


Dear Readers,

We are happy to present for your attention the ninth issue of the Analytical Bulletin, entitled
“Small and Medium Business in Belarus.”

We are glad that we have been able to continue the publication of the Analytical Bulletin, as was
requested by IFC partner organizations. The popularity of the Bulletin, not only among entrepreneurs
and business associations but also in the corroders of power, is due to the concerted effort of the
Analytical Center of the IFC Belarus SME Development Project, as well as bulletin contributors and
readers, since the readers’ comments and suggestions help us to come up with new topics for discussion
and themes for articles. The readers’ unwavering support is an unequivocal demonstration that the
Analytical Bulletin is a highly needed publication.

The current issue focuses on privatization in Belarus. Unfortunately, the articles herein reveal
that the pace of privatization has markedly slowed down, a fact that bodes ill for the economy as a
whole. The materials included in this issue seek to analyze the reasons that engendered the present
state of affairs and present the viewpoints held by state officials and entrepreneurs who participated in
privatization. This analysis is particularly important in the context of the declared economic
liberalization, which we dwelt upon in the previous issue of the Bulletin.

We also continue to pay close attention to the legal environment in which small and medium
businesses have to operate. (See Section “Law”). We hope that the materials included in this Section
will be of use for the decision makers who influence the course of Belarus’ socio-economic development.

Sincerely,
The Analytical Center of
IFC's Belarus SME Development Project
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L. Zlotikov
A DOWNWARD SPIRAL

The year 2001 was a watershed year for the Belarussian economy. The first half (until the beginning
of August) saw an unparalleled increase in popular income, yet the second half witnessed a spectacular
decline in income. Pension arrears were reported for the first time since 1995-1996. These fluctuations
seem to signify the end of a stage in the development of the Belarussian economy, which-began in the
second half of 1996.

Growth Translates into a Decline

The real wages growth 0f 30.3 % registered in 2001 was clearly out of kilter with the GDP increase,
a presentable 4.1 %, and was therefore unsustainable. In January 2001, an average salary bought 1.26
minimal consumer baskets. By August 2001 it was equal to 1.69, which amounts to an increase of
34.1 %. The period of impressive growth gave way to a continuous decline. Although the nominal
salary in January 2002 was 8.2 % higher than in August 2001, the increase lagged behind consumer
prices, which jumped 23.8 % over the same period. In effect, the real salary registered a decline of
12.7 % and the real pension a decline of 17.5 %.

The purchasing power of an average salary showed an even steeper reduction in relation to some
categories of staple foodstuffs, including 17 % for meat, from 28 % to 30 % for dairy products, and 18.1 %
for transport. The drop in relation to flour, cereals, bread, light industry goods, household appliances and
petrol was less pronounced and stood at 12.7 %. These manufactured goods, however, do not have a serious
impact on the livelihood of people, as foodstuffs presently account for 66 % of the retail trade turnover.

Consequently, the standard of living in Belarus has been on a continuous downward slide since
September 2001, which negatively affects the popular diet. For example, in January 2002 the volume of
meat sold went down by 2.1 % on the previous year, whole milk products by 7.9 % and butter by 16.7 %.

The decline in the standard of living further accelerated in January 2002, driven by higher consumer
prices, lower nominal salaries and mounting wage arrears, which stood at 6 % of the total payroll. Wage
hikes in December 2001 and pension increases in February 2002 have failed to reverse this negative trend.

Budgetary funds allocated for the social sphere were slashed in early 2002. Health care institutions
are presently obliged to cover 30 % of their operating costs using funds generated through the provision
of fee-based services. Budgetary fund transfers to schools and kindergarten are to be reduced by 20 %
and public transport by 50 %. The portion of the utility bill to be footed by the public skyrocketed by
80 % from January 2002 to February 2002. Funding for the R&D institutions was nearly halved and
reverted to the 1995 level. Pension arrears were reported for the first time since 1995. Further cuts in
the field of education are expected in the middle of 2002.

Apart from this steep decline in popular income, other signs of negative economic symptoms
came to light in late 2001 and early 2002. For a start, the budgetary crisis brought about by a deficit of
11 % in 2001 and 29 % in January 2002 was clearly in evidence. Moreover, housing construction,
which was supposed to drive the economy forward, instead contracted by 14.3 %. More importantly,
the competitiveness of Belarussian exports eroded, a fact proved by the following statistics: the volume
of exports in 2001 was up 9.7 % but its value showed an increase of merely 2.3 %. This trend is likely
to continue.! Other signs of economic degradation can also be discerned.

' G. Novitski “The Government’s Top Priority has always been all Spheres of Livelihood of the Belarussian People.”
Respublika, February 13, 2002




According to the official statistics, in January 2002 the GDP continued to grow by 3.6 %. This figure,
however, is overly optimistic as manufacturers calculate the manufacturers’ price index themselves, which
is consequently lower and the GDP is therefore higher. This downward drift of the Belarussian economy,
particularly in the agricultural sector, is strikingly evident. In private conversation both managers and
entrepreneurs note that the present day is the most difficult period they have ever experienced.

The question is whether or not salaries will keep falling, pension arrears will continue to accumulate,
and if the industrial sector will perk up. Or will these hard times continue for the long haul? The
answers to these questions can be obtained if one considers the current state of the Belarussian economy
as a consequence of wide-ranging processes that have been in evidence over the last several years.

1997-1998: Entrance in the Point of Artificial Equilibrium

In the period from 1997 to 1998, Belarus surprised the world with an Asian-style GDP growth
rate. It was all the more surprising that there were no prerequisites for such an explosive growth.
Although the nascent private sector usually feeds the economic development of post-socialist countries,
this was not true for Belarus, as the underdeveloped non-state sector could hardly influence the
development of the national economy. More traditional ingredients of industrial growth—namely quantity
of capital and workforce—were hardly inspiring, as the amount of capital and workforce actually shrank
in the early 1990s, and not due to modernization of the industrial facilities.

What fueled this outstanding growth? The factors that influenced the performance of the
Belarussian economy can be broken down into two groups: external factors, such as utilization of
resources that were not generated by the national economy, and internal factors, engendered by the
economic policy of the state.

External Factors

Write-off of the Belarussian debt for oil and gas imports from Russia. The bottoming-out of production
volumes and a certain stabilization of the national economy was registered in June 1996, three months after
Russia wrote off Belarussian debts for oil and gas imports totaling USD 1.3 billion. This write-off equaled
approximately 40 % of the Belarussian state budget. The liquidation of the indebtedness for the six month
supply of gas and oil was the factor that gave the initial push to the Belarussian boom.

Creation of a Customs Union with Russia. The establishment of a Customs Union with Russia
translated into a recorded higher production volume. Once the Customs Union was duly signed, Belarus
raised import duties to the Russian level, which effectively choked off the supply of Western goods.
This, in turn, allowed Belarussian manufacturers to up production volumes and increase exports to
Russia. For example, the import of tires decreased from 114,600 units in 1995 to 22,000 units in 1997.
Within the first nine months of 1997, the export of tires to Russia skyrocketed from 635,000 to 1,650,000
units. The introduction of import duties on televisions clobbered the sales of imported TVs, which fell
from 104,100 units to 600. This fed a 60 % increase in the production of Belarussian color TVs in the
first nine months of 1997 and registered a 27.3 % jump in their export to Russia. In 1997 as a whole,
Belarussian exports to Russia registered a staggering 38 % increase.

The Belarussian powers-that-be always sought to squeeze additional revenues out of the Customs
Union at Russia’s expense. In accordance with the estimates of the Institute for Economic Analysis, Russian
subsidies from 1996 to 1998 ranged from USD 1.50 to two billion annually, excluding debt write-off.

Consequently, external resources that sustain the Belarussian economy equal from USD 1.5 to 1.7
billion per annum, which is a significant sum for Belarus.




Internal Factors

People with only a superficial knowledge of economics were perplexed by the situation in Belarus
during the period from 1995 to 1996. It was confusing indeed. On one hand, there were warehouses
choke full of unsold goods and enterprises brought to a halt by their inability to sell their products, and
on the other hand the unmet demand for these very same goods on the part of other enterprises and the
population. The problem, however, was not that these good were unwanted but that there was not
enough cash available to purchase these products.

The proponents of the monetary emission claimed that the lack of cash in circulation was an outgrowth
of the overly strict monetary policy of the state. It should be noted that in other countries, the amount of
money in circulation as a percentage of the GDP is markedly higher than in Belarus and Russia and stands
at about 80 %. In the USA, for example, the monetarization ratio equals 120 %, whereas in Russia it ranged
from 10 % to 12 % (as of October 1, 1996) and from 13 % to 14 % in Belarus (as of August 1, 1997).

P. Prokopovich, the Chairman of the National Bank of Belarus, has become a proponent of the
soft monetary policy. From the Autumn of 1996 to 1999, the money supply grew from two to three fold
annually. This in turn led to price increases. Hyperinflation along with external factors brought the
economy to a point of artificial equilibrium, with higher production and consumption levels. In the
period from 1996 to 1998, the purchasing power of the average salary grew by 25 % and increased
housing construction boosted the share of investment in the GDP.

The tendency to keep inefficient state enterprises afloat with the subsidies and privileges evident
in 1997-98 still continues unabated. Inflation, taxes and subsidies siphoned off resources from profitable
enterprises to loss-generating ones. Inflation eroded from 8 % to 10 % of the working capital of all
Belarussian enterprises annually. Belarussian companies virtually ceased to replenish their fixed assets.
For example, the depreciation of equipment in the industrial sector rose from 74.6 % in 1997 to 80.3 %
in 2000 and from 58.2 % to 80.6 % in the agricultural sector over the same period of time.

