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EXECUTIVE SUMMARY
Growing macro-fiscal sustainability challenges in Belarus
In recent years, Belarus’ economy has encountered major headwinds. Growth has stalled, macroeconomic
imbalances have deepened, and public finances have deteriorated. Real GDP rose just 2.9 percent during
2012-2019, one of the weakest performances in Emerging Europe. This was in stark contrast with the
preceding decade, when growth averaged 7.2 percent a year, the highest in Europe. (Figure E1).
Preliminary data point to renewed contraction in early 2020, before the COVID-19 outbreak.
Large current account deficits financed by stepped-up external borrowing and major currency
depreciations have caused Belarus’ external position to deteriorate sharply, the worst in Emerging Europe
(Figure E2). Foreign exchange buffers have remained low, with Belarus having the weakest reserve
position in the region. A similar picture emerges with respect to public finances and the financial sector.
Belarus’ public debt more than doubled since 2010 to near 42 percent of GDP at the end of 2019, mainly
reflecting rising quasi-fiscal (SOE-related) debt and the very high share of FX denominated debt in total
public debt. The banking system, with the highest loan-deposit ratio in the region and a large net open FX
position, remains vulnerable to potential macroeconomic shocks.
Figure E1. Seasonally-adjusted real GDP

Figure E2. Net IIP excluding FDI liabilities, percent
of GDP

Source: BelStat, Haver, IMF WEO, staff estimates

The causes for this deterioration are structural and are rooted in the current economic model based on
an outsized public sector and reliance on Russia for cheap energy and as main export market. This has left
the economy vulnerable to developments in Russia and global commodity prices, increasing Belarus’
vulnerability to markets volatility and global shocks such as the COVID-19 pandemic.
The policy response to the headwinds has been pro-cyclical, focused on exchange rate adjustment and
ad-hoc fiscal retrenchment to avoid financial disruptions and resorting to increased foreign borrowing
rather than deeper structural adjustment. Monetary policy effectiveness has been limited by the high
dollarization, while the impact of the exchange rate adjustment has been undone by strong wage growth,
while causing a marked balance sheet deterioration of the government and the public and private sectors.
The fiscal adjustment was sizable, but episodic, protecting consumption at the expense of investment.
This has dragged down productivity and potential growth and reinforced macroeconomic imbalances.
9

Scope for fiscal adjustment has been constrained by the structural rigidities of Belarus’ public finances,
which are characterized by a redistribution rate more typical for advanced economies, reliance on volatile
energy-related revenues more typical for energy exporters, rising debt service, and a large share of
mandated spending such as wages, pensions, subsidies and other social expenditures. General
government expenditures in Belarus, at around 40 percent of GDP, are above regional averages and
significantly higher than in most countries with similar income levels. In addition, a significant portion of
outlays that are typically funded through the budget in other countries (such as social infrastructure,
sports activities, etc.) are also financed through SOEs in Belarus. Altogether, public spending is probably
around 50 percent of GDP and comparable to the high-income high-tax advanced economies. On the
revenue side, the main vulnerability is the dependence on energy-related export duties and income taxes,
which leaves revenues highly exposed to economic and commodity cycles.
Looking forward, Belarus now faces a period of sustained economic and fiscal pressures. These arise from:
a global economic shock caused by the COVID-19 pandemic, an unprecedented drop in oil prices, and the
phasing out of the energy import price discount by 2024 due to the Russian “tax maneuver”. All these
adverse external developments come against the background of deeply rooted structural rigidities, a
heavy debt redemption schedule and much-reduced fiscal space compared with previous episodes of
external pressures such as in 2009 and 2015 (Figure E3-E4). Beyond 2020, the global economy is expected
to rebound, but how much Belarus would be able to benefit from rising external demand would depend
on the economy’s potential and competitiveness. Both have suffered in recent years and will be hampered
further by the economy’s structural rigidities and permanent change in the external environment resulting
from the Russian “tax maneuver”.
Figure E3. Impact of the Russian tax maneuver on Figure E4. Government principal repayments
the oil discount, percent of GDP
due

Source: World Bank staff estimates based on Ministry of Finance data

Social expenditures – the need to do more with less
Looking ahead, given the significant financial constraints, it will be imperative for Belarus to spend more
efficiently and effectively, especially in the social sectors. Social outlays, about 15 percent of GDP, are
higher than in comparator countries, but their composition differs from the rest of the region and their
efficiency is suboptimal. The high social spending is heavily skewed towards social insurance (mostly
pensions), while social assistance outlays, at just 2.1 percent of GDP, are insufficient and poorly targeted
10

to help reduce poverty, while unemployment insurance is all but absent. Education spending is one of
the highest in the region and outcomes are generally very good, but more can be done to improve
efficiency and equity. While the healthcare system meets essential needs, the overall health status of the
population is lower than expected given the level of spending and availability of facilities and medical
staff.
Social expenditure reform also has the potential to stimulate long term growth. Developing human capital
within a sustainable fiscal framework ought to be the key strategic goal of the authorities over the medium
term by which to boost productivity and ensure sustained robust growth given an aging population and
mounting external constraints. Additional allocations in social sectors would be difficult to secure,
therefore improving the efficiency and quality of service delivery within the current budget envelope
should be the key objective especially in health and education. The social protection system, however,
needs restructuring and additional funding to provide better protection to the poor and establish the basic
safety net needed to advance SOE reform. The additional allocations can be secured within the existing
fiscal envelope by rationalizing other spending and eliminating inefficient and unnecessary outlays.
In this context, the objective of this Public Expenditure Review (PER) is to inform the Government of
Belarus about reform options to improve efficiency and equity of public social spending in the mediumterm to strengthen social protection systems and improve service delivery in the social sectors. While the
analysis in the report is focused on the pre-COVID-19 situation and therefore does not provide an
assessment of social sectors’ readiness to overcome the challenges caused by this crisis or offer policy
responses to such pressures, any strengthening in social safety nets and health systems over the medium
term will help to increase social and economic resilience to severe economic and health shocks of similar
magnitude as COVID-19.
Chapter 1 provides an overview of Belarus’s macro-fiscal situation and trends over the last decade and
identifies challenges in the short and medium term. Chapter 2 focuses on reassessing the design, structure
and adequacy of social assistance programs and rebalancing the social assistance system towards a higher
share of spending on means-tested income support. Chapter 3 focuses on options to improve fiscal
sustainability of the pensions system in the light of short-term and long-term challenges such as
demographic changes and population aging posing the major risks to sustainability of the system.
Chapters 4 and 5 look at opportunities for delivering public services, specifically, health and education,
that are more efficient, equitable and higher quality.

Modernizing social assistance system to strengthen safety nets adaptivity for shocks
Belarus devotes a sizable share of public resources on direct social protection which is above the regional
average. Total cost accounts for about 15 percent of GDP but over three-fourths of this budget goes to
pensions while social assistance amounts to about 2.1 percent of GDP. The system does not function as a
true social safety net, with universal benefits taking most of the resources, with just 3 percent going to
anti-poverty assistance, and unemployment benefits negligible. The only significant means-testing
program (GASP) is too restrictive, excludes large share of the poor and discourages recipients from seeking
employment (Figure E5). The existing energy assistance program HUS is extremely small, while universal
energy price subsidies, which cost 2 percent of GDP, are not cost-effective and are socially regressive, with
the rich receiving a bigger share than the poor.
Belarus’ social assistance system covers 54 percent of the population, but it is not adequately weighted
towards the poor. In Belarus less than 40 percent of the poorest quintile receives any social assistance,
11

which compares poorly against the performance of most countries in the ECA region (Figure E6). Targeting
efficiency is also low due to high rate of exclusion of poor and inclusion of non-poor in social assistance.
Overall, SA extends some form of support to 85 percent of the poor population. However, there is no
single program that supports most of the poor, primarily because most spending is not targeted at the
them. Furthermore, the generosity of assistance for poor households is low. Even child allowances, the
biggest component of SA, cover 56 percent of the poor and 65 percent of the non-poor.
Figure E5. Composition of social assistance Figure E6. Share of poorest quintile receiving any
spending in 2017, percent of total
social assistance in ECA countries, percent

Source: Ministry of Labor and Social Protection, SPEED (Social Protection Expenditure and Evaluation Database for Europe and
Central Asia) 2019 Database Ministry of Finance.

There is an urgent need to reassess the design, structure and adequacy of social assistance programs,
rebalancing the social assistance system towards means-tested income support, discouraging benefit
dependency and encouraging people to work. This would create a far more adaptive safety net for future
shocks, including:
o

Increasing the coverage and generosity of the state targeted social assistance program (GASP). To
function effectively, the program requires changes to the benefit eligibility formula as well as
rationalization of administrative limits on eligibility and amounts. This will allow coverage to
increase, improve adequacy of support and address the exclusion of vulnerable households. The
proposed measures include an extension of GASP to a maximum of 12 months and relaxing
eligibility rules that limit access to GASP for the unemployed. Improvement in the generosity of
the benefit would stimulate higher take-up for assistance, which is currently very low as eligible
households opt-out after weighing the costs of application against the meager benefit.

o Introducing of a Low-Earnings Income Credit Allowance (LEICA). LEICA is an income disregard
within GASP and a new instrument to strengthen social assistance and incentives to work. It is
designed as a benefit for workers with very low earnings and is calculated as a percentage of their
earnings up to a maximum. Such a program would improve work incentives while maintaining
support to those in poverty. This instrument would focus on supporting working poor households,
while GASP could provide a safety net for households with children where adults are unemployed
or cannot work.
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o

Shifting from universal towards a better-targeted housing and utility subsidy program (HUS). A
new HUS design would result in greater inclusion and progressivity in the level of support for
energy affordability. A new HUS formula would vary the mandatory percentage of out of pocket
payment for utilities according to the level of per capita incomes. This would lead to significant
increase in coverage among low-income households, reduce energy poverty, and lower the share
of income spent on energy needs.

Addressing pension system challenges stemming from the economic adjustment, demography
and population aging
Most of Belarus’ social protection spending is devoted to the Pay-As-You-Go pension system, which has
extensive coverage thanks to high labor participation, the prevalence of formal employment, and a
dominant public sector. It has a high degree of redistribution and a targeted replacement rate of about
40 percent, higher than the regional average. However, demographic changes have reduced the system’s
coverage and increased the dependency ratio recently, with the 2015-2016 recession pushing the pension
system into deficit (Figure E7). Early retirement has been falling but remains sizable and need to be scaled
back further.
In 2017 Belarus began gradually increasing the retirement age and the insurance period needed to qualify.
These changes stabilized the number of pensioners, temporarily balancing pension finances. In the short
run, a large-scale economic adjustment such as SOE restructuring may lead to labor shedding and boost
unemployment, reducing contribution revenues below the cost of existing pensions. The key longer-term
challenge is the demographic change, with population ageing reducing the share of the working age
population and leaving fewer contributors to finance a growing pool of pensioners (Figure E8).
Figure E7. Pension revenues and expenditures, Figure E8. Population number and composition
percent of GDP
forecast, thousand persons

Source: Staff calculations based on Ministry of Labor and Social Protection data and WB PROST model.

The system should be prepared to face both short- and longer-term challenges and create an adequate
fiscal buffer. The most appropriate response would include:
o

A continued increase of women`s retirement age to equalize it with that of men by 2032. This
would enable the pension system to provide for an average replacement rate close to 40 percent
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o

o

o

without fiscal strain in the next 20 years. Moreover, it would help improve gender equality of the
labor market and the pension system.
A shift towards a rule-based pension indexation mechanism taking account of both inflation and
economic growth. This would help contain costs while preserving the benefits’ purchasing power.
Under this scenario the contribution rate could be reduced from the current 29 percent to
26 percent or less, providing a boost to economic activity. The pension indexation rule could be
designed in a flexible manner to limit the difference between wage and pension benefit growth
during the periods when economy and wages are growing fast.
Revision of benefit formula to further encourage participation and increase transparency. The
current benefit formula encourages shorter careers as it gives much more value to the early years
than the later years. A revised formula could consider moving toward a level accrual rate in all
years. Moreover, reducing compression of the individual wage coefficient would improve
contribution incentives for higher wage earners and would increase the transparency of the
benefit formula.
Additional savings might be also generated from continuous revision of the early retirement
privileges, increase of the age to qualify for a social pension, limiting the non-contributory periods
included for pension eligibility and calculation of the pension benefit.

