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Social risks of transition: 
Three key questions for Belarus

1) What do we know?

2) What don’t we know?

3) What should we do about it?

???



“New normal”: Slow or no growth in 
Belarus’s key trading partners . . .
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. . . And for Belarus
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Belarus has human development 
accomplishments to protect



How do Belarus’s HDI trends look?

• Highest HDI in CIS

o Belarus overtook 
Russia in 2010

• Not as high as EU 
neighbours

• Impact of crisis 
seen in post-2007 
flattening of HDI

o Warning for 
Belarus?

Source: UNDP Human Development Report Office.
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Belarus reports very low rates of 
absolute income poverty . . .
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. . . And income inequality
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Basis of Belarusian social model—Full 
employment in state-owned enterprises

– Above social 
minimum

• Many forms of 
social protection 
linked to 
employment

• Risk: What if open 
unemployment 
grows?

• With relatively high minimum wage

"Tractor Belarus MTZ-2-2" by Hanna Zelenko



Other pillars of Belarusian social 
model also face growing risks

• Generous pension system

– Even social pensions above poverty line

– Longer-term demographic trends?

• Maintenance of health, education 
infrastructure supported by rapid growth

– What happens now, when slow/zero/negative 
growth is the “new normal”?

• This model was present in many other 
transition economies—and collapsed (in 
whole or in part)



There are vulnerable groups in 
Belarusian society
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Global social protection discourse

• Developing countries: 
– Extension of universal coverage

• Key platform: “Social Protection Floor” initiative

– Integrated approaches—Align social protection 
with policies concerning
• Employment

• Food security

• Climate change adaptation

• Developed countries: How to finance social 
protection for aging, shrinking populations?
– Underfunded state pension systems

– Rising health care costs



Global discourse reflected in SDGs 
(ratified at September post-2015 summit) 

• SDG8: Inclusive growth, 
employment
– “By 2030, achieve full 

employment and decent 
work for all women and 
men, including for young 
people and persons with 
disabilities”

• SDG10: Reduce inequalities

• How to interpret these?
– Aspirational? Yes

– Irrelevant? No

– Employment policy: First 
do no harm



What don’t we know? (I)

• How to do market transitions in industrial 
economies without major social costs?

– Rapid growth in unemployment

– Growing holes in social safety nets

• How to respond to unfavourable demographics?

– Migration should be the answer, but . . .

• How to “target” social protection without 
significant errors of inclusion, exclusion?

– Universal, categorical social protection systems (e.g., 
pensions):

• May be less efficient than targeted instruments . . .

• . . . But are more effective than targeted mechanisms



What don’t we know? (II)

• How to do active labour market policies:

– For vulnerable groups (e.g., long-term 
unemployed)

– During slack labour market conditions

• How to avoid moral hazards in social 
protection?

– Unemployment benefits, other income support 
instruments are often too small to protect their 
recipients from poverty

• How to introduce the institution of social 
workers?



What should we do about it? Three 
suggestions, from experience

1) Maintain macroeconomic stability

2) Raise the costs of energy, not labour
– High payroll taxes reduce employment in formal sector

– Higher energy prices:
• Stimulate growth of “green economy”, “green jobs”

– Don’t be afraid to raise communal service tariffs

3) There are no “one size fits all” approaches to 
enterprise restructuring
– Company specifics matter—particularly in terms of:

• Share of labour costs in total costs

• Influence on local labour markets

• Possibilities for privatization



Why macroeconomic stability? 
Inflationary pass-through

• In “new normal” with 
slow/no income growth, 
a 10% devaluation 
reduces real incomes by:
– 2-3% (on average)
– More for low-income 

households—driving up 
poverty

• By contrast, utilities are 
10% of CPI (or less)
– Dealing with opposition 

to tariff hikes requires 
social consultations, 
communications

• IMF research (in Belarus): A 10% devaluation results in 5-7% 
increase in food prices

• Foodstuffs are 49% of CPI (more for low-income households)



Company specifics matter: 
Concrete example (I)

Company 1 Company 2

Losses -$20 Losses -$20

Revenues $100 Revenues $100

Costs: $120 Costs: $120

- Labour $10 - Labour $60

- Non-labour $110 - Non-labour $60

• Givens:
– Two state-owned enterprises making equal losses
– 100% unemployment compensation for 1 year

• Closing Company 1 saves the state budget $10/year . . .
• . . . But closing Company 2 costs more than keeping it open (at 

least, for three years)
– $20 in losses < $60 in unemployment benefits



Company specifics matter: 
Concrete example (II)

• Three years is a lot of time to restructure, 
privatize, modernize Company 2

• Other factors: 
– Place on local labour market

• What if Company 1 only accounts for 1% of local 
employment, but Company 2 accounts for 10% 
(градообразующее предприятие)?

– Privatization strategies, priorities:
• Maximize income for state budget?

• Maintain employment after privatization?

• Attract capital, technology, know-how for privatized 
company?



Practical considerations, more lessons 
from experience

• In crisis conditions, governments often have 
no choice but to stop production in both 
companies

• In dealing with градообразующее 
предприятия, politics often matter more than 
economics

• What to do, to find appropriate solutions to 
the specific challenges facing these 
companies?



What is needed? Accelerated private 
sector development

• Financial institutions

• Small, medium-sized 
enterprises

• Consulting, 
accounting firms

• Business press



State sector: Institutional capacity to 
function in market conditions

• Central government

– State property management 
(“state as owner”)

• Economic analysis of company 
prospects

– Lighter regulation of 
commercial activity

• Local governments play 
important roles in finding 
local solutions

– Спасение утопающих . . . 



Role of third sector (NGOs) 
no less important

• Engage, galvanize local 
communities

• Design, implement projects

• Broker inter-sectoral 
partnerships 

• Promote social 
entrepreneurship

• Resource mobilization



Thank you very much!

Ben.slay@undp.org
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