Curiously, this huge (by civilized standards) credit emission led to a reduction rather than an
increase in the monetarization ratio (Table 1). Cash shortages faced by Belarussians were exacerbated
even further. Non-payment problems increased, which drove the growth of barter. The situation that
Belarus faces is yet further proof that the theory of monetarism is correct.

Table 1. Calculation of the Monetarization Ratio

Indicators 1995 1996 1997 1998 1999 2000 2001

S%Plggcu“emp“ces"nm”‘ons 121.4 191.8 366.8 7022 | 3,026.0 | 9,126.0 | 16,912.0

Consumer price index (December

times December) 3.4 1.4 1.6 2.8 3.5 2.1 1.46
ﬁﬁﬁ;ﬂde"’ previous year takenas | g g 1028 | 1114 | 1084 | 1034 | 1058 | 104.1
Money supply, M2, in trillions of

BRB (as of year end) 17.0 27.0 41.8 96.1 283.0 664.0 1,247.0
Monetarization Ratio (M2/GDP), 14.0 14.0 114 136 935 728 S

in percentage points

1999-2001: Propping up GDP Growth at All Costs

The Government tried to reverse the deceleration of the GDP growth in 1999 by turning on the
printing press. Money supply and prices were up by 3-3.5 times. Russia’s decision to reduce the gas




SPECIAL SECTION: PRIVATIZATION

Gomel Region

As of January 1, 2002 the City of Gomel reformed 91 % of retail trade
outlets, 50 % of consumer service enterprises and all food service companies.
In 2001 the regular auctions and tenders sold 21 objects of federal and
communal property. Nearly a third (29 %) of companies slated for
privatization and destatization have opted for corporatization. The remaining
enterprises have refused to reform their enterprises, a decision that is halting
the overall privatization process.

In 2002 the Gomel Region plans to continue selling privatization objects at
auction and tender, complete the reformation of state-owned consumer
service enterprises and start offering blocks of shares in municipal enterprises

for sale.

Minsk Region and the City of Minsk

As of January 1, 2002 the Minsk Region privatized 49 % of retail trade
outlets, 31 % of consumer service and 78.3 % of agri-industrial enterprises.
The key privatization methods used include corporatization of going concerns,
direct alienation of leased buildings and premises by lessees and the sale of
inefficiently used property at auction.

Over the last ten years, 87 % of retail trade, 71 % of food services and 80 %
of consumer services have been privatized in the City of Minsk. Sale of
objects at auction or tender has proved to be the most effective privatization
method. Since 1992 more than USD 15 million has been generated by the
auction sales of privatization objects. The bulk of federal owned objects
located in Minsk will be corporatized and auction sales will be primarily

used for the privatization of communal enterprises.

Entrepreneurs on Privatization

A mini-poll of managers of privatized small businesses engaged in retail trade
and consumer services, conducted in March 2001 in all regional capitals,
revealed that most of the participants do not regret their decision to participate
in privatization.

Although the polled managers praised the comprehensible and well-developed
privatization procedures, they complained about the discrepancies between
the assessed value of privatization objects and their actual market value. As
the new owners have to acquire these objects at overly high prices, they do
not have sufficient funds to invest in the further development of the enterprises
they purchased.

The poll participants are of the opinion that the newly privatized enterprises
find themselves in more difficult conditions as the state agencies continue to
impose additional requirements on private companies. The key impediments
to private business development are the imperfect legislation and onerous
taxation system. Despite all the difficulties that hamper the operation of
small businesses, 90 % of those questioned do not have regrets that they

have taken the plunge and are ready to search for the way out of the crisis.

The Concept for the Management of
State Property that was adopted in 2000 by
the Council of Ministers singles out for
reformation enterprises that employ up to
200 people as a top priority. In accordance
with the Concept, no less than 75 % of such
enterprises should be reformed in 2002. By
the end of 2005 all state companies that
employ up to 500 people will have been
corporatized.

To this end republican managerial
organs proposed to reform 258 enterprises,
each employing up to 500 people, within
the period from 2002 to 2005, which
constitutes 16 % of the overall number of
such enterprises included in the Communal
Property Register. The Ministry of Industry
slated a mere 35 enterprises for
privatization out of 217, the Ministry of
Agriculture 15 out of 549, the Ministry of
Transport 14 out of 66, BelBioPharm
Concern one out of 10 and BelLegProm
Concern four out of 12. The Ministry of
Trade believes it is expedient to reform only
eight enterprises, despite the fact that the
number of enterprises it oversees increased
to 63 when BelByt and Bel Resursy were
folded into the Ministry. Consequently, the
ministries do not fulfill the decisions taken
by the Government with regard to
privatization and destatization. Both a
reduction in the share of inefficiently used
state property and the making of Belarus
more attractive for foreign investors are
instrumental to the continued growth of the
national economy.
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“We do not need revolutionary changes. All we have to do is to remove barriers in

the path of privatization.”
Oleg V. Melnikov, Director of the Department for the Management of State Property, the Ministry of Economy

The Ministry for the Management of State Property and Privatization was liquidated in 2001 due to the
re-organization of the state managerial system. Management of the state property and supervision of
privatization was farmed out to the Ministry of Economy’s Department for the Management of State
Property. A correspondent Tatyana Manenok interviewed Oleg V. Melnikov, Department Director and
former Deputy Minister for the Management of State Property and Privatization.

— How will the transformation of this state agency which played a key role in other transition
economies affect the pace and quality of Belarussian privatization?

— Any transformation at its initial stage engenders a great deal of pain. I would like to point out that the
full scope of the functions that were performed by the Ministry of Privatization was assumed by the
Ministry of the Economy. I believe that such a change is clearly beneficial. I hope that from now on the
issues of state property reformation will be dealt with in a more systematic way. In addition, the
decision-making procedure regarding privatization of state-owned companies has been rendered less
bureaucratic as there will be one less state agency involved.

The creation of the Department, which will employ 54 specialists is in its final stage. The State Property
Fund with a staff of 40 people has already been established. Most of the former employees of the
Ministry of Privatization were rehired by the Department. The former Ministry’s managerial corps has
also been retained. The Department has assumed a full slate of functions performed by the Ministry of
Privatization. Consequently, it would be incorrect to say that the system underwent a drastic make-
over. But the workload of the Department staff will be significantly larger.

The Department will be functioning in a more systemic way. Previously, the Ministry’s performance
was assessed by the amount of budgetary proceeds generated. This year, however, the effectiveness of
the Department will be judged by its contribution to the fulfillment of the key economic projections.

— Will this new approach influence the process of privatization? In 2001 a total of 150 enterprises
were slated for reformation, but 122 state-owned companies refused to do so.

— Unfortunately, the situation has remained the same. Sectoral ministries are currently working on a
list of enterprises to be corporatized. We intend to consider this list in the near future.

— Do you believe sectoral ministries and other state agencies have an excessive say in adopting
privatization decisions? Can this hinder the privatization process as any state agency is averse to
seeing its sphere of influence contract?

— I would not be that categorical. Some state agencies, for example BelNefteHim State Concern,
realize the importance of reformation.

Nevertheless, some state officials are afraid of reformation and have no idea how to supervise enterprises
in new conditions. In accordance the State Property Management Concept, sectoral ministries were
obliged to develop management schemes that reflect new realities. So far, they have failed to put
forward any initiatives at all.

— Will the Territorial Committees retain their status now that the Ministry of Privatization has
been disbanded?

— The Ministry of Privatization’s Territorial Committees will be transformed into State Property Funds.
The Regulation on the creation of regional State Property Funds will be signed by the Ministry of Economy
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and the Chairmen of the Regional Executive Committees. The Funds will be co-financed by the republican
and regional budgets. The Funds will assume functions previously performed by the Territorial Committees.
For the time being the staff of the Territorial Committees will be offered jobs with the Funds.

— What is the percentage of shares that can be acquired by the company management at a discount rate?

— In accordance with applicable legislation, the enterprise director can purchase 100 minimal monthly
wage worth of shares at a discount, just like every other employee.

— Several years ago the Government passed several Ordinances that allowed the management to
acquire up to 50 % of the enterprise’s shares. Do you think that some enterprise directors have
been able to purchase sizeable shareholdings in their enterprises?

— The Ordinance you refer to is no longer valid. Presently, the director enjoys rights equal to those of
an ordinary employee.

As for the second part of your question, I believe it unlikely. Over the last few years people that
acquired shares at discount prices were prohibited to sell them.

— Do you think if the enterprise director receives some privileges in the course of privatization,
the effectiveness of the newly-privatized company will increase?

— As far as [ know, in contrast to Russia, no enterprise director has any significant shareholding. Whether
it is good or bad is a different issue. I believe there are both pluses and minuses to this situation.

The new edition of the law will allow an enterprise director to purchase up to 500 minimal monthly salary
worth of discount shares after one year of employment and provided the projections have been fulfilled.

Not every director who has a controlling stake will turn out to be an effective owner. We approach this
issue from a different angle. We do not want to produce a more effective owner, but rather win over the
management. The reason most enterprises do not want to contemplate reformation is that the management
feels unprotected. Directors are afraid of loosing their job.

On the one hand, if managers do not get any privileges and are not interested in the successful completion
of the process, they will create all sorts of roadblocks. However, privileges should be extended to the
management in a legal way, thus obviating the need to buy share from employees on the sly.