Adjusting health financing patterns to respond to demographic challenges and budget
constraints
In the health sector, Belarus sustains public financing at a level in line with the averages of upper-middle
income countries. Budget spending on health care rose by 25 percent in real terms in 2018 compared to
2013 and on average accounted for 4.6 percent of GDP in 2013-2018 which is above the median level for
Eastern European and Central Asia countries and are closer to countries with per capita income level
higher than in Belarus. Maternal and child health outcomes are outstanding, but the overall health status
of the population is lower than expected, especially in respect to adult mortality (Figure E9). Belarus
employs more medical staff than peers, but the remuneration is not competitive with the rest of the
economy (Figure E10). The existing financing system orients the service delivery to managing inputs rather
than to incentivize performance and outputs, and pressure is increasing to secure the same levels of
financial protection.
Figure E9. Deaths from IHD and strokes per 100,000 Figure E10. Nurses per 1000 and current health
in Belarus compared to Europe averages
expenditure per capita (PPP)

Source: World Development Indicators, 2017
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The demand for essential services is satisfied, with the availability of hospital beds and physicians among
the highest globally. Service delivery is hospital-centered, with the use of hospital care much higher than
the regional peers, and accounts for most of the healthcare spending. The hospital network is very dense
with duplicate functions. Outpatient care is not fully effective in addressing the challenges of aging, with
facilities fragmented and limited access to free medication.
Belarus needs to adjust the financing pattern of different levels of health care in the context of changing
demographics and service delivery patterns and tightening budget constraints. The following measures
should be considered as priority:
o

Optimization of inpatient health care facilities. The country needs to reduce overcapacity and limit
the size of the hospital sector, reprofile care to put more emphasis on outpatient and short-term
interventions. Consolidation of hospital care and rightsizing the network can be done by grouping
hospitals and selecting hub facilities serving larger areas of 200,000–300,000 people.

o

Improving the quality and efficiency of health spending through the active or strategic purchasing.
This could be done through selecting what services to purchase, at what price and from which
providers. The government is considering reorienting the financing mechanism from the current
input-based system to a performance – or output-based --financing system building on some
successful examples in tuberculosis care and experience of other countries.

o

Strengthening preventive care. Instead of providing massive checkups of healthy population, the
most load of work should concentrate towards people at risk for primary prevention and people
with chronic conditions for secondary prevention. Such work can be rewarded by additional
payments attached to effective preventive care.

Implementing further reforms in the education sector for higher efficiency and equity
Belarus has one of the highest educational results in terms of access and quality, which is higher than peer
countries with a similar level of development. The education system is relatively equitable in terms of
access and has been relatively quick to adapt to the demographic decline. However, there are disparities
in learning outcomes, with rural population less likely to access preschool and higher education.
Secondary schools in some urban areas are overcrowded while there is room for further optimization in
rural areas.
Education spending from the consolidated budget has remained stagnant at around 5 percent of the GDP
in recent years and has not regained its highest level of 6 percent before the 2008 global economic crisis
Overall spending has been in line with regional peers, but with important differences – much higher on
pre-primary education and one of the lowest in tertiary education, heavily focused on wages and other
current spending and leaving little for capital outlays. Belarus has one of the lowest student-teacher ratios
(especially in pre-primary education), but teachers’ compensation is not competitive. The per-student
financing scheme was implemented in general secondary education, the transfer system does not fully
encourage spending efficiency.
Even though Belarus is quite efficient in access to and quality of education, there is room for improvement.
To adjust to the looming demographic changes following measures could be considered:
o

Optimization of school network and teaching staff. The analysis indicates that in general
secondary education there are opportunities for further reductions in rural areas, while urban
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areas may require expansion. Overall, general secondary education requires a better distribution
of education resources, not only across urban-rural areas, but across cycles: primary school-age
population is declining but increasing in subsequent levels. In addition, on preschool education
require optimization measures in the medium term to address the decline in population.
o

Directing more resources to overcrowded schools and infrastructure. Resources freed up from
increasing budget efficiency through school optimization could also be used to reduce the number
of double shift schools and improve school infrastructure, most needed in urban areas. A needs
assessment would be advised to determine which regions and schools would be most in need of
receiving the additional resources. In 2018, about 180 schools required major repairs, 75 percent
of them in urban areas.

o

Review the current system of resource allocation. The current system of transfer could be
improved by allocating maintenance cost on a per-student basis to encourage spending efficiency
in local governments. It is recommended to remove the number of students and region as factors
for adjustment, and include population density of the territorial unit, which can capture the cost
of delivering education in small schools and the rurality level.

o

Expansion of equitable access to early childhood education. An early start to quality education has
been proven to have long-term benefits to both the individual and society, and it also can narrow
the achievement gap between the rich and the poor. It was recently strongly reinforced with the
PISA 2018 results in Belarus. Despite Belarus’s high access to pre-primary education, part of the
1-5-year-old population from rural areas remains outside of pre-primary education.

o

Bringing up teachers’ salaries closer to the average national level. Teacher salaries remain well
below the national average salary. Given that most teachers are highly qualified, to retain good
talent, it would be beneficial to free up education resources to increase teachers’ salaries
comparable to the average national salary.
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CHAPTER 1. OVERVIEW OF MACRO-FISCAL TRENDS AND CHALLENGES
After more than a decade of strong growth, interrupted only by the 2008-2009 global financial crisis,
Belarus’ economy has encountered major headwinds. Since 2012, growth has stalled, macroeconomic
imbalances have intensified, and public finances have deteriorated. Unlike regional peers, the country was
unable to take advantage of buoyant global demand, ample liquidity and strong risk appetite. This
suggests that the causes for this disappointing outcome are domestic and rooted in the current economic
model based on an outsized public sector and reliance on Russia for cheap energy and as main export
market. The narrow export base has left the economy vulnerable to economic weakness in Russia and,
indirectly, to volatility in global oil prices. These shocks have exposed major structural weaknesses, that
have dragged down productivity and potential growth and increased Belarus’ vulnerability to major shocks
such as the COVID-19 pandemic.
The policy response to the external headwinds has been pro-cyclical. It has focused on avoiding major
financial disruptions and resorting to increased foreign borrowing to make it through the financing
pressures rather than deeper structural adjustment needed to adjust to the new realities and anchor fiscal
sustainability. It has focused on exchange rate adjustment accompanied by ad-hoc fiscal retrenchment.
The latter, however, although significant, has been episodic and less than optimal as it has protected
consumption at the expense of investment. Monetary policy effectiveness has been limited by the high
dollarization, while the impact of the exchange rate adjustment has been undone by strong wage growth,
while leading to a marked balance sheet deterioration of the government and both the financial and
nonfinancial sectors. This has had an adverse impact on potential growth and exacerbated macroeconomic
imbalances.
The scope for fiscal adjustment has been constrained by the structural rigidities of Belarus’ public finances.
These are characterized by a redistribution rate more typical for advanced economies, reliance on volatile
energy-related revenues more typical for energy exporters, rising debt service, and a large share of
mandated spending such as wages, pensions and subsidies. Expenditures on health, education and social
protection are about the same or slightly more than in peers; however, their effectiveness has been less
than commensurate. Social protection spending is heavily tilted towards social insurance, especially
pensions, at the expense of social assistance, and unemployment assistance is negligible. On the revenue
side, the main vulnerability is the dependence on energy-related export duties and on income taxes, which
leaves revenues highly exposed to economic and commodity cycles.
Looking forward, Belarus now faces a “perfect storm”: a global economic shock caused by the COVID-19
pandemic, an unprecedented drop in oil prices, and the phasing out of the energy import price discount by
2024 due to the Russian “tax maneuver”. All these adverse external developments come against the
background of deeply rooted structural rigidities, a heavy debt redemptions schedule and a much-reduced
policy space compared with previous episodes of external pressures such as in 2009 and 2015.

A. Macroeconomic Background
Deteriorating Economic Performance
After a decade of strong growth, interrupted only by the 2008-2009 global financial crisis, Belarus’
economy has encountered major headwinds. Since 2012, growth has stalled, macroeconomic imbalances
17

have increased, and public finances have deteriorated. Real GDP rose just 2.9 percent during 2012-2019,
one of the weakest performances in Emerging Europe. This was in stark contrast with the preceding
decade, when growth averaged 7.2 percent a year, the highest in Europe. Moreover, it has come at a time
of extraordinarily favorable global economic environment: a strong synchronized global recovery, record
low interest rates, ample global liquidity and sustained strong risk appetite among investors. As a result,
most of the rest of the region enjoyed robust growth and improved external and fiscal balances (Figure
1.2).
Figure 1.1 Seasonally-adjusted real GDP

Figure 1.2 Net IIP excluding FDI liabilities

Source: BelStat, Haver, IMF WEO, staff estimates

The slowdown in Belarus was accompanied by a steady worsening in the macroeconomic imbalances. The
deterioration in the external position has been particularly bothersome with large current account deficits
financed by stepped-up external borrowing causing the net international investment position to worsen
sharply and FX reserves to fall to just 45 percent of the required level at the end of 2018, according to the
IMF reserve adequacy measure1 (Figure 1.2 and 1.3). Public and publicly guaranteed debt more than
doubled since 2010 to near 47 percent of GDP at the end of 20182 having increased to 49.3 percent in the
first quarter of 2020 mainly reflecting rising quasi-fiscal (SOE-related) debt and the very high share of FXdenominated liabilities (Figure 1.4). Belarus’ banking system remains highly dependent on wholesale
foreign funding, with a loan to deposit ratio at 132 percent in 2019, among the highest in the region.

1
2

IMF, Reserve Adequacy Measure, https://www.imf.org/external/datamapper/ARA/index.html.
Includes the direct and guaranteed debt of the central and local governments.
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Figure 1.3 Reserves shortfall and coverage

Source: IMF, Haver, WB staff estimates

Figure 1.4 Emerging Europe government debt

Source: IMF, Haver, WB staff estimates

An Outdated Growth Model in Need of Change
Persistent macro-economic imbalances alongside a trend slowdown in growth, in contrast to global and
regional trends, suggest that the deterioration of Belarus’ economic performance is structural in nature.
The structural weaknesses of Belarus’ economy stem from the country’s economic model, based on an
outsized public sector relying on Russia for cheap energy and main export market. While this served
Belarus well during the commodity boom and while Russia was growing fast, the end of the commodity
cycle and the stagnation in Russia since 2013 have materially changed this modus operandi.
The availability of oil and natural gas at prices much lower than what Russia charges other countries was
providing a sizable implicit subsidy to Belarus, averaging 13 percent of GDP during 2003-2014 (Figure 1.5).
This implicit subsidy has become a key growth driver and Belarus’ main competitive advantage. It helped
support growth and imports while keeping the current account deficit at manageable levels. It enabled
Belarus to develop a competitive oil refining industry and other energy-intensive sectors such as
chemicals, fertilizers and metallurgy, all of which are key exports to countries outside the CIS. The taxation
of the windfall gains from the implicit subsidy made an important contribution to the budget: in 2019,
Belarus collected 2.3 percent of GDP in export duties (oil products and potash), in addition to another
1 percent of GDP annually in export duty receipts to a crude oil re-clearance agreement with Russia in
2017-2019.
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Figure 1.5 The reliance on Russia as the main export Figure 1.6 Foreign demand in key trading
market has been the second pillar of Belarus’ growth partners
model. Unlike the rest of Central Europe, Belarus has
not only preserved but rather expanded the extensive
economic and trade ties from the times it was part of
the former USSR, with CIS countries now accounting
for 60 percent of exports. As a result, Belarus and
Russia have pretty much synchronized economic
cycles. (Figure 1.6). For a while, this trade pattern
benefitted Belarus, especially during the 2000s, when
Russia’s economy was expanding fast. However, the
focus
on Russia
has also
limited
the economy’sNote: Export market growth is a weighted average import
Source: Haver,
NBRB, BelStat,
IMF WEO,
staff estimates
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Figure 1.7 SOEs share, percent of total

