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1. Motivation and Summary

• Future productivity and income growth of Belarus rests on the ability 
of labor to reallocate from less productive to more productive sectors 
and firms

• Reallocation contributes significantly to productivity growth: 
“creative destruction” is productivity enhancing

• While Belarus has a well-developed portfolio of labor market 
programs – including unemployment benefits (UBs) and employment 
programs – these may not offer the type of protection required by a 
dynamic labor market



Motivation and Summary

• Building on the experience of transition and other countries, Belarus 
is in an excellent position to put in place an effective, modern system 
of income support for the unemployed. 

• There are various options to be considered, ranging from the 
generosity and accessibility to motivational design, financing, and 
administration of UBs, while distinguishing initial and long-term set 
up of the system.



Motivation and Summary: Options and principles

• Possible designs include concurrent programs of unemployment 
assistance (UA) and social assistance (SA), in the initial phase, and 
unemployment insurance (UI) and social assistance, in the long run

• The UB program should rest on long enough potential benefit 
duration and reasonable, affordable level of benefits



Motivation and Summary: Options and principles

• Countering the reduction of work incentives should be done by 
– choosing carefully program design parameters

– conditioning the receipt of UI on job-search, work and training requirements, 
and using monitoring and sanctions.

• Strengthening of UBs would benefit from the reform of severance 
pay, in particular, its conversion into  individual severance pay 
accounts (example of Austria).



2. Lessons from the Introduction of UBs In Transition 
Countries 

• Anticipating the increase of unemployment, by the early 1990s all 
former socialist countries enacted legislation for the provision of 
income support for the unemployed, using Western models as their 
blueprints: 
– Replacement ranged between 50 and 70 percent, and were often falling over 

time

– Potential benefit duration ranged from 6 to 24 months

– Eligibility requirements called for prior employment for at least 9 to 12 months, 
within a reference period of 12 to 36 months, with waiting period  for quitters

– Financing was based on contributions from employers and workers, and deficits 
were funded by government
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Replacement rate (benefit level as a percent of the wage in 
previous job)
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The share of recipients among the unemployed
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Lessons learnt

• The introduction of UBs was clearly required:

• The program provided solid and effective income support in countries 
where UBs:
– represented a sizeable share of household income

– were received by the majority of households with unemployed workers, and 

– were directed to poor households (for example, in Poland and Hungary) 

• In these countries, they had:
– strong antipoverty effects, and 

– were strongly progressive – they helped reducing income inequality (Vodopivec 
et al. 2005) 



Lessons learnt (cont.)

• In countries where small share of unemployed households received 
UBs and where benefits represented a small share of household 
income (for example, Estonia and Latvia), the program offered a less 
adequate income protection.

• Public provision of income support was critical, given the limited 
effectiveness of private coping mechanisms during early transition. 

• BUT: the programs generated significant side-effects – perverse 
incentives and sustainability problems



Lessons learnt

• UBs created work disincentives:
– UBs reduced the probability of taking a job (Vodopivec et al. 2005)

– UBs created “unemployment traps,” particularly means-tested programs” (high 
effective marginal tax rates related to taking a job) 

– Claimants with large families sometimes received higher benefits under social 
assistance than under UBs, hurting incentives to return to work  

• Countries with no cross-checking between unemployment benefit 
payments and earnings records experienced “double dipping”

• Many programs faced fiscal sustainability problems



Survival in unemployment of UI recipients, Slovenia, new 
and old law 
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3. Options for income support for the unemployed in 
Belarus

• Belarus needs to significantly strengthen its current “notional” 
unemployment insurance scheme in order to prepare for
– a higher volume of unemployment during the restructuring 

– different profile of unemployed persons 

• Experience of other transition countries offers valuable guidance and 
points to the use of three types of programs:
– unemployment insurance, 

– unemployment assistance, and 

– social assistance. 



Current UB system in Belarus needs strengthening

• The current UB system – a part of Social Protection Fund – does not 
offer sufficient protection to meet the demands of a dynamic labor 
market:

• Provides extremely low level of benefit 
– In October 2013, the average monthly amount of UB was BYR 142,586 (about 

USD 13) or just 9.7% of the minimum wage and 2.6% of the average wage

– Unemployment benefits was a bare 0.004 % of GDP, a vastly smaller amount 
compared to 0.6% for OECD and 0.4% for transition countries

– Earnings-related nature of the system is suppressed by the maximum value of 
UBs (2 base wages)

• Serves only a low share of the unemployed
– 1.4 % of the labor force receives unemployment benefits in Belarus, compared 

to 3.4% for OECD and 2% percent for transition countries



Ratio of average UB to average wage in transition countries, 
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Income support programs for the unemployed to be 
considered

• Unemployment insurance (UI). Workers and their employers pay 
earnings-related contributions which, upon separation, entitle 
workers to limited time unemployment benefits according to 
predetermined eligibility conditions. Primary objective is 
consumption smoothing. 

• Unemployment assistance (UA). The program is similar to UI but may 
be funded by government and may provide benefits to first-time job-
seekers. It usually pays  flat benefits at a lower level than UI, for 
limited time. Primary objective is poverty reduction.

• Social assistance (SA). The program offers financial assistance of the 
last resort financed by tax revenues, providing cash or in-kind 
benefits on a means-tested basis to applicants with insufficient 
resources to maintain a minimum standard of living, provided 
indefinitely. Primary objective is poverty reduction.