As far as | know, directors are willing to take equity positions in their enterprises, but we still need to
see how it will work. A lot will depend on what sort of economic projections will sectoral ministries
impose on directors.

— How will the President’s claim that domestic investors will enjoy some advantages in the process of
privatization be realized? At the meeting with the business community which took place on October 19,
2001, Mr. Lukashenko pledged that a portion of shares would be set aside for Belarussain entrepreneurs.
He went on to say, that Belarussain investors should get no less than 20 % of the shares.

— In accordance with the Law “On Privatization” both foreign and domestic investors as well as
individuals without citizenship enjoy equal rights. However, to put the President’s recommendations
in practice, the Department is currently drafting certain new approaches.

We could take Russia’s tack when President Yeltsin limited by his decrees the circle of local investors
who were allowed to participate in tenders. In principle, it is in keeping with the provisions of the Civil
Code as these tenders are closed. These closed tenders for local investors can be conducted for the sale
of stakes in individual joint stock companies or blocks of shares in state-owned enterprises.
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Different options are currently being reviewed. In particular, Belarussian investors who took out leases
for premises may be allowed to buy these premises out. This can also be viewed as an advantage.

The extension of certain privileges should be economically sound. For example, the provision of some
advantages to Belarussian investors in the course of corporatization of six refineries is problematic. It will
not make sense to sell a block of shares in these companies to local investors at reduced prices, as there is a
Russian investor who is committed to taking out a controlling stake and has pledged significant investment.

—So the refineries and other enterprises operated by BelNefteHim are out of bounds for local investors.
Will shares in these companies be sold for privatization vouchers through Belarus Bank branches?

— Yes, we never intended to offer shares in these enterprises to local investors at discount prices. As for
their sale for privatization vouchers, this option is being considered at present. But in any case, we will
abide by the current legislation which stipulates that up to 50 % of all shares can be exchanged for
privatization vouchers as the workers’ collectives of these enterprises will also take out a stake.

—The 2002 state budget stipulates that privatization proceeds should amount to 100 billion Belarussian
rubles. In 2001 they equaled 1.6 billion BRB. What objects will generate that much cash?

— If the corporatization of the six major chemical giants (“Naftan”, “Polimir”, “Azot”, “Belshina”,
Svetlogorsk “HimVolokno” and Mogilev “HimVolokno™) is successfully completed, the sale of shares
to the workers’ collectives will allow us obtain half of the projected amount. We are currently working
on the list of potential investors. To the best of my knowledge, these forthcoming privatizations arouse
a great deal of interest in the business circles.

— What other large and medium-sized enterprises will come up for privatization?

— This year we plan to finalize the corporatization of Horizon TV Factory and Grodno “HimVolokno™.
The preparatory work for these two projects has already started. The privatization of the Minsk Truck
Plant is not yet on the agenda. Both the factory and the sectoral ministry should come round to the idea
that corporatization is a positive thing.

I would like to point out that budgetary proceeds are not the most important consideration as they
represent a one-time payment. More importantly, privatization should give a boost to the national
economy and improve the effectiveness of these enterprises.

Therefore, we value any enterprise, be it Naftan or a store in Klimovichi. The Department will do its
utmost to create the conditions for the effective property management.

— Do you think the introduction of the gold share was a sensible step?

— Golden shares exist in many countries. It currently applies to 18 joint stock companies established on the
basis of federal unitary enterprises, which is relatively small if you take into account the fact that a total of
4,585 state objects have been privatized since 1990. These include 1,158 republican objects and 3,427
municipally-owned objects. 1,415 joint stock companies have been established over the same period of time.

However, we intend to alter our approach to the introduction of the golden share. The decision to
impose a golden share will be adopted at the creation of a joint stock company, provided it has a certain
strategic importance and the state holds less than 25 % of shares.

— The current legislation also provides that the golden share can be introduced only at the
strategically-important companies.

— That is true. But every so often sectoral ministries try to impose the golden share to promote their
own interests. For example, they resort to this measure to reign in a company director.
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I object to such an approach. There are other levers that can be brought to bear in this case. We are
proposing to introduce the golden share only following the Government’s decision. This initiative will
be reflected in a Presidential Decree which will come out in the near future.

— Why are you in such a hurry? Late last year the Draft Law “On Privatization” which envisions
a civilized procedure for the introduction of the golden share passed the first reading.

— I would like to point out that the review of the procedure for the introduction of the golden share has
long been in the works. The golden share was introduced by the Presidential Decree “On the Special
Right (Golden Share) of the State to Participate in the Management of Joint Stock Companies,” which
was signed in November 1997 and enacted on January 1, 1998.

It is difficult to say at the moment when the new Privatization Law will be adopted. In the best-case
scenario, the second reading will take place during the spring session. Therefore, the faster we get
down the provisions of the Decree, the sooner the Law will be adopted.

The Draft Law stipulates that the golden share should be introduced at the creation of a joint stock
company. Joint stock companies that were established prior to the enactment of the Draft Law and do
not have a golden share shall be exempt from it. The validity of the golden share that was imposed on
joint stock companies before the Draft Law is adopted will be limited to three years. I would like to
reiterate that the golden share cannot be re-introduced.

— Does it make sense to introduce the golden share in joint stock companies where municipal
governments have a stake?

— The golden share can be introduced in communal enterprises by the decision of local authorities.
This decision is usually taken to increase the effectiveness of the company management. For example,
some municipally-owned companies are the sole employers in town in which they are located. In some
cases, the state should resort to the golden share to ensure that social security net is preserved.

In addition, some communal enterprises are even more important than republican-owned ones. Therefore,
I see no reason to develop different procedures for communal and republican enterprises.

— Do you think that local governments are independent enough to pass privatization decisions?
— I think they have sufficient authority to pass such decisions.

Some executive committees, for example the Mogilev Regional Executive Committee, are asking to
broaden their remit in terms of privatization decisions. I would like to point out once again, that local
governments are empowered to adopt these decisions. They also have the right to devise their own,
more effective privatization schemes. I see no problems here. However, some local governments are
not particularly keen to take the initiative.

— Will the privatization of enterprises employing up to 200 people be completed by the end of
2002 as set forth in the 2001-2005 State Property Management Concept?

— In accordance with the Concept, the privatization of enterprises with a staff of up to 200 people will
be largely completed by 2003. Presently, there are 1,500 enterprises like that. The year 2005 is penned
in as a deadline for the completion of destatisation of companies employing up to 500 people.

We are doing our best to meet these objectives, but experience reveals that enterprises to be privatized
cannot be reduced to single all-encompassing restructuring model.
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For example, if the company has debts that exceed the value of its assets, it can be sold for one minimal
monthly wage. It turned out that there are very few enterprises like that and they opt for bankruptcy procedures.

Consequently, we proposing to apply this method to enterprises that employ up to 500 people and
whose debts do not exceed 80 % of the value of their assets.

I believe that it is not economically feasible to turn small enterprises into joint stock companies. Other
methods that would improve their efficiency should be used.

— What new features does the new draft privatization law contain?

— The adoption of the new law stems from the need to bring destatisation legislation in compliance
with the Civil Code and to ensure uniformity with the legislation of the Russian Federation.

The law specifies the procedure for the privatization of enterprises initiated by the Government, regional
and Minsk city executive committees. It also defines the scope of authority of an enterprise director,
the privatization and sectoral commissions and other state agencies involved in the privatization or
corporatization processes.

The buyers of privatized objects will face tougher requirements regarding the timely payment for the
object and proper execution of investment and social programs set forth in the purchase/sale contract.
If the purchase/sale contract is terminated due to the buyer’s failure to meet its conditions, the buyer
will not be reimbursed for the payments made prior to the contract discontinuation.

The procedure of voucher privatization has also been slightly changed. To make shares of privatized
enterprises more attractive for their employees, the portion of discounted shares has been increased
from 100 minimal monthly wages to 200 minimal monthly wages.

As was mentioned above, the management of an enterprise to be privatized, the company director, his
deputies, and the chief accountant will be able to acquire up to 500 minimal monthly sage worth of
shares at their face value. However, such stock options will be extended only to the management of
efficient enterprises that do have wage and budgetary arrears.

The Government agreed that workers’ collectives should not play a decisive role in choosing the
organizational form of future enterprises. In many cases, this role will be relegated to the Government.

The new Privatization Law increases the number of privatization methods from three to 12. Among
the new mechanisms are floating of shares at the Belarussian Stock Exchange and the employ buy-out,
a method previously limited to leased enterprises.

An enterprise can also be sold off as a result of direct negotiations, a method particularly effective if
only one buyer came forward. However, the procedure for such a sale is still have to be developed.

— What provision of the new Law On Privatization raised most objections with the parliamentarians?

— I would like to point out that the deputies did not voice any substantive objections. This demonstrates that the
new Law was thoroughly developed. All comments made by the MPs will be analyzed and taken into account.

Although the Law passed the first reading, it is hard top say when it will be actually adopted. Experience
demonstrates that significant changes can be made in the course of a second reading.

People say that the new Law is hardly revolutionary. We do not need revolutionary changes. All we have to
do is to remove barriers in the path of privatization and increase the number of privatization methods.
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“No one cares about the effectiveness of management.”
Vasili M. Shlyndikov, President of the Association for the Promotion of Economic Development

Q. Judging from your experience, do you find present privatization procedures adequate and
comprehensible?

I am sure that Belarus has a very good Privatization Law, but the problem is that the powers-that-be
rarely follow it.