Figure 1.8 Enterprise profitability by sectors

Source: Haver, BelStat, staff estimates

The limitations and the vulnerability of the Belarus’ economic model became apparent with the reversal
of the commodity cycle in 2014 (Figure 1.8). The drop in international oil and natural gas prices has cut
the implicit energy subsidy sharply since 2015. The hit from the drop in the energy discount has been
reinforced by the 2015-2016 recession in Russia. At the same time, the abundance of cheap energy has
reinforced the economy’s structural rigidities by discouraging energy efficiency and providing misplaced
incentives that have led to the conservation of inefficient energy-intensive industries.
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Key among these structural rigidities remains the dominance of mostly inefficient and poorly managed
enterprises with soft budget constraints and with few incentives to restructure and adapt. Limited publicly
available data suggest that enterprise performance deteriorated markedly once the size of the implicit
energy subsidy shrank. A sectoral breakdown identifies four industries with net losses in 2018 (wood
processing, oil refining, production of plastics and rubber and transport equipment) with an aggregated
loss equal to 1 percent of GDP – again the highest since 2015. Two of the four (oil refining and transport
equipment) were profitable in 2017. The officially reported data are on net basis – e.g. aggregating profits
and losses across each sector. A net loss indicates that aggregate losses exceed aggregate profits but does
not give an indication of the gross losses. These are certainly much higher than the net losses, as is their
impact on the economy, the budget and the financial system. What is of concern is that all lossmaking
sectors are export-oriented, and all should have benefitted from the higher implicit energy subsidy in
2018. Profitability was hit hard, with enterprises’ net profits halving in 2018 to 2.0 percent of GDP, the
lowest since 2015 and only a fifth of the 2012 level. A temporary rebound in 2019 to 4 percent of GDP
was reversed with a massive deterioration in Q12020 when 10 out of 13 manufacturing sectors reported
net losses (Figure 1.9). Interenterprise arrears have eased in 2019, but at 4.6 percent of GDP were more
than 50 percent higher than in 2012. Agriculture and metallurgy were the largest debtors with energy
supply and trade the main creditors (Figure 1.10).
Figure 1.9 Net losses, percent GDP

Figure 1.10 Interenterprise arrears percent GDP

Source: Haver, BelStat, staff estimates

The fiscal burden associated with the SOE sector is considerable. According to the IMF, identified quasifiscal and off-budget operations are estimated at a cumulative 11 percent of GDP for 2014-2018 (1.0
percent of GDP in 2018)3. Payables to electricity and heat suppliers (all state-owned) amounted to 1.3
percent of GDP in 2019, up from 1.1 percent in 2016, with 47 percent of them in arrears -- twice as much
as in 2016. Bank loans in arrears equaled 1.9 percent of GDP, up by 0.5 percent of GDP from 2017, despite
the restructuring of another 1 percent of GDP in bad loans at the start of 2019.
Including subsidies, total identified fiscal and quasi-fiscal support to SOEs amounted to about 5 percent
of GDP in 2018 – about the same as the whole public investment budget. These heavy costs, along with
significant and not fully disclosed contingent liabilities in energy, not fully recognized and provisioned

3

IMF Article IV publications for various years.
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NPLs in the banking sector and directed lending by the Development Bank constitute a growing potential
macroeconomic risk, especially with the external environment for Belarus having worsened so much.

A Pro-Cyclical Policy Response
The authorities’ policy response to the external challenges has been less than optimal. It has been procyclical, focusing on avoiding major financial disruptions and resorting to stepped-up foreign borrowing
to support the economy through what was anticipated to be a temporary disturbance, rather than seek
the sustainable adjustment needed to address its underlying structural deficiencies. Periods of sizable
macroeconomic retrenchment forced by lack of financing have been alternating with renewed relaxation
once constraints eased. The result has been rising imbalances and rapidly growing debt with little evidence
of a sustained recovery in growth, with the economy left now in a more vulnerable positions than in 2015
in the face of the new challenges – the COVID-19 pandemic and the fallout from the Russian tax maneuver.
In response to the external shocks, the authorities let the BYN depreciate sharply in 2015-2016 and
restrained discretionary spending in line with available financing. However, the depreciation gains were
quickly undone by subsequent sharp hikes in wages once financial pressures eased. With relative unit
labor costs rising 12 percent between 2013 and 2019, the currency adjustment has done little to improve
competitiveness, while exacerbating financial risks, given the economy’s heavy dollarization (Figure 1.11).
Th one-sided policy response reflected in part the policy constraints faced by the authorities. Despite the
commendable tightening that has helped bring inflation well into single digits, the effectiveness of interest
rate policy remains limited by the high dollarization, a weak transmission mechanism, underdeveloped
financial markets, and sizable directed lending. Monetary policy has been pro-cyclical as a result: a
strongly negative credit impulse4 in times of depreciation, turning positive in times of BYN stability (Figure
1.12). With two-thirds of bank deposits and almost half of the loans in foreign exchange, banks are heavily
exposed to exchange rate risk, limiting scope for exchange rate flexibility.
Figure 1.11 Belarus: Competitiveness Indicators

Figure 1.12 Credit impulse, percent GDP

Source: Haver, BelStat, IMF, NBRB, Ministry of Finance, staff estimates

4

The credit impulse reflects the change from a year before in nongovernment credit on 12-month rolling basis (adjusted for the
impact of exchange rate changes on FX denominated credit) relative to the 12-month rolling GDP. A negative number (a smaller
increase relative to GDP than a year before) denotes credit contraction.
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With the effectiveness of other policy tools limited, the brunt of the adjustment fell on fiscal policy.
However, with the government’s net borrowing capacity limited due to the underdeveloped domestic
financial markets and high and rising public debt, and with revenues dependent to a large extent on
volatile energy-related tax receipts, scope for countercyclical fiscal policy has been all but absent. As a
result, fiscal policy has been pro-cyclical as well with noninterest spending adjusted broadly in line with
revenues, interest payments, and available financing, weighing on growth in times of downturns.
The degree of pro-cyclicality of spending is high by international standards. Typically, the quality of fiscal
policy and institutions improves as countries become richer, eventually becoming counter-cyclical. In
contrast, the degree of pro-cyclicality in Belarus is comparable to major commodity producers such as
Russia, Mongolia and Saudi Arabia as well as several low/middle income countries. (Figure 1.13). In
Belarus, it is capital outlays that show the strongest cyclicality, while current expenditures (which consist
of mainly mandated spending such as pensions, wages and social outlays and are protected) more stable
(Figure 1.14). This has left the underlying fiscal stance has been strongly pro-cyclical.
Figure 1.13 Cyclicality of government spending: cross- Figure 1.14 Cyclicality of government spending:
country comparison, 2000-2017
Belarus, 2005-2019

Source and Notes: WB calculations based on Abdih et. al. (2010)

This bias toward consumption at the expense of investment has had a significant impact on potential
growth and macroeconomic imbalances. With the government accounting for roughly half of investment
outlays (two-thirds, if SOEs are included), the cuts in public outlays led to a cumulative 32 percent real
drop in overall investment from 2013 to 2016. Despite a recent recovery (mostly thanks to the NPP
project), public capital outlays remained 25 percent below the 2013 level in real terms in 2019.
Productivity has dropped too, which, along with increasingly adverse demographics and rising emigration,
have slashed potential growth as low as 1 percent since 2016 (Figure 1.16).
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Figure 1.15 Underlying Fiscal Stance

Figure 1.16 Potential GDP and Output Gap

Source: Haver, Ministry of Finance, Belstat, WB staff estimates

Public Debt – a Major Constraint and a Significant Vulnerability
One of the key policy constraints and major vulnerability resulting from the authority’s policy choice is the
difficult public debt situation: rapidly rising public debt with a poor structure and high servicing costs. The
elevated debt level has limited financing options and made them costlier, while rising servicing costs have
crowded out productive outlays.
A key structural weakness and a major vulnerability of Belarus’ public debt is the overwhelming reliance
on FX-denominated borrowing (97 percent of total, mostly in USD). This reflects both the unusually high
share of external debt, as well as the high dollarization of the economy. The bulk of domestic debt is also
in FX (87 percent in 2018), reflecting the underdeveloped bond market, which suffers from minuscule
volumes, lack of an established yield curve, and limited nonbank investor demand.
The dependence on FX-denominated debt has left the government heavily exposed to exchange rate risk.
Currency depreciation has been the single most important factor behind the post-2014 surge in public
debt: between 2012 and 2018, BYN depreciation accounted for two-thirds of the increase in debt relative
to GDP with public sector deficits one-fourth, and the drop in real GDP making up the rest (Figure 1.18).
Another key constraint for debt management is the poor diversification of public debt and the significant
size of contingent liabilities. In 2019, nearly 90 percent of the external government debt was due to official
creditors (Figure 1.17). Of these, more than three-fourths were bilateral loans from Russia and China, and
15 percent loans from the EFSD (controlled and funded mainly by Russia). Two-thirds of the bilateral loans
are tied credits from Russia (financing the new NPP) and from China. These were extended to various SOEs
and in theory ought to be repaid by them. However, in most cases these projects failed to yield the
expected returns and ended up as direct government liability. With SOE profits under pressure due to the
Russian tax maneuver, foreign demand weaker, and with the commercial outlook for the NPP uncertain,
the government may have to service directly most of the $11bn in tied loans.
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Figure 1.17 General government debt
composition

Figure 1.18 Factors affecting government debt
developments

Source: Haver, BelStat, IMF, Ministry of Finance, WB staff estimates

The potential macroeconomic risks related to the size and the structure of Belarus’ public debt are best
illustrated by a sensitivity analysis to macroeconomic shocks (Figure 1.19). Among these, by far most
significant would be the shock resulting from the exchange rate. A 20 percent nominal depreciation a year
(equivalent to about 10 percent real depreciation), would cause government debt to surge to 81 percent
of GDP by 2024 from 47 percent at the end of 2018. This vulnerability, along with the broader impact a
large depreciation would have on banks and corporate balance sheets underscores the need for prudent
macro-management, rebuilding of buffers and structural reforms that lift long term growth prospects
thereby anchoring market confidence.
Figure 1.19 Belarus Government Debt Stress Test

Source: WB estimates

The impact of the other two shocks is more modest, with a hypothetical GDP contraction of 2 percent a
year through 2024 adding 9 percent of GDP to government debt by 2024, and a 50 percent increase in
nominal interest rates just 3 percent of GDP. If all three shocks occur concurrently, however, the impact
will be severe, pushing public debt to 93 percent of GDP. Therefore, measures to arrest its further
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accumulation, reduce the dependence on FX-denominated borrowing and diversify the funding sources,
including via privatization and domestic debt issuance, are needed, especially given the difficult outlook.

A “Perfect Storm” Ahead
Looking forward, Belarus faces a “perfect storm”: a global economic shock caused by the COVID-19
pandemic, an unprecedented drop in oil prices, and the phasing out of the energy import price discount
by 2024 due to the Russian “tax maneuver”. All these adverse external developments come against the
background of deeply rooted structural rigidities, a heavy debt redemptions schedule and a much-reduced
policy space compared with previous episodes of external pressures such as in 2009 and 2015.
While the exact magnitude and the duration of the COVID-19 related global economic downturn remains
uncertain, a global recession of a magnitude not seen since the end of World War II seems unavoidable5
(Figure 1.20). A synchronized global demand shock is exacerbated by a supply shock resulting from the
strict quarantine measures that have ruptured supply chains and disrupted transportation links, and a
healthcare shock not seen in 100 years that has strained public finances and healthcare systems. All this
is accompanied by a collapse in energy demand, triggering an unprecedented in the last 20 years drop in
oil prices.
These shocks will have a strong adverse impact on Belarus given the openness of its economy and reliance
on commodity-based exports. The drop in oil prices has dealt an additional blow, slashing the oil price
discount to less than 1 percent of GDP – the lowest since independence (Figure 1.21). In addition, a
40 percent drop in Russian natural gas export prices to Europe left them one-third below the bilaterally
negotiated import price for Belarus. As a result, for the first time since independence Belarus is paying
more for its energy imports (on the order of 1.5 percent of GDP in 2020) than Europe.
Figure 1.20 Foreign Demand Forecast

Figure 1.21 Russian Tax Maneuver Impact

Source: Haver, BelStat, IMF WEO, staff estimates

Unlike in 2009 and 2015, policy makers are in a weaker position now and face tighter constraints given
the limited scope for currency adjustment, a much higher public debt and debt repayments, a weaker

5

The IMF in its June 2020 WEO update expects the global economy to shrink 4.9 percent in 2020, with the Euro Area GDP
contracting 10.2 percent, Emerging Europe 5.8 percent, Russia 6.6percent, and ASEAN 2.0 percent, with risks skewed to the
downside: World Economic Outlook: A Crisis Like No Other, An Uncertain Recovery
https://www.imf.org/en/Publications/WEO/Issues/2020/06/24/WEOUpdateJune2020)
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external position, and more limited financing options. Beyond 2020, the global economy is expected to
rebound and by 2022 to return to its pre-crisis level6. How much Belarus would be able to benefit from
the global rebound and how fast will it recover would depend on how the authorities would address the
economy’s structural rigidities and medium-term challenges, key among which is the Russian “tax
maneuver”.
The Russian “tax maneuver” will phase out duties on crude oil exports and replace them with a tax on oil
production, eliminating by 2024 the difference between domestic and export prices (net of transportation
costs) - and with it the discount enjoyed by Belarus. At the oil price expected for the medium term before
the COVID-19 crisis, the cumulative impact was estimated at 9.4 percent of annual GDP during 2019-2024,
and at 2.5 percent of GDP thereafter.7 In addition, the expiration of the ‘re-clearance” agreement will
slash government revenues by another 1 percent of GDP starting in 2020. However, the 2020 oil price
collapse and the now much lower expected medium-term price8 have brought forward the reduction in
the discount, slashing the fallout from the “tax maneuver” per se to 5.4 percent of GDP during 2019-2024.
The impact of the phasing out of the oil price discount will be profound. Increased energy import costs
(relative to what they would have been were the discount to remain in place) and the loss of the reclearance receipts would widen the current account deficit by the amount of the lost discount.
Government revenues would be hit due to both the loss of the re-clearance receipts and the drop in export
duties on petroleum products.9 In the worst case, the direct budget loss could exceed 4 percent of GDP
by 2024.
The phasing out of the oil discount will also have second-round effects on corporate profitability, investor
confidence and competitiveness. Without the oil discount, Belorussian fuel exports might become
uncompetitive vs the more modern and efficient refineries in Western Europe10. Other energy intensive
industries and key exports such as chemicals, fertilizers and metallurgy (many of which reported net losses
already in 2018, with a full energy discount) would be affected as well, reducing corporate income taxes.
While these shocks have been made extreme by the COVID-19 crisis, they are medium-term in nature and
need to be addressed by a profound structural transformation to enable the economy to adapt and return
to a sustainable medium-term growth path that is higher than at present.