Proposed Options

• Option (1) – Long-term option: unemployment insurance (UI) and 
social assistance (SA) concurrently

• UI component:
– Provides consumption smoothing for laid-off workers, with proved record to 

provide adequate support (OECD, transition countries)

– To improve work incentives, the UI program could function as a hybrid, two-
component system of unemployment insurance savings accounts (UISAs) and 
solidarity funding (Chilean example) – can offer the same level of benefits as a 
standard program 

– Financed by worker/employer contributions

• SA component:
– Aimed at poverty reduction (it is a means tested, unlimited duration program)

– Being a general program, it also covers unemployed who have exhausted UI/are 
ineligible for it 



Proposed Options

• Option (2) – Short-term option: unemployment assistance (UA) and 
social assistance (SA) concurrently 

• UA component
– Provides limited consumption smoothing (flat but non-means tested benefits 

for limited duration; possibly earnings-related)

– Caters to laid off workers, possibly also to first-time job seekers

– Financed from the government budget (there may be fiscal space due to 
reduction of enterprise subsidies) 

• SA component as above



Discussion of options: 
option (1) vs. option (2)

• Compared to UA, UI provides more generous support – higher level 
of benefits – and thus more effective consumption smoothing. This is 
particularly important for better paid workers, whose effective 
replacement rate under flat-rate UA would be very low

• The rationale for UA are cost savings. In the initial phase, large fiscal 
pressures may dictate tilting unemployment support toward poverty 
mitigation     UA instead of UI



Discussion of options: 
option (1) vs. option (2) (cont.)

• Most importantly, in comparison to the current system, the level of 
unemployment benefits would have to increase by a multifold factor 
under both options

• There is strong reason for budget financing (possibly also to partly 
fund UI):
– reduction of enterprise subsidies will create fiscal space for financing of UBs

– there is the already exceedingly high tax burden on labor 



Discussion of options: Transition from the initial to the 
longer-term system 

• Introduce UI before the start of intense restructuring to accumulate 
reserves, possibly with small contributions, and increase them when 
the labor market situation improves 

• Variant (1): the increased UI contributions could completely 
substitute for budget financing, and at that point the UI would 
replace the UA program



Discussion of options: Transition from the initial to the long-
term system (cont.)

• Variant (2): a “hybrid” system (similar to Chilean):  

• UI contributions could be deposited to individual accounts under 
unemployment insurance savings accounts (UISAs) (possibly linked to 
severance pay reform), creating a two-component hybrid UI system:
– individual funding: payments made from individual’s UISAs, 

– solidarity funding: flat benefits paid under UA (in longer run, also paid by 
contributions) 

• The hybrid system would stimulate labor market flexibility and work 
incentives while providing the worker protection equivalent to 
variant (1)



Discussion of options: Linking the introduction of UI with the 
reform of severance pay

• Austria in 2002 reformed its standard, conditional severance system 
by replacing it with unconditional, regular payments to all workers 
deposited to their individual accounts 

• The reform: 
– Eliminated duplication in the provision of income support to the unemployed

– Increased labor market mobility (severance pay creates inefficiencies:  it 
reduces employment, stifles innovation, and limits access to jobs for 
disadvantaged groups)

• The reform can be part of the introduction of the “hybrid” UI system, 
as it creates individual unemployment accounts for all workers



Discussion of options: Ensuring adequate benefit structure 
Under UI

• Replacement rate to range between 50 and 70 percent

• The potential benefit duration should be set so as to cover most of 
the unemployment spell 

• Recent research shows that falling replacement rate reduces the 
insurance function of unemployment benefits

• There is a trade off- between the consumption smoothing function 
and work incentives



Discussion of options: Improving work incentives under UI 
program

• Choose carefully the design parameters of UI:
– Set replacement rates and potential benefit duration consistent with work 

incentives

– Avoid poverty and joblessness trap by reducing personal income taxation for 
certain groups 

• Use monitoring and sanctions for failing to follow the rules

• Condition the receipt of UI with participation in ALMPs 

• Introduce “self-policing”: unemployment insurance savings accounts 
(UISAs) – a recent institutional innovation



Discussion of options: Use of sanctions and participation in 
active labor market programs (ALMPs)

• Use of monitoring and sanctions has proved to be effective: if  
recipients do not comply with program rules (about job search, for 
example), benefits are temporarily reduced or suspended
– In Switzerland, for example, unemployment duration to decrease with roughly 

three weeks, from 33 to 30 weeks

• Conditioning the benefit receipt on participation in ALMPs has been 
shown to work as a screening device
– In U. S. , studies show that the mere threat of being placed in a labor market 

program can reduce time spent on UI and boost job findings



4. CONCLUDING REMARKS

• Key challenges faced by Belarus in strengthening its UB program are:
– how to provide adequate protection for an increased level of unemployment, 

and 

– how to mitigate side effects of UBs – distortion of work incentives,

– how to take into account existing fiscal constraints, particularly restraining from 
excessive tax burden on labor

• Experience of other transition and OECD countries in providing UBs 
offers valuable policy lessons 

• The income support for the unemployed has to be coordinated with 
many other policies – particularly active labor market policies – to 
enable  large-scale restructuring