I will give you an example. The Worker’s Collective of the Amkodor Plant bought out the enterprise
back in the Soviet times. The privatization was finalized in full compliance with the applicable legislation
and the enterprise assets were valuated by a commission from Moscow. At that time, the Worker’s
Collective could purchase the company assets using profits, bank loans and share issues. No one
considered the shares as a money-making tool back then. By privatizing the company I, as the Amkodor
Director, sought to provide employees with additional incentives to boost their performance.

Following the disintegration of the Soviet Union, a Belarussian commission descended onto the
company. It reviewed the corporatization procedure and concluded that Amkodor still owed the
state some money. We duly complied. After a time, there was another inspection which also found
that we had not paid in full. We took our case to the economic court, which ruled in Amkodor’s
favor. This all happened in the early 1990s.

Nine years later, when I was no longer the company director, another inspection visited the company
and found out that a mistake had been made in the course of corporatization and the company had to
pay a sum equaling 85 % of the value of assets in current prices.

In effect, it boiled down to whether or not the enterprise was nationalized. At that moment, the state
did not hold a single company share of Amkodor. The company had to initiate another court proceeding.
The judge convinced the company’s management to transfer 15 % of the shares to the state; otherwise,
Amkodor could have reverted to the state.

Consequently, while on the one hand we have a very good privatization law, on the other we have a
bleak reality. Other companies also found themselves in similar straights. Some people are clearly
bent on expropriating other people’s property and re-distributing it to their cronies. No one cares about
the effectiveness of management.

Q. What difficulties did you experience participating in privatization? What role do state
agencies play? What are the procedures for property valuation and contract conclusion,
and what conditions are imposed?

I will start with property valuation. As Belarus still lacks a Property Valuation Law, any method is
highly subjective.

It should also be noted that major Belarussian plants are very much like communes that are primarily
concerned with the well-being of their staff rather than profitable business. How much do you think
these companies can cost?

Let us take the Minsk Truck Plant (MAZ), for example. Its 12,000 employees supposedly churn out
20,000 trucks yearly, generating a turnover of USD 300 million. After all the taxes are retired, MAZ
has USD 20 million for investment in its manufacturing facilities. Of these, 10 million might be paid
out as dividends, which is doubtful. A typical investor expects to recoup his investment within five
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SPECIAL SECTION: PRIVATIZATION

years. Thus, MAZ can be currently valued at roughly USD 50 million. This, however, is the market
value. The book value will be much higher. An investor who will be ready to acquire this company at
a price factoring in the book value will be hard to find.

Q. How would you assess the post-privatization operating conditions? Have privatized
companies had to terminate their contracts because state-owned entities failed to fulfill
their part of the deal?

The gravest danger experienced by an efficient privatized enterprise is envy, primarily on the part of
state bureaucrats of varying ranks.

Local governments do not confiscate property but local officials do their best to demonstrate their
importance and make entrepreneurs seek favors from them.

When I was Director of Amkodor, I tried to meet every single request made by the local authorities.
But still I was looked upon as a capitalist who could be squeezed if needed. Higher-ranking state
bureaucrats kept plotting to have the company nationalized.

At Amkodor I managed to create a system that people believed in. Managers felt that they were really
co-owners. This positive ambience led to efficiency gains. But then suddenly the mainstream sentiment
changed in favor of state companies.

The company fell prey to internal squabbles, as everyone started to pursue their own limited interests.

These negative tendencies stemmed from the unwillingness of the state to safeguard the owners’ rights,
which in turn discredited the very idea of privatization.
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SPECIAL SECTION: PRIVATIZATION

The unenthusiastic attitude of state company managers to privatization is easily understandable.
Corporatization does not make sense because once an enterprise has become a joint stock company, it
will part ways with the state.

Q. Which option do you consider more promising: the acquisition of a ready-made state
enterprise or the establishment of a new business?

Now I realize that by participating
in privatization, I wasted a great deal
of time. It would have been more
worthwhile to start from a clean
slate. The wise words of one of my
colleagues keep coming back to me.
He once asked me: “Why on earth
do you need this industrial
behemoth? Haven’t you realized
that it is better to keep warm by a
small fire than to get burnt by a
conflagration?”

To shield yourself from arbitrary
actions on the part of the state,
constant re-valuations and the
golden share, you should start anew.

An acquaintance of mine ran Besser-
Belarus Joint Venture for four years.
Due to modern technology, the JV’s
productivity was ten times that of
local competitors. He was jailed and
then freed. He was investigated for two or three years but the law enforcement agency had failed to
come up with any solid proof of his guilt. Naturally he was forced to quit his job.

In the early 90s Amkodor acquired milk processing machinery abroad. Packed in two containers, it
was designed for a medium-sized farm. We wanted to tap a promising dairy market, but the project ran
into a shawl of difficulties. We spent a great deal of time devising all sorts of technical specifications.
The whole project finally disintegrated when state collective farms were notified that the dairy products
made at that plant would not be included in their production plans.

The same holds true for other lines of business. An entrepreneur invests money in modern technologies, but
a single decree can sound a death knell for the project. In a civilized world it is called unfair competition, but
the state only promotes such practices. Consequently, any business in this country can be considered risky
and thus any decision to set up a new company should be painstakingly thought-through.

If you do decide to take the plunge, you should purchase modern technology that will provide you with
some competitive advantage. Otherwise, it does not make sense. It might, however, prove costly, as
imports of technological equipment are subject to customs duties and VAT. In addition, companies
oftentimes fall prey to a battery of inspectors who might conclude that the taxes were not properly paid.
I would advise would-be entrepreneurs to start small.
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Q. Have privatized enterprises experienced problems with prolongation of premises leases?

Lease problems remain acute. Now the management of state enterprises has been ordered to evict the
privately-owned companies that rent their premises. This is just another demonstration of how
unpredictable business conditions are in Belarus.

One of my acquaintances established a joint venture with a Polish partner several years ago and rented
some premises for a bakery. When I met him a year later, it turned out that he had to fold his company
because the owner of the premises demanded that they vacate the premises as soon as they were renovated.

At one time we re-profiled two kindergartens at the local government’s request. One of the kindergartens
housed a vocational training center for teenagers and a furniture company. The teenagers were happy
because they were able to master furniture-making skills.

The second kindergarten was turned into a vocational training center for girls to learn weaving.
Obviously, these centers were not established for commercial reasons. Several years later, however,
the city government ordered them to close down. Naturally, Amkodor was never reimbursed for the
costs incurred.

Q. Did you ever confront a problem following the privatization completion that made you feel
sorry that you ever decided to participate in privatization?

I believe that I committed one grave mistake when I executed the privatization of Amkodor. I failed to
take into account the political risks. No one at that time could foresee such a dramatic shift in attitude
towards privatization. It is such a shame because people really believed in it. Prior to privatization, for
example, mechanics used to wear tarpaulin boots and dirty padded jackets. A year after this department
was granted the status of legal entity, they were wearing shoes and ties and two years later drove their
own cars.

People were given a chance to try their hand in business and then this opportunity was taken away.
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A. Dereh
Clear-Cut Rules Make for a Clean Game

Neither economic growth nor improvement in the livelihood of the Belarussian people are possible
without an increased flow of investment into Belarus’ economy. The prerequisite requirements for an
enabling business climate for both foreign and local investors lie in economic liberalization and reduced
entry and exit barriers.

Time to Pause and Think

The lack of investment capital needed to modernize Belarus’ aging manufacturing facilities is presently
one of the most daunting problems encountered by the Belarussian economy. This is particularly true for
export-oriented industries, where the depreciation of fixed assets exceeded 80 %. Because of this, the leading
Belarussian export-earners have been unable to maintain the simple reproduction of goods capable of
successfully competing in foreign markets. For example, the year 2000 saw a reduction in the export volumes
of potash fertilizers, tractors, refrigerators, freezers and artificial threads. This is largely due to the fact that
the current economic situation is hardly conducive for the growth of either foreign or local investment.

Belarus ranks 135" in the list of countries found “‘most promising” in terms of investment. For example,
from 1989 to 1999 cumulative foreign direct investment (FDI) in Belarus stood at $681 million. During the
same period of time Poland managed to pull in $31.6 billion, the Czech Republic $14.9 billion and Hungary
$19.4 billion. During ten years of reforms Belarus attracted only $68 of FDI per capita, whereas Hungary
attracted $1,925, the Czech Republic $1,425, Estonia $1,392, Latvia $862 and Poland $817.This near-
absence of foreign investment is further exacerbated by a decrease in the volume of domestic investment.
The Belarussian economy lives on borrowed time by forfeiting the future to sustain its current consumption.
The share of investment in the Belarussian GDP has been steadily declining from 18.7 % in 1995, including
11 % of production investment, to 15.4 % and 7.9 % respectively in 2001. The overly high level of
depreciation, which has breached the critical mark of 60 % and presently registers an astounding 70 % to
80 %, represents a clear and present threat to the economic and national security of Belarus.

Consequently, if Belarus is to increase the efficiency of its national economy, boost the
competitiveness of its manufacturing sector and attract cutting-edge technology and expertise, it should
drastically alter its investment policy. The Government and Parliament should pursue a policy that
would create a business-friendly investment climate in Belarus.