A Heavy Debt Servicing Schedule
Against this background, the heavy debt servicing schedule represents an additional challenge. Principal
repayments average about $2bn a year from 2020 to 2022, or roughly 3.2 percent of GDP, before jumping
to $2.8bn, or 5 percent of GDP once the amortization of the NPP loan extended by Russia begins in 2023
(Figure 1.23). Two-thirds of interest payments in 2019-2024 and four-fifths of principal repayments due

6

IMF WEO April 2020 ((https://www.imf.org/en/Publications/WEO/Issues/2020/04/14/weo-april-2020)
According to the IMF WEO, October 2019, the oil price was expected to average $56/bbl through 2024
8 The April 2020 IMF WEO projects the average oil price at $30/bbl in 2020, $39/bbl in 2021 and at about $45/bbl on average
during 2022-24
9
Export duty revenues dropped by one-fourth in 2019 and are set to more than halve to 1.1 percent of GDP already in 2020
mostly due to collapse in oil prices. This reflects the way the export tax is set: it is zero at $15/bbl rising exponentially with the oil
price. As a result, at the current projected price of S30/bbl the export tax will drop by 58% compared with the previous baseline
projection of $56/bbl, and with it the size of the oil price discount.
10 By late April 2020, the wholesale gasoline price fell to $153 MT, the lowest in 22 years.
7
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are owed official creditors, with one-third of the latter tied credits from Russia and China, with no
identified refinancing source at present (Figure 1.22).
The recent agreement by Russia to reduce the interest rate on the NPP-related loans to a fixed 3.3 percent
from a floating one (currently at just above 6 percent) and to defer repayments by two years has provided
an important relief. Interest savings account for a cumulative $0.6 bn through 2024, and the cashflow
savings from the deferral of repayments to another $1bn. These savings broadly match the significant
financing need that would have emerged already in 2020 and which the government initially planned to
meet with $1.35 bn new Eurobond issues. However, the COVID-19-related crisis has triggered a surge in
global risk aversion and unprecedented capital outflows from EM, shutting off capital markets access
across EM, including to Belarus11.
Figure 1.22 Public Debt Interest Payments

Figure 1.23 Principal Repayments Due

Source: Haver, Ministry of Finance, WB staff estimates

Still, medium-term financing needs loom large. With interest outlays likely to climb to 2.7 percent of GDP
by 2023 at current policies, government debt service could rise to 7.5 percent of GDP, or one-sixth of
budget revenues. While debt service of this magnitude may not appear too high elsewhere, they present
a challenge in Belarus given the constrained financing options: limited access to IFIs, access to the EFSD
all but exhausted, and Russia reluctant to provide large new net financing. The government would
therefore be hard pressed to find the resources to rollover maturing debt and finance the fiscal deficit.

B. Major Characteristics and Trends of the Government Budget
Government Revenues Under Increasing Pressure
This challenging outlook will put fiscal policy to a major test in the years to come. Tough choices would
need to be made to achieve both fiscal sustainability and at the same time sustain productive spending
and investment in human capital and boost social protection. This would require significant readjustment
in the existing budget structure, both on the revenue as well as on the spending side.
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Making use of a resurgence in risk appetite, in June 2020 Belarus issued USD 1.25 billon in Eurobonds with 5- and 10-year
maturity yielding 5.875 and 6.378 percent, respectively. While the record drop in US Treasury bond yields helped contain costs,
the risk premium (the spread between the yield Belarus is paying and that on the US Treasury bond with the same maturity) was
twice as high as at the preceding issue in 2018.
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When compared to the rest of Emerging Europe, Belarus’ public finances share more commonality with
Central Europe than with the CIS with a level of redistribution more typical for higher-income countries.
The general government collects nearly 40 percent of GDP in revenue, among the highest in the region
and broadly unchanged since 2010 (Figure 1.24). Tax collection is also among the highest in the region,
averaging 25 percent of GDP in recent years. Such high levels of revenue mobilization in turn have enabled
the government to fund one of the largest budgets in Europe. Among countries with similar income levels,
only Ukraine collects a similar amount, with Russia and other CIS having smaller budgets.
Figure 1.24 CEE Government Revenues, 2018
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Figure 1.25 CEE Tax Revenue Volatility, 2018
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While the tax burden in Belarus is among the highest in Emerging Europe, the tax base is also more volatile
(Figure 1.25). This is because significant part of tax receipts comes from export levies and direct income
taxes (or close to one-third, if SOE dividends are taken into account), all of which are highly susceptible to
shifts in the economic cycle. Export taxes (on petroleum fuels and potash) accounted for 12 percent of tax
revenues in 2019, or 2.3 percent of GDP, with Belarus the only oil importer collecting them. Since 2012,
export duty receipts have fallen by one-third, or 1.5 percent of GDP, in line with the decline in the implicit
energy subsidy. The same factor cut corporate income tax revenues as well, to 2.9 percent of GDP by 2019
from 3.5 percent in 2012, converging towards the regional average. If dividend payments by SOEs are
included, the decrease was larger, on the order of 1.4 percent of GDP.
Taxes on profits, income and wealth account for more than 40 percent of tax revenues in Belarus,
compared with a regional median of less than one-third, even though the statutory PIT rate is low at
13 percent. This partly reflects the high public sector employment, which makes tax avoidance more
difficult than in a private sector-dominated economy, but also the shifts in the composition of GDP, with
the policies pursued since 2012 having sought to protect consumption at the expense of investment.
Thanks to the buoyant consumption, indirect tax revenues rose as well: by 0.4 percent of GDP for VAT
receipts and 0.2 percent of GDP for excises between 2012-2018. However, these developments disguise
an underlying weakness: the increase in VAT revenues lagged the increase in the tax base by a significant
margin, mostly due to the existence of numerous exemptions and reduced VAT rates estimated by the
authorities at 4 percent of GDP in 2018. Excise revenues have drifted below the regional median since
2018 as the government tried to offset the impact of the fall in crude oil subsidies on domestic fuel prices.
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Social security contributions, meanwhile, are extremely high at 34 percent, paid entirely by employers.
While the high tax wedge is of little relevance to the SOEs, it is a significant impediment to the private
sector and has created incentives for collusion between private sector employers and employees for
underreporting wage payments to avoid paying the full size of the contributions.
This revenue structure leaves Belarus’ public finances exposed to the economic cycle. With the declines
in commodity prices highly correlated with falling foreign demand (especially in Russia), global downturns
lead to even larger declines in corporate income and trade-related taxes, which accounts for 25 percent
of tax revenues. With global downturns triggering domestic ones, taxes on income and consumption are
also affected, reinforcing the fall in tax revenues.

Government Expenditures: Rising Rigid Spending at the Expense of Productive Outlays
General government expenditures in Belarus, at just above 40 percent of GDP, are above regional
averages and significantly higher than in most countries with similar income levels. Such redistribution
level is more compatible to the high-income advance economies (Figure 1.26). This suggests that in
Belarus with such high share of government spending in GDP income per capita is rather low compared
to other countries which raises concerns about efficiency of budget resources used. In addition, a
significant portion of outlays that are typically funded through the budget in other countries (such as social
infrastructure, sports activities, etc.) are financed through SOEs in Belarus. Even though outside the
budget, they have a fiscal impact by reducing taxable profits and by contributing to contingent fiscal
liabilities, and an economic impact by affecting the efficiency of capital allocation and the quality of service
delivery compared with a centralized provision. This practice is widespread, but there is no public
information on its magnitude.
Except for defense and the environment, Belarus spends more than the regional median as share of its
GDP on virtually every other major function of government. Especially large are the divergencies on
economic affairs (5.4 percent of GDP vs a median of 4.3 percent) and housing and utilities (2.3 percent of
GDP, three times the regional median). These divergencies are explained by the high share of the public
sector in the economy and the second largest in the region share of subsidies (2.9 percent of GDP in 2018).
In all these areas Belarus spends about the same or more than the much wealthier CEE EU members and
much more than the rest of the CIS or other regional peers with a similar income level (Figure 1.27).
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Figure 1.26 CEE General Government Expenditures, Figure 1.27 CEE General Government
2018
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Overall the economic structure of government spending has impeded the effectiveness of fiscal policy in
supporting growth and mitigating downturns. Spending in Belarus is heavily tilted towards mostly rigid
consumption. Altogether, public wages, social security contributions, pensions, subsidies and transfers to
population accounted for 75 percent of general government spending in 2019, above the regional median.
Much of this spending is mandated, with an additional source of rigidity coming from rising debt service
costs. Overall, only a quarter of the budget is directed towards discretionary outlays (investment and
nonwage current spending), significantly limiting fiscal flexibility.
At close to 10 percent of GDP in 2018 (including social security contributions), public wage spending is
above the regional median (9.3 percent of GDP) and accounts for 40 percent of consumption-related
noninterest outlays (Figure 1.28). Public employment, at 854,00012, appears excessive compared with
650,000 in Hungary (with a similar population and wage outlays at 10.8 percent of GDP) and 420,000 in
Bulgaria (a population of 7 million and wage spending at 9.5 percent of GDP), but also less well paid, with
public wages 20 percent below the national average. The combination of excessive public employment
and low wages undermines the efficiency of public administration. Optimizing public employment while
aligning pay closer to the rest of the economy should be a key policy priority.
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Excluding military and security personal
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Figure 1.28 CEE Public Wage Bill in 2018
% GDP
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Figure 1.29 CEE General Government Subsidies in
2018
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The other distinct feature of Belarus’ spending structure is the very high share of subsidies: 3.2 percent of
GDP in 2019, up from 2.9 percent in 2018. While a marked decrease from 4.6 percent of GDP in 2011, the
share of subsidies is twice as large as the regional median and about the same as the public investment
outlays (Figure 1.29). The bulk of the subsidies are directed to enterprises (two-thirds) and utilities (mostly
price subsidies for households). Agriculture is the biggest beneficiary (1 percent of GDP), followed by
housing and utilities (0.8 percent of GDP), construction, and transportation (Figure 1.30). The share of
subsidies in value added is the highest for utilities (20 percent), agriculture (14 percent), and
transportation (5 percent) (Figure 1.31).
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The efficiency of these subsidies is highly questionable. Subsidies, arrears to banks and to suppliers, taken
together, equal half of value added in agriculture. This raises serious questions about the viability of the
sectors, the efficiency of capital allocation, and the feasibility of the high fiscal costs of its support. Utilities’
subsidies are especially high despite lower until recently natural gas import prices. However, subsidizing
prices is a highly regressive form of support as it favors the wealthy as they consume more energy.
Through the energy price subsidies, the resources are redistributed from the poor to the wealthy.
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The government is aware of these inefficiencies and launched in 2017 a program reducing the amount of
interest-rate subsidies by 10 percent a year. While progress has been achieved, the pace of the reduction
is insufficient to cope with the challenges ahead, especially in utilities, where the likely higher price of
energy imports in the medium term would require higher subsidies unless prices are adjusted
accordingly13. Given the high costs and social inequity of these subsidies, there are powerful arguments
to phase them out within a few years.
The third area where Belarus appears to be spending more than warranted is nonwage goods and services.
These expenditures rose 26 percent in real terms from 2012 through 2019 to 7.6 percent of GDP – way
higher than the regional median of 5.3 percent. Partial data suggest that utilities and consumables account
for the bulk of spending, with maintenance relatively modest. Given the need for spending restraint to
accommodate the decrease in revenues and free space for higher social outlays, a review is needed to
optimize nonwage outlays, shifting emphasis from consumables to capital preservation (maintenance).
Rising debt servicing costs are another important and growing source of rigidity in the budget. Interest
outlays have almost quadrupled in real terms since 2010 (and doubled since 2012) to 1.8 percent of GDP
in 2019. This is on the higher end regionally, with the median for Emerging Europe at 1.4 percent of GDP.
Interest expenditures that are higher than in countries with a similar debt levels reflects a higher cost of
borrowing (Figure 1.32). The implied interest rate on Belarus’ government debt more than doubled since
2010 to 5.2 percent in 2019, at par with Ukraine and third highest in the region14.
The increase in the implied interest rate is partly structural (increased share of higher-cost bond issues),
reflecting in part higher funding costs, with EFSD interest charges based on LIBOR plus Russia/Kazakhstan
risk premia, both of which have been elevated since 2014. Rising interest payments have begun crowding
out noninterest outlays, adding to the pro-cyclicality of fiscal policy.
Figure 1.32 Effective Interest Rates by Creditors

