies, the BCIE will submit to the appropriate state agencies
additional proposals for the simplification of registration, licensing, taxation and other procedures to further liberalize
the Belarusian economy. A simple and transparent regulatory environment for private business should be put in
place to allow anyone an opportunity to try their luck in private enterprise and earn a decent living.

In particular, the BCIE has asked the Ministry of Economy and its Department of Entrepreneurship to
instruct the state agency which prepared Presidential Decree N18 “On Certain Aspects of Social Protection
of Individual Citizens,” dated July 25, 2002, to publish the following clarification:

e  Theprovisions of the decree do not apply to individual entrepreneurs for whom private business is just
a sideline and who make social security deductions at their main place of employment, as well as to
pensioners, students and disabled people.

e  Anindividual entrepreneur who does not have any revenue in a certain month (year) should not
obliged to make social security payments over this period of time.

The BCIE believes that a speedy solution to problems that hinder private business growth will go a long

way towards increasing the volume of domestic investment and making Belarus a more attractive destination
for foreign capital.
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