Ingredients of an Enabling Investment Environment

Apart from the macroeconomic policy of the state, the institutional environment that lays down the
rules of the game for companies of all forms of ownership exerts a significant influence on both the investment
climate and private sector growth. The taxation system, number and rates of taxes, and tax breaks, as well as
the legislation that governs property, customs procedures, pricing, foreign exchange settlements and the
activities of control agencies, are the key factors that affect the investment climate, along with the Investment
Code and the provisions of the state macroeconomic doctrine. The experience of post-communist transformation
over the last ten years clearly demonstrates that the legal framework of a nation should reflect and keep pace
with current economic practices. In some countries, however, the inequality of economic entities, priority of
low-rank legal acts, backdating of legislation and other practices that infringe upon the rights of owners and
investors, primarily foreign ones, are unfortunately still in evidence.An analysis of the present-day institutional
environment for the functioning of the real sector of the economy and increased opportunities for foreign
investment is of particular importance in the context of the creation of a Unified State of Russia and Belarus.
Even the most cursory comparison of the applicable legislation of the two countries reveals substantively
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different provisions and approaches. Russian legislation is more liberal, better structured and streamlined.
Unification of state policy in the realms of taxation, pricing and customs, and a commonality of approach to
property and investment, will set the stage for the creation of a unified state.

The following ingredients comprise an

enabling investment environment:

a stable and predictable state economic policy;
a professional and responsible government;

a favorable taxation regime;

minimal state regulation and administration;
adequate protection of proprietary rights,
including those associated with intellectual
property;

freedom of action in the marketplace;

a reliable private business development
infrastructure;

a qualified workforce;

stable local currency and hassle-free
repatriation of profits, dividends and interest
payments; and

freedom of action in different segments of the
domestic market, including problem-free

counter trade between subsidiaries.

A new socio-economic model in Belarus should
make the real and financial sectors of the national
economy more attractive for both foreign and
domestic investors. During the initial stages, the
increase in investment will be fed by loans extended
by the leading international financial institutions,
including the IMF, the World Bank and the EBRD,
on government guarantees. Successful cooperation
with these organizations will subsequently allow
Belarus to tap the world financial markets.The overall
investment policy of the state should be built around
the priority of private investment, which in the long
term should supplant state investment. Along with
the drive to draw in foreign capital, conditions
conducive to domestic investment should also be put
in place for the accumulation of funds by local
investors and their subsequent investment in the
national economy.Consequently, the investment
climate of Belarus will depend on how drastic,
comprehensive and far-reaching the economic
reforms will be. Low inflation, positive interest rates,
liberalization of prices of all forms of capital and the
restructuring and privatization of commercial banks,
as well as the independence of the National Bank,
will drive financial stabilization. This process is
unlikely to go forward without low taxes, sustainable
state expenditures, a transparent state budget and the

independence of local governments. Only a functioning financial market, the stability of key economic and
financial institutes, the dismantling of administrative entrance barriers, a transparent and stable institutional
environment, the rule of law and an effective legal system will provide sufficient safeguards for proprietors
and both foreign and local investors.

The Current State of Belarussian Legislation and Direction for Its Modification
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The current Belarussian leg]islation that regulates property issues, pricing, foreign exchange
transactions and customs procedures is broadly in line with the principles of a market economy.At the
same time, the legal framework still has some drawbacks that hinder free market development, discourage
foreign investment and hamper private sector growth.

In the realm of property, the existing legislation can be improved upon in the following ways:
The legal rights of the property owner should be clearly defined to shield entrepreneurs from
limitations that can be introduced by normative acts.

All legal acts that allow extrajudicial property confiscation should be abrogated.

The adoption of the Law on Nationalization should be accelerated.

The list of objects that are exclusively owned by the state should be specified.

The Presidential Decree “On the Golden Share” should be either revoked or amended.

The procedure for the acquisition of land should be simplified for enterprises with foreign




participation who purchase privatization objects or execute investment projects.

The legislation that imposes subsidiary liability on the founders of legal entities should be amended.
The various reasons that can lead to a decline in state registration should be rescinded.
Privatization procedures should be simplified by limiting the role workers’ collectives play in
this process.

The procedure for additional share issues should be simplified.

Finally, it should be noted that the legislation governing the activities of state control agencies
have a number of shortcomings that negatively affect the investment environment.

The analysis of the current legal practice demonstrates that the legislation regulating the activities
of state control agencies have a number of negative aspects that negatively affect the investment climate.
The following measures should be undertaken to repair these drawbacks:

¢ A law analogous to the one adopted in Russian legislation should be passed to outline the general
procedure for exercising control over the activities of economic entities.
The number of inspections should be reduced.
The overlapping authorities of the state control organs should be eliminated.
State control agencies should be stripped of their extrajudicial authorities.
A procedure for the imposition and maximum size of penalties rendered should be stipulated.
The scope of authority of different state agencies should be clearly defined.
e State control agencies should be held liable for any damage that is incurred by their own illegal actions.

Licensing legislation should also be substantively modified. Parliament is presently considering
the Draft Law on Licensing, which contains a number of inaccuracies whose removal will significantly
improve licensing procedures. The following measures will give a fillip to private business development
and bring about an increase in investment inflow:

e The Draft Law should specify an exhaustive list of activities subject to licensing.

e An exact volume of information to be published by the license-issuing agency regarding the
licensee should be determined.
The scope of authority of license-issuing agencies should be clearly defined.
License-issuing procedures should be more clear-cut and precise.

A market economy cannot function without the free prices that make for the most efficient utilization
of limited resources. The present state pricing policy in Belarus heavily relies on administrative tools
that infringe upon the economic freedoms of companies. Price liberalization that includes barring the
state from imposing minimum and maximum prices, profitability caps and monthly price growth
coefficients is urgently needed.

In addition, the following steps should be undertaken to make the current pricing legislation more liberal:
e The Law “On Pricing” should be amended in such a way so as to stipulate that the choice of
pricing methods available to a company should take into account not only the interests of the
state and the socio-economic situation, but also the company’s interests.
The Law should stipulate a list of state agencies empowered to exercise pricing regulation and control.
Penalties imposed for the failure to comply with state-imposed price restrictions should be reviewed,
especially in cases when economic entities sell goods at prices below the officially stipulated ones.
e The Cabinet of Ministers’ Ordinance that empowers the ministries who deal with economic issues
to change the costs that can be included in tax-deductible unit costs should do so within one
month from the adoption of the state budget. This will make the overall operating conditions
more predictable for both local and foreign-owned businesses.
e Limitations regarding the inclusion of consulting, audit and marketing expenses into unit costs
should be revoked.
e The list of monopolists should be amended.
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BUSINESS

The creation of a unified state calls for the unification of taxation, pricing, monetary, foreign exchange and
other policies. Of particular importance are the customs procedures of the Russian Federation and Belarus.

legislation of both countries reveals that there exist
a fair number of contradictions and discrepancies.

undertaken to improve the customs legislation of
the Republic of Belarus, taking into account the
experience of the Russian Federation:

An analysis of the existing customs

The following measures should be

Customs duties for equipment should be
reduced.

Investors should be exempt from customs
duties and VAT levied on equipment they
import to meet their own production needs.
Economic entities should be allowed to import
a limited number of samples free from customs
duties.

Clear-cut procedures should be introduced for
the utilization of customs regimes, such as re-
import.

A clear procedure for obtaining re-export
permits valid for one year should be
developed.

A “direct action” procedure, aimed at exempting technological and engineering equipment,
construction materials, tools and inputs to organize production under the “general license” scheme
from customs duties and VAT, should be put in place.

The procedure for placing goods under a “processing regime” to facilitate their repairs should be
simplified.

Economic entities should be allowed to send samples of their goods from temporary storage
warehouses for certification.

The procedure for certification and licensing for import and export of technological equipment
and spare parts should be rendered less complex.

The introduction of modern customs clearance procedures should be accelerated.

The number of statistical declaration centers should be increased and their staffing levels raised.
Economic entities should also be allowed to fill out statistical declarations at their correspondent bank.
Customs procedures should be based on the “notification” rather than the “permission” principle.
Subsequent monitoring will allow the prevention of possible transgressions.

Furthermore, the legislation on foreign exchange regulation and controls should be modified.

The existing Draft Law “On Foreign Exchange Regulation and Control” should be drastically reworked.
This document does not specify concrete provisions that regulate hard currency transactions in Belarus.
Thoroughly developed procedures governing foreign exchange transactions and clearly-defined sanctions
for their violation will go a long way towards stabilizing the foreign exchange market.Internal and
external liberalization, amelioration of business conditions and a stable, predictable economic policy
and institutional environment are the cornerstones of the competitiveness of the national economy and
an improved investment climate.
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V. Fadeev

Organizational and Legal Conditions for Small Business Development: The Current
State and Prospects

In Lieu of a Foreword

The previous issues of the Analytical Bulletin convincingly demonstrated that small business
plays a significant role in the economy of any country. Some state officials have recently begun to
realize this simple fact. However, a mere understanding and progressive declarations hardly suffice
and cannot take the place of concrete actions and results, which are at times wanting. November 2001
saw the organization of the parliamentary hearings on entrepreneurship, declaration of a forthcoming
economic liberalization program and abrogation of some anti-business legislation, including the infamous
Decrees N 40 and N 14. At the same time, liberalization is still a long way off.

The problem is that only some of the most odious and recently-erected barriers to private business
development are being removed. Thus, the powers-that-be are remaining true to form and are busily
solving the difficulties they themselves have created. The measures undertaken are often partial in nature
and, in some cases, contrary to the liberalization rhetoric. The adopted acts are in fact a step backward. For
example, Presidential Decree N 40 “On Additional Measures to Regulate Economic Relations,”' dated
January 16, 2002, was officially promoted as a liberal legal act, but in fact has only one liberal provision
that rescinded out-of-court confiscation for a number of transgressions. It also lowered the sanctions,
reduced the list of violations punishable by fines and stipulated that the control agencies should take into
account the company’s financial position, the amount of damages incurred and the gravity of the offence
while determining the penalties to be levied. However, not only did it drastically reduce the list of
transgressions punishable by penalties, but it also introduced some new and highly questionable administrative
offences and broadened the State Control Committee’s remit to impose sanctions, a step that raised a great
deal of concern on the part of the business community. If we are to build a market economy, economic
rather than administrative methods of control should reign supreme. It is indisputable that the state should
play a certain role in the solution of economic problems, but attempts to impose a blanket state regulation
of the economy are likely to produce a directly opposite result.