Figure 1.33 CEE General Government Interest
Payments and Debt, 2018

13 The current extraordinarily low oil and natural gas prices are driven by

the unprecedented collapse in global demand. However,
this is likely to stay short-lived with the global economy set to rebound already next year and with it energy prices, which are
seen converging towards the levels seen in the past couple of years in the medium term. With the loss of the Russian energy
discount, the effective import prices for Belarus will be higher than those enjoyed currently.
14 The two with higher rates (Russia and Turkey) rely on private creditors and borrow mostly in local currency, which tends to
have higher bond yields than in FX.
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Source: Haver, BelStat, IMF, UniCredit Research, staff estimates

At 6 percent of GDP, the share of public investment in Belarus is more than twice the regional median.
However, about a third of it reflects the construction of the new NPP, which is financed with a Russian
loan with no immediate budgetary costs. Excluding the NPP as well as inventory investment, the fixed
investment financed on budget has been fluctuating near 3.5 percent of GDP since 2016. This is much
higher than the regional median (2.7 percent of GDP), reflecting in part its much larger share in total
investment than in most of the rest of the region. At the same time, its efficiency and impact on growth
seem to be inferior to most of the rest of Emerging Europe. (Box 1).
Box 1. Belarus Public Investment – Low Efficiency and Diminishing Impact on Growth
Public investment in Belarus has been very high historically - an average of 9 percent of GDP during 2005-2010.
This reflected both the dominant role of the public sector in the economy as well as buoyant revenues supported
by strong growth and large implicit energy subsidies. However, the situation has changed since 2011, when a
dispute with Russia over energy import prices and, from 2014, a drop in global oil prices and the stagnation in
Russia constrained revenues. The resulting adjustment hit public investment the hardest, with the share of
general government capital outlays to GDP more than halving. At the same time, government capital spending
has been highly cyclical, mirroring the dynamics of real GDP.
To circumvent the financing constraints, the authorities shifted important investment projects off-budget (such
as the construction of the NPP, financed with a direct government loan from Russia) as well es stepped up quasifiscal operations (Figure 1.34). No specific data are available on the details of the quasi-fiscal operations, but
anecdotal evidence suggest that most of them are related to SOE investment projects financed with foreign loans
or by domestic banks that have gone bad and the resulting liabilities had to be taken over by the government (the
most recent example is the takeover of loans extended by China to finance the modernization of several large
cement companies). As a result, overall public investment (including the NPP and quasi-fiscal operations) was
higher relative to GDP during 2015-2019 than during 2005-2010.
No details are available on the projects financed via the general government budget, but it appears that up to the
2015 crisis large portion of it reflected government financed SOE investment. This, however, has not added to
growth and efficiency: despite the high share of total public investment, potential growth has been falling steadily
suggesting declining marginal return and falling productivity, along with rapidly rising public debt (Figure1.35).

Figure 1.34 Public Sector Investment Spending
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On the other hand, investment in physical and social infrastructure was probably close to that in the rest of the
region if not lower. Indeed, the share of capital expenditures in healthcare is just above 10 percent (and falling
since 2014) and in education as low as 5 percent – levels that are very low and have led to the deterioration of
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facilities (for more details, see Chapters 4 and 5 below). Progress in physical infrastructure has been better, but
there are still logistical bottlenecks especially at the border with the EU.
A key policy goal for the authorities should be to reorient public capital outlays towards investment in social and
physical infrastructure and shift away from investment of projects that are much better handled by the private
sector. Achieving this, however, would require restructuring the SOE sector and the imposition of hard budget
constraints, along with a greater role for the private sector. This could be achieved by attracting more FDI
(including via privatizations and joint ventures), improving the business climate, and attracting financing from IFIs
like the EIB, EBRD, EU, as well as private sector financing including private sector partnerships (PPPs) where
feasible.

Protecting Expenditures in Human Capital should be a Priority for Government Budget
Expenditures on human capital in Belarus are at or above the regional median and more in line with the
higher income countries in the region. Education spending is among the highest in the region, at 5.0
percent of GDP in 2018, and healthcare expenditures are also above the regional median at 4.3 percent
of GDP (Figure 1.36). However, measured in constant prices, trends have been diverging among sectors.
Healthcare spending rose some 15 percent between 2012 and 2019 in real terms, while education
spending was trending lower through 2018 before rebounding in 2019 to 6 percent above its 2012 level.
Social protection expenditures (excluding SPF operations) have been on a declining trend. Apart from a
temporary increase in 2015-2016 when the economy entered a recession (Figure 1.37).
Figure 1.36 CEE General Government Social Figure 1.37 Human Development Expenditures
Spending by Function, 2018
in 2005-2019

Source: IMF GFS

Expressed in percentage to GDP, broader social protection outlays have remained broadly stable since
2017 at around 13.7 percent of GDP. This is also above the regional median (11.9 percent), but the
composition differs sharply from the rest of the region. The high social spending in Belarus reflects higher
social protection outlays (mostly pensions) than in most peers (11.3 percent in 2019, down from 11.5
percent in 2017). At the same time, social assistance outlays, at just 2.2 percent of GDP in 2019 (up from
2.1 percent in 2017), are on the lower end, and unemployment insurance is all but absent.
While the recent pension reform has restored sustainability of the SPF for the next few years, it remains
fiscally unsustainable in the long term due to adverse demographics and overly generous benefits. It is
also very expensive, with high contribution rates resulting in a high labor wedge that might inhibit
investment by the private sector, especially if SOE reforms advance. In addition, the COVID-19 related
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shock to global demand and growth could well cause a short-term financial shortfall in the SPF and require
additional budget transfers at a particularly difficult time for public finances. Social assistance programs
are too restrictive, based on a too low-income threshold, and ineffective in helping the “working poor”.
While the high level of social spending is commendable and has provided a basic safety net to citizens, its
efficiency depends also on other factors, such as regional distribution, targeting, its composition (wages,
maintenance, investment), as well as sector policies. Social and human development outcomes, while
having improved a lot over the years, seem not to have kept pace more recently and have been lagging
those in countries with similar level of expenditures. While quantitative input indicators (such as coverage,
staffing, etc.) are among the best in the region, quality of service delivery needs improvement in some
areas. Across all sectors, workers’ compensation accounts for the bulk of outlays, followed by
procurement, utilities, and maintenance spending. The share of capital outlays is modest and declining in
recent years, suggesting an ageing capital stock and limited room for modernization and expansion.
Chapters 2-5 look into details in the social assistance, pensions, health and education sectors and provide
recommendations to ensure their long-term fiscal sustainability and make them more equitable and
efficient in preventing poverty and developing human capital.
Beyond 2020, the global economy is expected to rebound, but how much Belarus would be able to benefit
from this rebound would depend on the economy’s potential and competitiveness. Both have suffered in
recent years and will be hampered further by the economy’s structural rigidities and permanent change
in the external environment resulting from the Russian “tax maneuver”. Looking ahead, given the
significant financial constraints, it will be imperative for Belarus to spend better. Additional allocations in
social sectors would be difficult to secure, therefore improving the efficiency and quality of service
delivery should be the key goal especially in health and education. The social protection system, however,
needs restructuring and additional funding to provide better protection to the poor and establish the basic
safety net needed to advance SOE reform. The lack of unemployment insurance (with unemployment at
4.2 percent in 2019, above most of CEE) limits labor mobility and is a major constraint to any SOE
restructuring. The additional allocations can be secured within the existing fiscal envelope by rationalizing
other spending and eliminating inefficient and unnecessary outlays, phasing out tax loopholes and breaks
and improving the equity of fiscal policy. Developing human capital within a sustainable fiscal framework
ought to be the key strategic goal of the authorities over the medium term as this is the only way to boost
productivity and ensure sustained robust growth given the adverse demographics and mounting external
constraints.
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CHAPTER 2. MODERNIZING SOCIAL ASSISTANCE SYSTEM TO
STRENGTHEN SAFETY NET’S ADAPTIVITY TO SHOCKS
Belarus devotes a sizable share of public resources on direct social protection, above the regional average.
Even though it covers significant portion of the population, it is not adequately weighted towards the poor
and has failed to prevent a rise in poverty following the economic recession of 2015-2016. This is because
the composition of the social assistance programs is lopsided, preventing the system from functioning as
an effective social safety net, with universal benefits such as child-related and disability benefits taking a
lion’s share of the resources, just 3 percent going to anti-poverty assistance and unemployment benefits
negligible.
The only significant means-tested program, GASP, is too restrictive and excludes a large share of the poor,
while the existing unemployment and energy assistance programs are extremely small for national
significance. Moreover, with heating tariffs currently provided to all households covering only about 15
percent of operating costs, the universal energy price subsidies cost an estimated 2 percent of GDP. These
are not cost-effective and are socially regressive, with the rich receiving a bigger share than the poor.
There is an urgent need to reassess the design, structure and adequacy of social assistance programs,
rebalancing the social assistance system towards a higher share of social safety net provided through
means-tested income support, while promoting graduation from social assistance. This would create a far
more adaptive safety net for future shocks, this weakness is underscored by need to address the economic
consequences of the COVID-19 pandemic. Increasing the coverage and generosity of GASP and
unemployment benefits, a shift from universal energy subsidies towards a targeted HUS program and the
introduction of a Low-Earnings Credit Allowance would require some 0.6 percent of GDP in additional
spending but would expand the support available to poor and vulnerable households resulting in a
substantially enhanced social safety net for the country. The additional funding can be secured by scaling
back the inefficient and costly universal subsidies.
The major economic challenges that Belarus faces as a result of the COVID-19 pandemic are rising poverty
and unemployment for formal and informal sector workers and business disruption for small/micro
business owners. As the crisis has taken hold, the value of having strong social protection systems in place
that are capable of reaching affected households with immediate assistance is clear. The priority should
be reducing the impact of employment losses by protecting households and promoting employment
retention. Therefore, the current social safety net would need to be strengthened as part of both shortterm crisis responses and longer-term post-pandemic recovery measures.

