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Presentation Notes
 Excellency, Ladies and Gentlemen, it is a pleasure to be here with you today. I have met many of you during the fact-finding mission for the preparation of the IPR and I am very pleased to share with you the key findings and recommendations of our report.

 Let me start by outlining the key objectives of this Review...


UNITED NATIONS CONFERENCE ON TRADE AND DEVELOPMENT

New policies...

o Belarus offers investors many opportunities
e But unstable past policies affected FDI

e Since 2007 - a new direction

— Business registration streamlined

— Golden share rule abolished

— Tax system simplified for SMEs

— New Incentives to attract investment
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. *_but private investment, including FDI,
remains low

0 Belarus received less FDI than other CIS
countries

Q Private sector represents 25% of GDP
(CIS average above 65%)

Q SMEs represent 8% of GDP
(CIS average 26 to 65%)
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Presentation Notes
Over 2001-2006, average annual inflows to Belarus: 200 Million, Lithuania: 632 million; Latvia: 400 million, Ukraine, 2.5 billion. In relative terms, FDI inflows per capita: Belarus $20, CIS: $61. FDI Stock per capita (2007): Belarus: $466, CIS: $1,570

...where the private sector share in GDP ranges between 65 and 70%

...number increasing also due to compulsory registration of invidual entrepreneurs introduced in December 2006. Share of SMEs in GDP in other CIS countries ranges between 26 and 65%

Reduced international demand is a problem not only for its impace on Belarusian exports, but also on FDI attraction and the development of the local private sector.  More than ever, it becomes critical, that the Government sustain the competitiveness of the local economy. This cannot be achieved only by means of competitive devaluations, but through a long-term strategy aimed at improving the investment climate to enable the local and foreing investors in Belarus to become more efficient and compete in the international markets.

... NEXT: FDI IMPACT
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UNITED NATIONS CONFERENCE ON TRADE AND DEVELOPMENT
~ A'strategy to attract increased FDI and
support SME development

1. Improve FDI-specific regulations
2. Improve the general investment climate
3. Remove obstacles to SME development

4. Adopt policies to foster SME development
through FDI



UNITED NATIONS CONFERENCE ON TRADE AND DEVELOPMENT

= | Improve FDI-specific regulations

Q Update the Investment Code
Q Harmonize the investment legislation

Q Introduce facilitation support for the regions
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Presentation Notes
2. One important aspect here is to list in the Investment Code all the conditions under which the standard “non-less favourable” treatment of foreign investors does not apply
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.+ 2. Improve the general iInvestment
climate

Q Review the licensing requirements

Qa Improve fiscal competitiveness

Q Revise the wage classification system
Q Streamline land zoning and allocation

Q Strengthen the competition regime
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Licences: 

 only those activities which pose public interest concern in respect to health, safety or consumer protection should be licensed. 

 so as to protect the relevant public interest without imposing unnecessary restrictions on the licensed activity.  

 These should include an administrative appeal and a judiciary one.



Taxation: 

 This is a very helpful fiscal tool to support investors in their entry and establishment, which are typically the moments when they experience most expenses.

 Belarus already has a working VAT system in place with an adequate rate.

 Simplification in the tax filing and payment already initiated, 3 payments per year (the first two based on estimates)

 The possibility for manufacturers on the list to import inputs free of duty and their exemption from VAT if they sell to the domestic market constitute a double incentive which discriminates among producers in Belarus and fosters an uncompetitive manufacturing sector in the Zones.




a Lower taxes on SMEs

Q Remove price limitations

O Reduce the administrative burden on SMES

Q Revise the reporting requirements
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INTRO: As mentioned, the Government has set ambitious objectives for the SME sector. Our review stresses that unless the issues mentioned before are tackled, the effectiveness of any specific policy targeted at SME development will remain limited. Moreover, there are a number of constraints specific to the SME sector which will need to be addressed. Among these: 

 Taxes: particularly onerous for SMEs, both in terms of level and administration (even the smallest company require at least one full time accountant). SST improvement in this respect, but to play its incentive role, than halven the levels.

 Current price controls (direct price setting by authorities for socially-important products, setting of maximum price increase indexes and by establishing methods of price setting). Cost to SME: time and resources spent on preparing cost-information reports and registering new prices, recourse to specialists to avoid high fines for mis-reporting. Also, discourages linkages with TNCs to which such price controls do not apply

 Although IFC reports progress in number of administrative controls, these are still excessive, and by too many enterprises. Support IFC recommendations: simplification of legislation, improved coordination among reporting agencies, targeting of inspections to high risk cases and alignment of sanctions to gravity of infraction.

 Reporting, similar to controls, high cost to comply (study suggests that $420/month are spent on HR for reporting.

 Education in Belarus is very good but profiles biased towards sciences and engineering, neglecting social sciences and business skills. Also make it easier to hire foreign skills. 
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4. Adopt policies to foster SME
development through FDI

Q Strengthen the investment promotion agency

Q Support entrepreneurship development

Qa Design specific linkages programmes
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 Belarus has to position itself as an attractive destination for FDI (sizeable internal market, priviledged location between Russia and EU, well developed transport infrastructure and highly skilled and relatively cheap labour force). Once reforms are carried out, Belarus will need to invest in changing the image of a fundamentally State-run economy with little scope for private investment. Investment promotion needs to be strengthened beyond the facilitation function. In this respect, we understand that the GVT is considering establishing a new IPA. This should be equipped to carry out professional targeting, starting with those sectors and activities most likely to generate linkages with the local economy. Other functions also important.

 The creation of linkages and the internalization of the spillovers from FDI depend to a large extent on the local absorptive capacity. The current incentives for TechnoPark activities are examples of targeted policies to foster innovation, but they need to be complemented with ... So that the local SME sector can fully share in the gains from the attraction of high-value added investment. Refer to the report.

 Linkages potentially the fastest channel for upgrading domestic enterprises, facilitating the transfer of technology and skills and the access to finance and markets. The report details the elements of a linkages programme for Belarus designed on the basis of best international practice, as adapted to the Belarusian context.
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