At its end-of-the-year session, the Government was instructed to remove private companies from the
premises of state-owned enterprises within the first half of 2002 and to develop a document that allows for
the confiscation of property owned by companies who hide their staff salaries. It is evident that if these
decisions actually come to pass, Belarus will find it hard to attract USD 500 million worth of foreign
investment for its economy. The reaction of international financial organizations and foreign investors to
the presently defunct Decree N 40 is well-known. As for the decision to remove all private companies from
the premises of state enterprisers, it will most likely lead to (a) bankruptcy of a significant number of small
businesses and (b) the collapse of some state enterprises that are kept afloat by the funds generated through
leases of ineffectively-used or unutilized premises. The legality of this measure is also very much in doubt,
as it will engender the nullification of valid leases. These state enterprises can formally invoke force majeure
circumstances (a decision adopted by the Government or other state agency), but they are not the owners of
the property in question. Consequently, it can be concluded that one of the parties to the contract can either
unilaterally change the contractual terms or dissolve the contract, thus abusing its monopolist position in the
market. In addition, in accordance with the Civil Code, the state enterprises are obliged to seek the consent
of the property owner or his representative in order to lease out the premises. If some transgressions are
committed by the private entities which lease premises from state enterprises, the state has an extensive set
of tools to effectively deal with these violations and there is no need to make a hanging case out of it.

! Narodnaya Gazeta, January 19, 2002
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The article entitled “Should the State Retire from the Economy? (or Liberalization Russian Style)”
that was published in the previous issue of the Analytical Bulletin sought to analyze how similar problems
are dealt with in Belarus’ neighboring countries, namely Russia and Ukraine. Their experience in this
regard can come in handy.

Below is an analysis, although hardly an all-encompassing one, of the organizational and legal conditions
for small business development in Belarus. Conclusions drawn herein might be interesting, especially for those
who can influence the decisions on private enterprise development in general and small business in particular.

Overall Condition of Business Related Legislation

Belarus has relatively well-developed business-related legislation, including legal acts that
specifically target small business. A new Civil Code was enacted in July 1999 and the Investment and
Banking Codes, the Laws “On Bankruptcy,” “On State Support of Small Business,” “On Partnerships,”
etc. are also presently effective. The Taxation Code, the Laws “On Licensing,” “On State Registration,”
and “On Production Cooperatives,” etc. are either being developed or in the process of adoption. Legal
experts point out that every so often Belarussian legal acts, for example the Law “On Bankruptcy,” can
be used as a model for other CIS states. At the same time, it should be noted that the effectiveness of
the legal framework is not determined solely by its content, but also by how it is actually implemented.
Instances of conflicts between legal provisions and daily practice are numerous.

Below are the most acute problems that are evident in the current business-related legislation:

o [Instability. Legal acts that regulate registration, licensing, taxation, foreign exchange and settlement
procedures are prone to the most frequent changes. If you call up a list of Government ordinances
dealing with licensing in the Etalon Legal Database, you will see that it is several pages long. The
fact that a significant number of relations are regulated by normative acts breeds instability. In this
context, the Draft Concept of State Support for Small Business, drafted by the Ministry of Economy,
gives rise to some guarded optimism. The Draft Concept stipulates that the principle goal in the
realm of modification of the business-related legal framework is “the removal of legal, administrative
and organizational restrictions and barriers” hindering the development of small business.

o Incomprehensive nature and conflicts between different legal acts. For example, the new Civil
Code was enacted two years ago and laws set forth in this document (laws on state registration of
real estate and real estate transactions, on mortgage, on some kinds of legal entities, etc.) have
not yet been adopted. The small business classification criteria are set forth in the Law “On the
State Support of Small Business.” The Law “On Simplified Taxation System for Small Businesses”
uses a different set of principles. Such examples are plentiful.

o Hierarchy of legal acts. The Belarussian legislation has a curious hierarchy of legal acts, where
decrees have more juridical power than laws.

o Plethora of normative acts adopted by ministries and other state agencies. This can be ascribed
to the fact that applicable legislation leaves regulation of a significant number of issues to the
discretion of state bodies. For example, from January 1, 2000 to December 31, 2001 the State
Taxation Committee published 204 normative acts. This large number of acts may be justified,
but the end users of this legislation are in an unenviable position. The Etalon Legal Database
lists a whopping 138 legal acts that have been adopted in the space of the last ten years to regulate
profit and income taxes.

e Exorbitant role of the state in the regulation of economic (and not only economic) issues.
Belarus has a blanket regulation system that covers virtually all aspects of business activities,
including registration, location, licensing, certification, sanitary registration, pricing, premises
leases, etc. and a punitive system that envisions penalties for the violation of the plethora of legal
acts. It can be stated that the basic legal principle that reads “one can do anything as long as it is
not prohibited by law” is not valid in Belarus.
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o Insufficient proprietary rights guarantees. This is not limited to out-of-court confiscations and similar
measures, but also includes discrimination of privately-owned companies in the process of conclusion
of leases, acquisition of raw materials, issuance of all manner of permits, registration, liquidation, etc.
The stance of the Highest Economic Tribunal, which was voiced by its First Deputy Chairman in a
recent interview,’ is also representative of the overall situation. In bankruptcy cases and in the execution
of court rulings, state enterprises get privileged treatment. The Minsk City Executive Committee
recently adopted a “Concept for Modification and Introduction of Modern Methods of Retail Trade”
which, among other things, envisions the removal of kiosks and stalls from the city’s thoroughfares.
One can only welcome any improvement in the way the city looks, but the Concept is vague on the
question of who will reimburse the stall and kiosk owners for the resultant costs.

e The provisions of the applicable legislation set forth overly harsh penalties for a wide range of
transgressions. Every so often the gravity of the offence is not taken into consideration.

Business Support Institutions

The overall Government structure was significantly changed after the 2001 presidential elections.
In particular, the Ministry of Entrepreneurs and Investment was disbanded and the Department for
Entrepreneurship, under the auspices of the Ministry of the Economy, was established in its stead.
Regional Committees for Entrepreneurship are still facing an uncertain future. The Regional Executive
Committees are currently empowered to retain these bodies. As Regional Committees for
Entrepreneurship have proved their effectiveness as a bridge between the business community and the
powers-that-be, their liquidation is clearly unjustified.

The Fund for the Financial Support of Private Business that was created to bankroll the state
policy in the field of private business development has so far been unable to make a real impact due to

2 Legal Information Bulletin, 2002, N 2
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the paucity of the funds allocated from the state budget. In 2002 a mere BRB 75 million (roughly USD
44 thousand) was budgeted for its operations.

Some regional capitals and major cities have business support centers that are established in the
form of limited liability companies. However, some of these business centers have already been
liquidated because, under current conditions, they are unable to achieve self-sustainability and local
governments cannot finance their activities.

Although some regions have business incubators and innovation centers, they are not numerous
enough to play a significant role in private business development.

Both local and national governments annually adopt private entrepreneurship support programs,
but they tend to be under-funded and thus are not capable of making a real impact.

Advisory Councils for Private Business Development have been established under the auspices
of the President and local governments. Although they have an advisory status, they are still capable of
lobbying for the adoption of some pro-business decisions.

Taxation System

Belarus has 12 nation-wide taxes and duties, with the key taxes being the value-added tax, excise
duties, revenue and profit taxes imposed on legal entities, and income tax for individuals. In addition,
economic entities are obliged to make deductions for a number of state funds that include a fund for the
support of agricultural producers and agrarian science, an environmental fund and an energy conservation
fund.

Local executive committees are empowered to impose seven types of local taxes and duties as
well as to establish two budgetary funds.

Tax receipts presently account for no less than 50 % of the GDP. Sales proceeds and payroll, rather
than profits, are the principal objects of taxation. A total of eight taxes are levied on sales proceeds and five
on payroll. Sales proceeds taxes effectively transfer the burden of taxation to the consumer, which in turn
increases prices and lowers the competitiveness of goods. Overly high payroll taxation makes labor intensive
projects too costly (for details please refer to Issue 7 of the Analytical Bulletin).

Although 2002 saw a reduction in the profit tax from 30 % to 24 %, this has not dented the overall tax
load. The introduction in 2001 of a uniform tax for individual entrepreneurs and other individuals involved
in retail trade of goods and services is clearly a positive step. The uniform tax has a flat rate and substitutes
three nation-wide taxes, as well as local taxes and duties. At the same time, there were cases when the
uniform tax rates were excessively high and the controlling agencies demonstrated arbitrariness in interpreting
provisions that would simplify the repotting procedures. The Government and the Ministry have already
drawn up a list of enterprises that are obliged to install cash registers or special computerized systems.
Consequently, it is evident that reality and these declarations do not always mesh.

As for the taxation legislation as a whole, it should be noted that all drawbacks listed in Section 2
herein are very much in evidence.

The Role of Controlling Agencies

Controlling agencies exert a great deal of influence on the development of private business. More
than 20 state bodies are directly empowered to exercise control over the activities of private companies.
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Controlling agencies have wide ranging extra-judicial powers, such as property confiscation, lien,
freezing of accounts, indisputable withdrawal of funds, suspension of business activities, etc.