A. Characteristics of the Current Social Assistance System in Belarus
Belarus devotes a sizable share of public resources on direct social protection. Social protection (SP) is an
umbrella term that includes social assistance (SA) and social insurance (SI), the latter comprising labor
market programs and pensions systems. Direct spending on SP accounts for about 15 percent of GDP.
Over three-fourths of this budget goes to SI programs, predominantly contributory pensions.
Belarus spends around 2.3 percent of GDP on SA on average, above the ECA regional average of 1.8
percent. SA refers to non-contributory assistance to families and special groups and includes allowances
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to households related to childbirth and childcare, social pensions, disability allowances, unemployment
benefits and old age social support (Figure 2.1 ). SA expenditures in Belarus also cover privileges to specific
categories of citizens (e.g. pensioners, war veterans) and various subsidies ranging from public
transportation to housing and utilities.15 The means-tested minimum income scheme, operated through
the Targeted Social Assistance System (GASP), distributes benefits to low-income households.
The composition of programs under SA is lopsided, preventing the system from functioning as an effective
and adaptive social safety net (Figure 2.2). Child-related benefits consume about 70 percent of the total
SA expenditures, with disability benefits and pensions being the second and third largest spending
category respectively. Nearly 3 percent of SA goes towards targeted anti-poverty assistance while the
expenditure on unemployment benefits is negligible.
Figure 2.1 Share of SA spending in Belarus, ECA Figure 2.2 Composition of social assistance
countries and the EU, percent of GDP
spending, 2017, percent of total spending
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Figure 2.3 shows the composition of SA in different countries in the ECA region and reveals considerable
heterogeneity in the share of different components. For instance, social pensions weigh heavily in the SA
systems of Albania, Georgia and Russia but are negligible in Hungary, the Czech Republic and Serbia.
Similarly, means-tested benefits are meager in many countries, including Belarus, while in others they
have a sizable allocation. Relative to the rest of the region, Belarus spends a significant portion of its SA
budget on child-related benefits. According to the 2016 Belarus household survey, over 25 percent of
childless households are poor, based on the conservative poverty line of 164 BYR per capita (2016). Thus,
while child allowances are an important source of income for households with children, a significant
proportion of poor households do not qualify for this benefit and are automatically excluded. This
situation would be mitigated if means-tested benefits were generous, which is not the case currently.

15

SA does not include energy subsidies that are universal and hence provided to all households.
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Figure 2.3 Composition of social assistance spending, ECA countries
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The composition of SA reveals minor changes in the priorities of the government over time (Figure 2.4).
The share of child-related allowances increased from 2014 on, as did the share of social pensions and
GASP while the share of disability allowances went down. Expenditure on the other components of SA has
remained negligible. There was a small increase in SA expenditures in 2016, which was perhaps a
consequence of the 2015-2016 recession in the country. However, the share of GASP, the means-tested
program, does not show any significant increase.
Figure 2.4 Composition of social assistance spending over time in Belarus
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Unemployment benefits in Belarus are notably low, relative to international standards. The official
employment rate in Belarus was a healthy 67.2% in 2017 but the unemployment rate was high at 5.6
percent (having declined to 4.2 percent in 2019), with youth unemployment even higher at over 15
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percent.16 However, the country offers very little protection to workers in terms of unemployment
benefits. The outlay on unemployment benefits amounts to 0.006 percent of GDP, significantly below the
OECD average of 0.68 percent.17 Yet, according to the World Bank’s CEQ study for Belarus, these benefits
are the most efficient among all social protection measures, in terms of their impact on poverty.18 This is
a major weakness in Belarus’s safety net as the COVID-19 crisis has taken hold. It underscores the value
of having strong social protection systems in place that are capable of reaching affected households with
immediate assistance. Having a strong unemployment benefit is a crucial component in the safety net
system to address the major challenges that Belarus faces as a result such as rising unemployment for
formal and informal sector workers and business disruption for small/micro business owners. This clearly
suggests that increasing budgetary allocation to this form of benefit to increase its coverage and the
amount up to at least the subsistence minimum will have a high payoff for Belarus in the long run for the
system to be prepared and enhanced ahead of large covariate shocks like COVID-19.
There is a case for reducing the generosity of child-related allowances. While it is desirable for some
programs (such as child allowances) to be universal/categorical, and that is indeed the international norm,
the problem in Belarus is that these expenditures consume over two-thirds of the SA budget, marginalizing
other programs. Generous child-related allowances may also discourage work effort from those
beneficiaries who would otherwise (if not receiving these benefits) seek employment. One way to
restructure this benefit would be to reduce the monthly allowance of the principal component (benefit
for caring for children under 3 years of age) to a basic amount and to supplement it by providing subsidized
childcare for working parents with young children.
The monthly cash component of the GASP program excludes a large share of the poor. This is the only
significant means-tested cash assistance program under SA. The GASP program accounts for barely 3
percent of all SA, and almost 0 percent of GDP in Belarus. The monthly cash component of GASP is about
25 percent of the total GASP budget. In comparison, the European Union spends nearly 1 percent of GDP
on the monthly, means-tested cash benefits.19
Currently, at least three types of design restrictions drive the low coverage and effectiveness of this
program: (1) Households are eligible for GASP for a maximum of 6 months a year; (2) households with
able-bodied members who have been working for less than 6 months during the last 12 months are not
eligible irrespective of the level of their family income. This contributes to working poor households being
excluded from the program; (3) the cross-conditionality between unemployment benefits and the GASP
benefit restricts the coverage of families with unemployed members.20 This is a feature of GASP design
that discriminates against the unemployed relative to other types of beneficiaries. Moreover, the benefit
amount is very low compared to the costs of meeting the eligibility conditions, further discouraging
eligible households from applying for the benefit. Expanding coverage for this program has the potential
to transform the SA system into a more effective social safety net.
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ILO (2018), ILOSTAT
OECD (2019), Public unemployment spending (indicator). doi: 10.1787/55557fd4-en
18 “Fiscal Incidence in Belarus – A Commitment to Equity Analysis”, Policy Research Working Paper, World Bank 2017, Table 14.
19 EUROSTAT database
20 Potential beneficiaries from this group are considered eligible for GASP only while officially registered as unemployed, but not
for the first three months of unemployment. This forces them to rely on a relatively small unemployment benefit that does not
depend on the family’s income and economic situation.
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Households’ affordability of energy needs is becoming increasingly at risk, requiring effective social
assistance measures. The partial reform of utility subsidies has led to increasing household cost of utility
services. Going forward, without effective social assistance, the shock from full-cost recovery pricing is
significant. In 2016, households in the bottom decile spent about 17 percent of their income on utilities.
Around 27 percent of the households are energy poor – spend more than 10 percent of their incomes on
utilities. In comparison, energy poverty rates are 6 percent in Poland, 5 percent in Serbia.21
The current Housing Utility Subsidies Program (HUS) – Belarus’ means-tested energy assistance program
– is extremely small in coverage and budget. The HUS program, because of very restrictive eligibility
requirements, covers only 0.5 percent of the population. This coverage is well below the poverty rate of
5 percent. Moreover, the transfers are meager, consuming barely 0.0004 percent of GDP.
The HUS eligibility design is not progressive and does not protect a significant proportion of the population
from energy poverty. The HUS formula is designed to cap utility expenditures, to protect households from
extreme payment burden. It is based on a household income-test relative to the cost of utilities.
Households are eligible for this subsidy if the monthly utilities bill exceeds 20 (15) percent of total
household income in urban (rural) areas. Qualifying households participating in the HUS then pay 20
percent of their income towards the cost of utilities, and the HUS pays the rest (up to a stated maximum).
This formula sets a very high threshold for poor households but not high enough for middle-to-high
income households. Another problem of the current benefit formula is that it is based on total household
income regardless of household size, which often discriminates against bigger households for whom this
support is more essential. For instance, while groups such as single pensioner households and sole-earner
households (with low enough earnings) tend to be eligible if they also have high utility bills, dual income
low-earnings households (working poor) tend to be excluded regardless of the number of dependents in
the household. This results in less support provided than needed, extremely low coverage and program
budget.

B. Efficiency of Current Social Assistance System
Belarus’ social assistance programs reduce the poverty headcount by 11 percent but many of the poor
are not beneficiaries and/or not receiving adequate support.22 The impact of transfers on reducing
poverty and inequality depend on a number of factors such as program coverage, targeting efficiency and
generosity of benefits. Across the world, the average reduction in relative poverty headcount due to SA
transfers is 8 percent and in terms of poverty gap it is 16 percent (Figure 2.5). In Belarus, SA reduces
poverty by around 11 percent, similar to the effect in upper middle-income countries. The reduction in
poverty gap is, however, much lower at 3 percent. This implies that there are a significant number of SA
beneficiaries whose income would fall below the poverty line if they were not receiving the transfers. At
the same time, many of the poor are not beneficiaries and/or the benefit amounts received by them are
inadequate to pull them up above the poverty line.

21

The World Bank 2013, Balancing Act: Cutting Energy Subsidies While Protecting Affordability
The efficiency analysis is based on the official poverty line of 164 BYR per capita, which is clearly outdated. Hence the impact
estimates for Belarus in this section are overestimates.
22
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Figure 2.5 Impact of social assistance on poverty, international comparison
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Belarus’ social assistance system covers a significant share of the population, but SA is not adequately
weighted towards the poor. SA covers about 54 percent of the population in Belarus. However, the
distribution of SA is not adequately weighted towards the poor where less than 45 percent of the poorest
quintile receives any SA, which compares poorly against the performance of most countries in the ECA
region (Figure 2.6).
Figure 2.6 Share of poorest quintile receiving any social assistance, ECA countries
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Source: SPEED (Social Protection Expenditure and Evaluation Database for Europe and Central Asia) 2019 Database, Washington,
DC: World Bank.

Over 20 percent of all SA benefits accrue to households in the two highest income quintiles. This is largely
driven by child-related benefits that account for about 14 percent of SA benefits going to this group (Figure
2.7). While this is not surprising given that this is a categorical benefit, it also suggests that Belarus could
make its SA more effective by reducing the principal component of the child allowance benefit - caring for
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children under 3 years of age - and supplementing it by providing subsidized childcare for working parents
with young children, as suggested above.
Figure 2.7 Distribution of child allowance benefits and all social assistance, by income quintile
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Benefit levels are low and do not represent a substantial share of household expenditures for the poor.
The share of SA in total household expenditures accounts for about 23 percent for the bottom quintile
(Figure 2.8). While this is comparable to many other countries in the region and is above the median, it
compares poorly with countries like Georgia, Armenia, Poland and Serbia. It appears clear from the
preceding analysis that increasing public spending on means-tested SA would improve the effectiveness
of SA as a true safety net, by channeling larger amounts to those households that need these benefits the
most. The share of total SA going to the poorest quintile is low in Belarus, relative to most countries in the
region. In Belarus, this share is about 42 percent, below the median share. In 10 countries, the poor get
over 50 percent of total SA benefits (Figure 2.9). This suggests that Belarus can do better in terms of
targeting benefits towards the poor.
Targeting efficiency is low in Belarus due to high rate of exclusion of poor and inclusion of non-poor in SA.
Overall, SA extends some form of support to 85 percent of the poor population.23 This is comparable to
the ECA region’s coverage rate for the poor. However, there is no single program that supports most of
the poor, primarily because most spending is not targeted at the poor. Furthermore, generosity of
assistance for poor households is low. Even child allowances, the biggest component of SA, cover 56
percent of the poor and 65 percent of the non-poor (Table 2.1).

23

The 164 BYR threshold to measure the poverty line understates poverty significantly. This is the reason for the discrepancy
between Figure 2.6 and Table 2.1– 42 percent of the poorest quintile is equivalent to nearly 85 percent of the poor.
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Figure 2.8 Adequacy: share of social assistance in Figure 2.9 Share of social assistance going to
total HH expenditure of poorest quintile in ECA poorest quintile in ECA countries, percent
countries, percent
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Table 2.1 Targeting efficiency of social assistance expenditures

All social assistance
Child allowance
Social Pensions
Unemployment benefits
Other
benefits
and
subsidies
Student grants
Privileges

Coverage of the
poor
84.6
55.7
32.8
2.1

Total number poor
UnderLeakage
coverage
(beneficiaries)
15.4
82.5
44.3
64.9
67.2
92.9
97.9
78.6

Leakage
(benefits)
69.3
59.7
97.3
81.1

35.5

64.5

74.5

76.9

1.4
55.0

98.6
45.0

96.7
82.7

97.4
81.9

Source: WB staff calculations based on MoLSP data.