Although the President and the Government have recently adopted a series of decisions to regulate the
activities of the controlling organs and modify the procedure for the imposition of economic sanctions, no
real changes have so far been detected. Experts identify the following key problems in the realm of state
control activities: (a) an excessive number of controlling agencies whose authorities tend to overlap; (b)
fiscal focus of the applicable legislation and activities of inspecting bodies; (c) the fact that innocent people
can be brought to trial; (d) the right of the controlling agencies to indefinitely extend the timeframe of
inspections; () absence of a clear-cut procedure for the imposition of economic sanctions; and (f) the fact
that it is virtually impossible to reimburse the costs incurred by the illegal actions of the inspectors.

Entrepreneurial Unions

There exist several major nationwide business associations in Belarus, the Belarussian Confederation
of Industrialists and Entrepreneurs being the largest business union by far. It presently unites 15 entrepreneurial
associations. Some nationwide business associations have a network of regional branches.

The creation of a regional business association has recently been given a boost, largely due to the
failure on the part of nationwide associations to pay sufficient attention to the concerns of the local
business community. These nationwide associations have also stepped up their drive to attract new
members. In a number of cases trade unions have assumed the role of businesses associations. This is
particularly true for trade unions of market vendors.

The following aspects can be considered country-specific in the operation of business associations:

e The status of business associations is not clearly defined in the applicable legislation; therefore,
they must come up with an organizational form that fits in with current legislation.

¢ In a number of cases the members of the same business association pursue conflicting goals, as
some associations comprise managers of state-owned enterprises and private entrepreneurs.

e They unite an insignificant portion of entrepreneurs (no more than 5 %). This can be ascribed to
the fact that they have an uncertain legal status. In addition, both the state and business community
are skeptical about their potential.

e Business associations are, as a rule, unable to effectively lobby for the interests of the business
community. There have been some positive developments in this regard lately, however, as
major business associations are called upon to assess business-related legal drafts and their
representatives are included in the working groups tasked with the development of business-
related legislation and parliamentary commissions.

e They face considerable financial problems caused by the overall state of the economy, as their
members are unable to pay sufficient dues. This funding shortfall leads to difficulties with securing
premises, acquiring office equipment, legal information, etc.

e The powers-that-be do not perceive business associations as partners but rather as adversaries,
thus making cooperation virtually impossible.

In Lieu of a Conclusion

The state should drastically reduce its interference in the economy. In order to make this happen,
the role of state agencies should be re-considered. To this end, some aspects of business activities
should be excluded from the remit of administrative bodies and instead be regulated by contracts. One
common goal should be to unite the state and its citizens, namely the creation of the environment
conducive for the free development of an individual (Article 2 of the Constitution of the Republic of
Belarus). We will be able to reach this goal only if we pull together.
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Neither Freedom, nor Equality, nor Fraternity

Over the last five months the word “liberalization” has become firmly entrenched in the vocabulary of
Belarussian lawmakers. Large industrial enterprises, collective farms, small business and individual
entrepreneurs alike find the current regulatory regime stifling. So far the Government has not proceeded
beyond rhetoric. Registration, certification and licensing procedures have remained unchanged and
so have taxation and customs legislation. The Government and local authorities have introduced
stricter regulations for the sale of a variety of goods in a bid to monopolize retail trade and drive out
small businesses which are a major source of new jobs. Correspondent Yaroslav Romanchuk discusses
the current business climate with the veterans of Belarussian business. They were among the first
entrepreneurs to set up cooperatives in 1987 and since then have considerably expanded their presence
in the Belarussian market. They have not seen any real signs of liberalization and can talk for hours
about the increased authority of state bureaucrats.

Q. What should the state do to convincingly demonstrate to the business community that
liberalization has come?

For a start, a level playing field should be created for state enterprises, privately-held companies and
individual entrepreneurs. Courts should extend equal treatment to both private business and state
agencies. If the Gorizont TV Plant, the Minsk Tractor Factory and state food-processing concerns all
found themselves in the same business environment as a small business, they would be at the forefront
of the fight for liberalization. As things stand at the moment, certain agencies that can be called “state
entrepreneurs” use the existing plethora of instructions to gain unfair competitive advantage over their
rivals. In the long term, these practices negatively affect the interests of consumers. We all know, of
course, that it is no use to take the state to court.

Q. Does this mean that it makes no sense for small entrepreneurs to seek protection from the court?

It depends on who the defendant is. If you initiate court proceedings against the tax inspectorate
regarding some minor disputes, you should not be afraid that the case will backfire. The fallout may be
limited to regular full-dress inspections after the court session. But a case against customs might entail
some grave consequences, especially if the company is involved in import/export. Petty objections
and demands to abide by the innumerable number of instructions can obstruct the execution of any
contract and increase overhead. Customs clearance as it is can take up to a week, but if you are singled
out by the customs officials, the procedure can last up to five weeks.

Q. What other agencies should small business stay away from? How else can small businesses
be discriminated?

At every stage of his activities, an entrepreneur must deal with a variety of state agencies who issue
permits, certificates and licenses. A document can take anywhere from one hour to three months to
obtain and it can cost anywhere from USD 10 to USD 2,000. Your goods can get stuck in the warehouse
or you can start selling them right away. Bureaucrats apply a very simple scheme to put pressure on
businesses. Armed with dozens of instructions and norms, officials of dozens of controlling agencies
descend onto companies. An inspector from the metrology committee comes to a company, checks its
equipment and says: “Comrades, your rulers and triangles do not meet the established requirements.
Your pencils are sharpened at the wrong angle as well.” It is much easier to find the solution on the spot
than go through the official channels. Certification offers unparalleled opportunities for self-expression
to bureaucrats, followed by licensing, which is not only expensive but time-consuming as well. An
easily-revocable license is, in effect, a stranglehold which bureaucrats keep close at hand. The fact that
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a license is issued for six months
or a year rather than for five years
is another tool that can be brought
to bear. Belarussian bureaucrats
have created a system where the
role of a constant suppliant is
relegated to small business. The
situation has further deteriorated
over the last few years. Why has a
limited group of bureaucrats taken
upon themselves the right to issue
work permits?

Q. What problems did you
experience when you tried
to break into a market?

The biggest problem is to obtain a license. An entrepreneur has to get through such a mind-boggling
number of state agencies and take out such a frighteningly huge quantity of permits that he starts
having second thoughts about his decision to get into business. Many know that feeling of rage when
your computer freezes on you. The Windows operating system has become an integral part of everyone’s
life. You open up a window and it unleashes a flood of applications and links. The Belarussian
regulatory framework bears a close resemblance to the Windows operating system. A bureaucrat gives
an entrepreneur a list of documents he has to submit to obtain a license (certificate or permit). Than
each item of the list scrolls down and reveals a whole lot of additional documents that need to be
collected. The number of items and sub-items is unbelievable and new windows keep propping up.
The result is the same for both the economic and computer systems—namely, that everything freezes up.
The economy is presently witnessing a downward slide in productivity and instead of high technology,
the country starts using type-writers.

Q. Can you give me a concrete example of someone trying to get a license?

I will briefly describe the procedure that a company who is willing to sell cell phones is obliged to get
through. First, the company takes out a wholesale license. To be able to deal in cell phones, it should
take out a load of certificates and permits. Then, it signs a contract and imports a trial batch. The
company deposits the batch at the customs warehouse and goes to BelGIE for an import permit. The
permit should be ready within ten days if all the require paperwork is in order. There is one catch,
however. The cell phone the company acquired should be certified in Belarus, otherwise it cannot be
used in this country. The procedure for the certification of phones is as follows. The company should
write an application to BelGiproSvyaz State Company, requesting the right to import a batch of cell
phones for certification. The permit can be acquired for a fee. Every document carries a fee. The more
quickly you want to get a document, the more costly it will be.

Prior to obtaining a certificate, the company should take out a sanitary document confirming that the
cell phone is safe to use. As the state is extremely concerned with the safety of consumers, this procedure
lasts at least two weeks and is certainly not free. Then the company should muster all its patience and
wait for a minimum of two months before the top-of-the-line German, French or Swedish cell phone is
duly certified. The laboratories of the certification authorities are well equipped and the certification
officials get a particular pleasure out of double-checking the work of their European colleagues. Why
would someone want to double-check a Siemens, an Ericsson or a Motorola? As these companies
value their reputation, they have quality control services that are much better equipped that the Belarussain
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certification agencies. Most countries in transition have long stopped wasting their tax-payers’ money
on certification of well-known brands. Corporate interests of a small but aggressive group of certificate
and license issuers still hold sway over those of teachers, doctors and youth. In Europe, the USA and
Japan consumer groups have a great deal of influence on producers. Media outlets and a network of
private-owned quality control centers are well equipped and have significant clout. Consequently,
most of the work done by the Belarussian license and certificate-issuing agencies is at best wasted or,
as is often the case, damages the interests of both the state and the people. A company can obtain a
certificate for five samples that were manufactured in Germany and then import 3,000 units that were
made somewhere in Ukraine or in the Rostov Region.

Finally, the company has the long-awaited certificate. It wants to import the goods, pay the taxes, go
about its business legally and create new jobs. It turns out that the state does not need the money at all.
To start selling the goods, it still must take out a number of permits. For a start, the company should
secure a permit to sell the cell phones. Its intentions to import the goods and to sell them are two
different things that cannot be confused. On the basis of the certificate, the company gets a sales
permit. Afterwards, it files another application with BelGia which should agree upon this issue with
the KGB and other interested parties. The company can consider itself lucky if this takes two weeks.
Having obtained this document, it goes to BelGia again, but this time it needs to get an import permit.
This permit must contain the number of the company’s sales permit. The import permit is valid for one
month only and if the company doesn’t execute the deal within this timeframe, it will be forced to start
the whole process anew. With the import permit in hand, the company manager rushes to customs in
hope of quickly finalizing the customs clearance and start benefiting the state by paying taxes and
creating new jobs. The company cannot hire people if there are no goods in its warehouse. When the
company manager gets to customs, he is told “With all due respect to your company and the certificate,
we still require the Foreign Ministry permit.” The customs office cannot give the go-ahead without it.
The Ministry permit has a price tag of 1 % of the batch value. Armed with all manner of certificates
and permits and having paid the duties and fees for the services of diverse state agencies, the company
manager finally receives the goods, which were acquired with a bank loan for which the company has
to pay an interest. If you believe that now the company can start selling the cell phone, you are wrong
again. The company manager must now take all the cell phones and the list of their serial numbers for
registration to BelGIA. The registration of cell phone carries a charge of three dollars. It turns out that
each cell phone should now have a passport. At long last, each unit has a passport and are finally ready
to serve customers who are made extremely happy by the elaborate system erected for their protection.

Q. What role is played by the Ministries in establishing the parameters of the business
environment?

I believe that it is extremely difficult for any company to secure the receipt of multiple documents in
specialized ministries, such as the Ministries of Industry, Health, Communications, etc. The conflict of
interest is obvious, as the ministry officials are the ones who oversee state enterprises and let in private
competitors at the same time. Below is only one of many examples when state regulation is taken to
the level of absurdity. Services are subject to certification in Belarus. In this context another document,
“the certification confirmation,” has been recently introduced. From now on, people who received
certificates and licenses will have to go to Minsk to pass an exam to make sure they fulfill the requirements
attached to the license or certificate.

The Ministry of Education made a deal with the Ministry of Industry that it will contract only two
companies for the performance of certain assignments all over Belarus. A similar Ordinance was
issued by the Executive Committee of the Zavodskoi District, which obliged all companies to contract
the execution of certain work out to specified enterprises, located in this district. The Minsk City
Executive Committee has established a City Supply Agency, which issues other state body permits for
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the acquisition of goods and services. A state-owned enterprise can deal with another suppler only if
the City Supply Agency doesn’t stock this good or doesn’t render the services required. The price of
the deal is certainly fixed. In effect, this practice squeezes small traders out of business. The Ministry
of Trade is clearly seeking to monopolize the internal market. It is the bureaucrats’ fondest dream to
see all kiosks and stalls supplied by one or two Ministry-controlled wholesale traders. It does not
concern only cigarettes and alcoholic beverages, but even mundane gums and chocolates. The Ministry
of Trade wants to scoop up all of the profits made by tens of thousands entrepreneurs who go on
shopping tours to China, Turkey and Russia.

Q. What other tools are typically used to harass small business?

Interaction between the state and private business in the area of premises leasing is another tale of woe.
The system, where the rates vary from USD 0.5 to USD 35 monthly per square meter depending on
who the lessee is, has a built-in mechanism of bribes and abuses. State bureaucrats have complete
discretion when it comes to the determination of the rent rate. The Belarussian machinery of state
regulation graduated the early bureaucratization stage fairly quickly. It is presently at the stage of
bureaucratic saturation, which will be followed by a deep crisis and disintegration. Directors clearly
do not properly perform their duties and sabotage directives from above. It is much safer to work by
the book. It is no big deal that things are almost at a standstill and there will be no money for pensions
in a couple of months.

There is one more method that enables a bureaucrat to exercise full control over a small business. Caps
have recently been introduced on the amount of electricity that can be used by enterprises. These caps
vary significantly for state and private companies. The latter are allotted barely enough for lighting and
running one machine for half a shift. Then a company director is summoned to the bureaucrat and is
informed that the electricity costs that can be included in the tax-deductible unit costs must not exceed
the established quota. Understandably, to arrange an increase in the quota, the bureaucrat’s motivation
should be given a boost. If you acquire raw materials as a private company, be prepared that you will
have to pay considerably more. The price can be reduced not by buying in bulk or by concluding a
long-term contract, but rather by establishing a mutually beneficial relationship with a state bureaucrat.

Q. The introduction of an overly complicated state registration system was in part justified by
the need to eradicate “one-day” companies. Has it achieved its stated objective?

No matter how the powers-that-be toughen up the registration procedures, “one-day” companies will
continue to exist, as long as it remains profitable. If these companies are allowed to evade VAT and
legalize smuggled goods, the benefits will still outweigh the registration costs. Under the present
system, it does not make any sense to fight “one day” companies. The taxation system should be
overhauled by shifting the onus of taxation onto individual citizens. Now that we have transparent
borders with Russia and Ukraine and semi-transparent with Lithuania, entry barriers are only harmful.

Q. Frequently changed legislation is another severe problem for Belarus. How many
accountants should a company employ to keep track of all the changes and implement
them?

I have never met an accountant who was aware of all the legal acts that pertain to the line of business
which the company that employs him is in. I will give you an example that amply illustrates the
“civilized” nature of Belarussian economic legislation. A team of entrepreneurs has decided to play
football with the government. The referee whistles and the game kicks off. The Entrepreneurs score a
goal. The captain of the government team takes the referee aside and in several minutes the match
starts anew but the rules have changed. The defenders of the entrepreneurs’ team are barred from
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crossing the center line and the goalkeeper is not allowed to use his hands. But even under the new
rules, the businessmen keep winning. After another stoppage the referee orders the entrepreneurs to tie
up their shoelaces and bars them from hitting the ball with their right leg. As a result, the government
wins and loudly declares the superiority of the state property. Therefore, entrepreneurs are virtually
unable to forecast what bureaucrats will come up with.

Q. Whatrole do lawyers play in a system like that? What is meant by “a good trouble-shooting
lawyer” in Belarus?

The legal protection of a business in the Western sense of the expression is impossible in Belarus, as
decisions are not adopted by law but rather by spirit. This spirit is differently interpreted by entrepreneurs
and bureaucrats. Lawyers are trying to make their presence felt by showing their degrees and certificates
issued by Western law schools, but in the Belarussian environment one bureaucrat without a degree in
law can offer better protection than a graduate of the Harvard Law School. Legal safeguards are non-
existent in a state where the President orders the termination of all leases concluded with private
companies, and ministries impose contractual conditions and bar state enterprises from buying goods
from private suppliers.

Q. Have you heard about court cases where private companies actually won against state
agencies? If you have, what is their fate?

Yes, private companies have won against local financial and taxation authorities. But it is virtually

impossible to gain the upper hand over higher ranking state agencies. It is cheaper and safer to secure
the support of certain individuals who will provide legal and administrative protection.
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Q. How developed are the informal problem-solving mechanisms in Belarus?

Over the last ten years disreputable companies have been virtually eradicated by the informal “guardians
of the business forest.” However, business dishonesty is still rampant in the oil, chemical and
metallurgical sectors. Collective farms lack any protection at all because they cannot retire their debts
to banks, as they are not owners of their enterprises. Economic relations in this sector are nothing but
force majeure. Companies that have been operating for ten years or more and have proved their staying
power can easily hold their own in the Western market as well.

Q. Is there mafia in Belarus?

Yes, of course. It depends on how you define mafia, however. Former KGB employees, retired army men
and former communist apparatchiks form the linchpin of a corporate network of contacts and can ensure
very high-level protection. In this case, it can be said that the state has been privatized by a group of people,
who design the current regulatory system and oversee entry into individual market niches.

The second group comprises criminal elements whose modus operandi resembles those of similar groups in
Russia, Poland and Lithuania. Some entrepreneurs have cut deals with criminals but if a company is not
involved in smuggling or other illegal activities, it can have no ties with the criminal community.

Q. The picture you have painted offers little grounds for optimism. Does it make sense to
discuss amendments to the current state regulatory system? To all appearances, drastic
changes are needed.

Laws should be made in such a way that people find it too expensive to violate them. When it comes
to re-working the licensing, registration, certification and taxation systems, cosmetic and superficial
measures clearly do not suffice. Before coming down to the task of regulating entrepreneurial activities,
it is essential to understand the significance of private property. This is ground zero for all reforms.

Second, the law on land ownership should be adopted. Belarussian citizens should be allowed to open
hard currency bank accounts in both local and foreign banks. Certification should be placed outside
the sectoral ministries’ remit. The owner of the state property cannot assume the functions of both a
judge and an auditor of privately-owned companies. Consequently it would be worthwhile to entrust
private agencies with certification. If the norms set forth in thousands of legal acts were strictly enforced,
state enterprises would be unable to obtain permits to become involved in manufacturing. Certification
officials, however, jet set around Europe visiting manufacturing plants of leading Western producers of
computers, cell phones and household appliances to get acquainted with the technology. I have not
seen a single state official who would be willing to go to a sheep hide processing plant in Mongolia.
What is the rationale of changing the standards for the production of plastic windows every three
months? The only reason is money-grubbing. The Belarussian government seems to have adopted the
slogans of the French Revolution. But if we have freedom, why do I have to seek permission to work?
If we have equality, why do enterprises pay different taxes? If we have fraternity, why do foreign and
local businessmen have to pay more than state companies for the same goods? 1 have not been able to
elicit the replies to these questions from a single state official.
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