C. Policy Options for Modernization of the Social Assistance System
Increasing economic resilience would urgently require rebalancing the social assistance system towards a
higher share of spending on means-tested income support. The proposed redesign of Belarus’ social
assistance system aims for substantially more balanced outcomes in terms of benefit generosity, number
of individuals covered, eligibility, effectiveness (reduction in poverty and in-work poverty) and costs. The
proposed measure would also create a far more adaptive safety net for future shocks. Belarus has two
programs linked to income – the GASP and HUS – which are natural building blocks for strengthening the
social safety net system. However, they are currently too small to provide effective anti-poverty impact
or for buffering household from future shocks. Achieving progress on this front also requires discouraging
benefit dependency and providing the right incentives for people to work. Introducing incentives for labor
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market attachment while providing a safety net could be shaped as a Low-Earnings Income Credit
Allowance (LEICA) or via an income disregard embedded in the GASP program.
Quantitative simulation of the proposed measures shows that poverty can be significantly reduced much
further while addressing incentives to work. A reformed GASP and/or introduction of LEICA will reduce
poverty by a substantial 4.4 percentage points, by lifting incomes at least to the subsistence minimum
level. In the case of GASP, the poverty and vulnerability reduction are achieved by providing income-topups up to the subsistence minimum. The simulated poverty reduction impact varies between 2 to 5
percentage points depending on the scenario and level of additional expenditures. These are substantial
effects but more importantly, the new measures would also lower vulnerability in the face of economic
shocks. The HUS would reduce poverty by another 0.3 percentage points (8 percent reduction) but the
energy poverty would drop from 28 to 26 percent.
Expanding the GASP, HUS programs and introducing LEICA will require additional fiscal resources but the
additional expenditures on SA are affordable and cost-effective. The budget implications of the proposed
changes are driven by two factors: changes in coverage and changes in total benefit over the coverage
period. Our recommended changes to the GASP would increase the number of households covered by
28% relative to the baseline.24 This, along with proposed increase in benefit amounts that will be paid for
12 months, would increase the budget by 250 percent.25 In combination with a LEICA or an income
disregard within GASP – which would also protect households just above the subsistence minimum - the
overall budget may increase up by 540 percent relative to the baseline estimate. The enhanced HUS would
increase the HUS program budget nine-fold to around 0.01 percent of GDP. The total budget for all the
measures together would increase to approximately 0.6 percent of GDP (compared to 0.02 percent of
GDP in 2017) or around 20 percent of total spending on social assistance. The additional cost to expand
the share of means-tested programs is low relative to the total spending on social assistance in Belarus
and compared to other countries in the region. On average OECD countries spend approximately 4.4
percent of GDP on non-contributory income support. And the cost of what is specifically spent on meanstested benefits among the OECD countries ranges between 0.3 percent (Czech Republic) to 5 percent
(Iceland) of GDP26. Furthermore, the additional spending is relatively low when compared to other forms
of inefficient public subsidies such as universal energy subsidies through lower tariffs, and subsidies to the
public sector which results in costly leakages (e.g. the overall cost of energy subsidies has been estimated
around 1-2 percent of GDP (CEQ study for Belarus) in 2017).

Expanding the GASP
The current GASP is not effective for protecting households from adverse unanticipated shocks. Currently,
the GASP program excludes a large share of the poor. To function effectively, the program requires
changes to the benefit eligibility formula as well as rationalization of administrative limits on eligibility and
amounts. This will allow coverage to increase, improve adequacy of support and address the exclusion of
vulnerable households. The proposed measures include extension of GASP to a maximum of 12 months
and relaxing eligibility rules that limit access to GASP for the unemployed. Improvement in the generosity
of the benefit would stimulate higher take-up for assistance, which is currently very low as eligible

24

According to the administrative data, the baseline number of households is 23.5 thousand for 2017 (Ministry of Labor).
This is an upper bound estimate that would be moderated in practice by partial benefit take-up, additional asset related
eligibility conditions and lower durations determined on case-by-case basis.
26 http://www.oecd.org/els/soc/OECD2014-Social-Expenditure-Update-Nov2014-8pages.pdf
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households opt-out after weighing the costs of application against the meager benefit. The simulated
impacts of this proposal on poverty and coverage, and the fiscal implications are detailed in Table 2.3.
Introducing a Low-Earnings Income Credit Allowance (LEICA) or an income disregard within GASP as a new
instrument to strengthen social assistance and incentives to work. LEICA is designed as a benefit for
workers with very low earnings and is calculated as a percentage of their earnings up to a maximum. Such
a program would improve work incentives while maintaining support to those in poverty (Box 2). This
instrument would focus on supporting working poor households, while the GASP could provide a safety
net for households with children where adults are unemployed or cannot work. Alternatively, the reforms
for strengthening incentives could focus on GASP only.
The efforts to address the plight of child poverty and the low levels of support to households with children
might prove ineffective if more generous support is not coupled with measures that preserve incentives
to work. The current GASP design imposes a 100 percent tax on work. Under the current GASP design,
efforts by working poor households to increase their income while receiving assistance are effectively
being thwarted, as any incremental income would result in the GASP benefits being removed “ruble for
ruble”. This lowers the incentives for individuals to earn additional formal income and could result in a
“welfare trap” as household members weigh benefits and costs of working – an outcome that goes against
the idea of promoting the self-reliance of poor households. While the existing GASP design uses
sanctions27 as a primary means to prevent this potential trap, it results in a large exclusion of low-income
households.
A more effective way to handle the work incentive issue is to introduce an income disregard (e.g. 13
percent income disregard is simulated in the quantitative analysis) or an earnings credit for low-income
households. This is a central feature of this design, and one that is crucial for reducing the vulnerability of
those who live just above the subsistence minimum. That is, the new program design would avoid a “cliff”like cutoff point for support. This feature, which in itself facilitates households on the path to becoming
self-reliant, also concentrates benefits on working households whose members represent roughly two
thirds of the vulnerable category. Other groups such as elderly pensioners, whose poverty rates are low
as they rely on pensions for their incomes, are not affected (Table 2.3).
As far as the overall poverty and working poverty is concerned, the reformed GASP and the new LEICA,
combined, will reduce poverty incidence by approximately 4 percentage points28. The biggest low-income
groups to benefit from the reforms are families with children and single parents (Table 2.4). The total
budget for the most expensive scenario would have to increase to approximately 0.6 percent as a share
of GDP or around 20 percent of total spending on social assistance. This represents a substantial increase
over current spending levels though considering the most expensive scenario with 100% program takeup and 12-month benefit duration. This is the upper bound due to likely over-estimation of eligible
population due to the lack of asset filters in the microsimulation and assumption of 100% take-up.

27 GASP

beneficiaries need to demonstrate effort following their individual labor activation plans and accept jobs offered to them
or risk losing the GASP benefit.
28 Definition of working poor used in the analysis includes all members of working households with all able-bodied members
employed.
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Box 2. Low-Earnings Income Credit Allowance (LEICA)
LEICA is a benefit for workers with very low earnings equal to a percentage of their earnings up to a maximum
After the benefit reaches its maximum, it remains flat until earnings reach the phase out point. Thereafter, the
benefit declines with each additional ruble of income until it is phased out completely (Figure 2.10Error!
Reference source not found.). Many additional features could be added to this basic design to adapt it to country
circumstances such as relatively more generous benefit for households with children. The differentiation of the
LEIA according to family composition would be the feature that makes this program superior to employment
guarantees as a form of social protection. The proposed benefit is equal to 13% of earned income during the
phase-in, up to the subsistence minimum, reaching a maximum of 13% of BYR 164. This maximum benefit (13%)
is paid up to an earned income level equal to BYR 181. For total incomes above BYR 181 the credit is phased out
at the rate of a 20% until the benefit goes to zero at a total income equal to BYR 246. Households with per capita
incomes above this level are ineligible. The thresholds incorporated into this simulated design correspond to the
subsistence minimum (BYR 164 in 2016), and the income threshold of the poorest decile (BYR 181 in 2016).

Figure 2.10 Illustration of the proposed GASP and LEICA approaches (Amounts based on 2016 value)
Benefit amount

Max benefit
13%*Subsistence Minimum

GMI

Max benefit threshold

Byr 164/month

Phase out threshold

Byr 181/month

Income

Improving design of the HUS formula
The World Bank recommends a new HUS design that would result in greater inclusion and progressivity
in the level of support for energy affordability. Under the current design, households can become eligible
if the monthly utilities bill exceeds 20 (15) percent of total household income in urban (rural) areas, in
which case, HUS beneficiaries would pay 20 or 15 percent of their incomes towards the cost of utilities,
and the rest is paid by the HUS (up to a set maximum). However, the fixed threshold (20 or 15 percent of
total income for urban and rural areas) requires a very high out of pocket expenditure for poor households
on utilities before support is given. Currently, the share of the budget allotted to utilities in the basic needs
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basket in Belarus is 8.4 percent. The design also does not consider family composition since households
with lower per capita income require more support. Therefore, the World Bank recommends a formula
that varies the mandatory percentage of out of pocket payment for utilities according to the level of per
capita incomes. A flexible approach that would increase support to lower income households with the
benefits fading to zero for better off households above a certain income can be implemented via the
following formula:
𝑻𝒐𝒕𝒂𝒍 𝒊𝒏𝒄𝒐𝒎𝒆
) ∗ 𝟖. 𝟒%;
𝑯𝑯 𝒔𝒊𝒛𝒆 ∗𝑺𝒖𝒃𝒔𝒊𝒔𝒕𝒆𝒏𝒄𝒆 𝑴𝒊𝒏𝒊𝒎𝒖𝒎

𝑶𝒖𝒕 𝒐𝒇 𝒑𝒐𝒄𝒌𝒆𝒕 𝒑𝒂𝒚𝒎𝒆𝒏𝒕, % = (

where total income includes income from GASP, and where income is imputed at the subsistence
minimum for households that report incomes below the subsistence minimum.
The benefit is capped with a provision that out of pocket payments cannot be less than 8.4% of household
income for households receiving support. This introduces a flexible feature where richer households will
progressively pay more out of pocket as assistance declines with incomes and households become
ineligible above a certain per capita income threshold. According to the new formula, the mandatory out
of pocket payment for utilities is lowered to 8.4 percent for the households with subsistence minimum
income (Table 2.2).
Table 2.2 Illustration of the improved HUS formula for a family with 3 household members
Subsistence minimum for a family of 3
members

643

643

643

643

643

Total household income

500

643

1000

1531

5000

Utility expenditure threshold (for a family
of 3 to be eligible for HUS support)

54

54

131

306

3266

Share of utility expenditures in total
income for a family of 3 members

8.4%

8.4%

13%

20%

65%

Source: World Bank staff calculations

Stronger HUS design would lead to significant increase in coverage among low-income households, reduce
energy poverty, and lower the share of income spent on energy needs. Simulation of the distributional
and fiscal impacts demonstrates that new HUS formula could result in improved coverage and reduction
of utilities payment burden for low-income households. The coverage increases sevenfold, and the share
of expenditures on utilities drops by 3 percentage points on average from 11 to 9 percent of household
income (Figure 2.11). This will require a 9-fold increase in the budget of the HUS, albeit starting from a
very low base, which translates to around 0.01 percent of GDP (Table 2.3).
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Figure 2.11 HUS coverage as a percentage of income decile group
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Table 2.3 Impact of proposed changes to GASP and HUS, and fiscal implications
Scenarios

Poverty,
percent
5.7

Working poor,
percent
4.9

Budget Increase

Reform scenario 1, 12-month GASP

4.0

3.7

Reform scenario 2: 12-month GASP with 15%
earned income disregard
Reform scenario 3: 12-month GASP + LEICA

1.4

1.1

by 250% (from 0.1% to 0.3%
of GDP)
by 536%

1.3

1.1

Baseline (without GASP)

by about 578% relative to
baseline (to 0.5% of GDP)

Improved HUS program

from 0.0004% to 0.01% of
GDP

Source: WB staff simulations. Actual expenditure values from MHU and MoL

Table 2.4 Changes in poverty under different simulations, percentage points
Difference
in poverty
relative to
baseline

Changes in the incidence of poverty rel. to baseline, by group

Difference
working
poverty rel.
to baseline

Elderly

HH
without
children

Single
parent

Couples
with 1-2
children

Couples with
3+ children

12-month
GASP

-1.4

0.0

-0.5

-5.8

-2.1

-5.7

-1.1

12-month
GASP
+
LEICA

-4.0

0.0

-1.6

-10.2

-6.1

-19.2

-3.7

12-month
GASP with
15% earned

-3.5

0.0

-1.1

-9.6

-5.3

-18.6

-3.1
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income
disregard29
Source: WB staff estimates.

CHAPTER 3. ADDRESSING PENSION SYSTEM CHALLENGES STEMMING
FROM ECONOMIC ADJUSTMENT, DEMOGRAPHY AND AGING
Belarus’ pension system is a Pay-As-You-Go defined benefit scheme with extensive coverage thanks to high
labor participation, the prevalence of formal employment and a dominant public sector. The system has a
high degree of redistribution and strives to maintain a replacement rate of 40 percent, which is higher than
the regional average. However, demographic changes have reduced the system’s coverage and increased
the dependency ratio in recent years, while the economic recessions in 2015-2016 pushed the pension
system into deficit despite a decline in the replacement rate. Early retirement has been on the decline, but
still remains sizable and need to be scaled back further.
In 2017, Belarus embarked on important parametric changes, gradually increasing the retirement age and
the insurance period needed to qualify. These changes stabilized the number of pensioners, helping
temporarily balance pension finances. However, in the short run, a large-scale economic adjustment such
as SOE restructuring may lead to labor shedding and increase in unemployment, causing a reduction in
contribution revenues that may fall short of covering the cost of existing pensions. Similarly, the COVID-19
crisis will result in a temporary increase in layoffs, unemployment and salaries that will reduce contribution
revenues. The key longer-term challenge is the demographic change, with population ageing reducing the
share of the working age population and leaving fewer contributors to finance a growing pool of
pensioners.
The system should be prepared to face both short- and longer-term challenges and create an adequate
fiscal buffer. While there are several scenarios how to achieve long-term sustainability, the most
appropriate response would be a continued increase of women`s retirement age to equalize it with that of
men by 2032. This would enable the pension system to provide for an average replacement rate close to
40 percent of the gross wage without experiencing significant fiscal strain in the coming 20 years. A shift
towards a rule-based pension indexation mechanism taking account both inflation and economic growth
would also help contain costs while preserving the benefits’ purchasing power. Moreover, under this
scenario the contribution rate could be reduced from the current 29 percent to 26 percent, providing a
boost to economic activity, especially in the private sector.

29

Alternative scenario in lieu of LEICA introduces an earned income disregard. This modification of GASP enables the program to
focus support to working poor, especially those slightly above the subsistence minimum. The budget is preliminary estimate of
the budget is 360% of the baseline scenario. This scenario is a simpler alternative to LEICA but shows excellent effect on poverty.
The scenario is still under review by the team and should be finalized by the time we meet in Minsk.
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A. Pension System Parameters, Demographic and Fiscal Environment
Belarus`s pension system is a conventional Pay-As-You-Go (PAYG) defined benefit scheme with extensive
coverage. It covers 68 percent of working age population as contributors and provides benefits to almost
100 percent of people above the retirement age. Extensive coverage results from high labor force
participation, with 87 percent of working age people employed and a high prevalence of formal
employment (85 percent of the labor force are waged employees and 40 percent of the employment is
concentrated in the public sector).30 A contribution rate of 29 percent is charged on the insured wage bill
(28% paid by the employer and 1% by workers) intended to cover all pension benefits including old age,
disability and survivor insurance.
System coverage as well as the number of insured persons has been on the decline. In 2012-2017, because
of the shrinking working age population, the number of contributors fell from 5.2 million to 4.9 million or
by 330,000 while the number of pensioners grew by 82,000 people. This pushed down the system
dependency ratio, measured as the number of contributors per 100 pensioners, from 207 to 188
contributors per 100 pensioners (Table 3.1).
Table 3.1 Number and Composition of Pension System`s Participants, 2012-2018
2012
Number of contributors, thousands
Number of pensioners, thousands,
out of which:
Old-age
Service
Disability
Survivorship
Social
Number of working pensioners,
thousands
Working pensioners as a share of all
pensioners, percent
Pensioners per 1,000 population
Contributors per 100 pensioners

2013

2014

2015

2016

2017

2018

5 194

5 174

5 139

5 047

4 929

4 864

-

2 512
2 035
32
270
115
56

2 537
2 062
34
270
108
57

2 560
2 092
35
267
101
59

2 593
2 126
37
266
97
61

2 619
2 158
38
262
94
63

2 594
2 134
39
258
87
71

2 561
2 102
40
259
72

587

605

635

651

666

646

638

23.4
280
207

23.8
282
204

24.8
284
201

25.1
287
195

25.4
290
188

24.9
288
188

24.9
270
-

Source: Social Protection Fund, Ministry of Labor and Social Protection, National Statistical Committee.

Old-age pensions prevail in the overall benefits composition. Out of 2.6 million pensioners, over 80
percent receive old-age pension benefits (Table 3.1).31 Disability pension beneficiaries constitute about
10 percent while the share of survivors’ pensions remains relatively small at 3 percent, which is the result
of a historically high employment rate among women. Social pensions that are paid in case of insufficient
contribution period are also few and most of their recipients are the disabled. Because the retirement age

30

Annual Statistics Report of the Belarus Republic, 2018.
The number of pension beneficiaries does not include the military and paramilitary pensioners whose retirement benefits are
administered outside the public pension program.
31
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remains low, even after recent increases, one in four pensioners continued to work. There is also a group
of pensioners that enjoys early retirement.
The overall number of pensioners in receipt of early pensions has been on the decline. In December 2017,
there were 346,000 such pensioners representing 17 percent of the overall pool of old age retirees. Of
those, 76,000 were still younger than the statutory retirement age (Table 10 in Annex). 32 Since 2012 the
number of early pension recipients decreased by 6.8 percent while the number of those below the
retirement age decreased by 15 percent. This is the result of policy changes introduced over the last
decade for people employed in some occupations or under special (often hazardous) work conditions. In
2009, the country launched an occupational pension insurance scheme to provide such employees with
either earlier or supplementary pensions upon their choice. Since 2014, the workers have been offered
an alternative to early retirement in the form of monthly wage supplements of not less than the amount
their employer would pay in occupational insurance contributions for hazardous work conditions.
However, some groups qualifying for early retirement benefits continue to grow. A group eligible for early
retirement comprises people deemed socially disadvantaged, including war disabled, parents who raised
many children or whose children are disabled, people who have helped in limiting the contamination from
Chernobyl disaster (and its subsequent clean-up) and other similar categories. While the number of
beneficiaries in this group is slowly decreasing, the two sub-groups that are growing rapidly are parents
of many children and disabled children. The early retirement privilege in this group seems to play a role
of income support to compensate for higher labor market barriers. It would make more sense to provide
the support through welfare-related social assistance benefits until those people reach the retirement
age and can claim the pension.
Early retirement privileges require further revision to reduce fiscal cost and enhance equity in the pension
system. About 70 percent of early retirees continue to work while receiving benefits. This underscores the
failure of existing early retirement programs to target people that are unemployable or of poor health
and calls for rethinking of the early retirement entitlements. Moreover, some of the early retirement
entitlements pursue the objective of compensating for limited earning opportunities which is better
addressed via the social assistance programs.
Belarus`s pension system strives to maintain an old-age pension benefit ratio at 40 percent which reflects
the relationship between average pension and average gross wage. The benefit formula considers the
wages earned over a reference period that may include non-contributory periods. For non-contributory
periods, the wage used in pension calculations is approximately equal to the minimum wage. In 2017, the
reference period covered the last 23 years of service.33 For that period, the formula compares an
individual’s monthly wage and the economy wide wage in the same month and averages the ratio
between the two. The resulting averages are then compressed to introduce a significant redistribution
from higher earners to lower earners. After that, the resulting compressed wage is multiplied by the wage
base, which is an amount regulated by the Government, to come up with the individual pension base. The
formula grants 55 percent of the individual pension base for the first 25 years of service for males and 20
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In pensions records, people who retired early are considered early pensioners even after they reach the regular retirement
age.
33 The reference period is set to increase by one year per annum to ultimately capture the entire career. However, there is no
strict requirement limiting the reference period (stazh raboty) to the contributory one.
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years of service for females. An additional one percent is accrued for each extra year of service. For fewer
years of service, the benefit is reduced proportionally but cannot fall below 50 percent of the statutory
minimum pension. Various pension supplements and top-ups constitute about five percent of an average
pension, according to the estimate of the Ministry of Labor and Social Protection (MLSP).
The 40 percent benefit ratio was maintained until 2015 due to strong revenue performance and
indexation of benefits by the nominal wage growth. However, because of the rising demographic
pressures and the economic slowdown, by 2017 the average benefit ratio declined to 37 percent of the
gross wage. At the end of 2017, the minimum pension constituted about 73 percent of an average old age
pension, an average disability pension stood at 90 percent and survivor`s pension at 68 percent of the
average old age pension benefit. Those who continue to work after retirement may combine earnings
with pensions, but their wage considered for calculation of pension benefits is subject to a ceiling of 130
percent of the average wage.
The degree of redistribution within the pension system is relatively high. As mentioned above, the benefit
formula provides for significant redistribution. This is the result of a combination of factors such as the
minimum pension rule, suppressed profile of individual wage coefficients, and higher accrual rates in
earlier years of service. The left-hand side of the Figure 3.1 shows pension levels (horizontal axis)
expressed in terms of the average wage in the economy (vertical axis) for individuals with full careers. For
example, an individual whose earnings in the pre-retirement year made up 0.5 of the average wage in the
economy can expect a pension equal to 0.3 of average wage in the economy, while an individual earning
2 times the average wage can expect a pension equal to 0.5 of the average wage. The right-hand side of
the Figure 3.1 shows pensions as a factor of individual earning in the year prior to retirement (individual
replacement rate). It demonstrates that minimum wage workers can expect 95 percent of their preretirement wage replaced after retirement while workers earning 2 times the average wage in the
economy can only expect their pension to replace 25 percent of their individual earnings in the preretirement year.34
Figure 3.1 Income redistribution within the pension system

Source: World Bank staff projections, APEX model.

34

Zviniene, Asta and Sergiy Biletsky “Fiscal Projections for Pension System in Belarus”, World Bank, 2011.
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Recently, the redistribution has favored women more than men. In 2012-2017 the pension benefits
distribution curve flattened more among male retirees relative to female retirees (Figure 3.2). Moreover,
the men’s’ pensions distribution smoothed due to increases in the number of low and high pensions alike,
while among females, more retirees shifted towards higher benefits. This points to convergence in the
level of pensions of men and women even though women retire earlier, have shorter careers and lower
wages on average relative to men.
Figure 3.2 Distribution of pensioners by level of pensions and by gender35
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The social insurance contribution revenues finance pensions as well as other benefits. Although paid
separately, pension contributions constitute an integral part of social insurance contribution revenues in
the Social Protection Fund`s budget (Table 3.2). In 2012-2019, the social insurance contribution revenues
grew from BYR 5.6 Million to BYR 10.6 Million. In GDP terms, however, they remained relatively stable at
around 10 percent with a slight increase recorded in 2013-2014 when they exceeded 11 percent of GDP
because of the accelerated growth of the revenue base. The pensions-to-GDP ratio grew from 8.1 percent
in 2012 to 9.3 percent in 2015-2016 and declined slightly to 9 percent in 2017 because of the policy
changes discussed below. Combined with other benefits, the total cost of programs financed by the Social
Protection Fund reached 12 percent of GDP by 2019. Starting in 2013, contribution revenues fell short to
cover the Fund`s expenses and funding of some benefits was taken over by the national budget. Even with
the national budget`s funding of some non-contributory benefits, the growing dependency ratio and
revenue underperformance led to deficits in SPF in 2015-2017.
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Figure 3.2 demonstrates the incidence of beneficiaries (proportion of beneficiaries in each group) by the level of
their pensions, expressed relative to the wage base i.e. the amount established by the Government and used as a
basis to calculate or revisit individual pension benefits.
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Table 3.2 Social Protection Fund Budget Composition, percent of GDP

Total revenues
of which
Social insurance contributions
Occupational pension contributions
Other revenues
State budget subventions to cover:
Child benefits, civil servants` pensions,
merit pensions, conscripts` pensions, social
pensions, and supplements
Pensions and other benefits (deficit
financing)
Total expenditures
of which
Pension benefits and supplements
Other benefits including unemployment,
maternity, family, care, burial etc.

2012

2013

2014

2015

2016

2017

2018

10.4

11.6

11.7

11.7

12.4

11.8

11.4

Jan-Sept
2019
12.0

10.0
0.1
0.3
-

11.3
0.1
0.2
-

11.2
0.1
0.2
0.2

10.7
0.1
0.3
0.6

10.5
0.1
0.3
1.5

10.3
0.1
0.2
1.2

10.6
0.1
0.2
0.7

10.9
0.1
0.2
0.8

-

-

0.2

0.5

0.6

0.6

0.6

0.6

-

-

-

0.0

0.9

0.5

0.0

0.0

10.3

11.7

11.7

12.0

12.2

11.6

11.1

11.9

8.1

9.1

9.2

9.3

9.3

9.0

8.6

9.4

1.9

2.4

2.3

2.5

2.6

2.5

2.5

2.5

Source: Social Protection Fund

If considered separately, the pension contributions were just enough to pay pensions until 2015 (Figure
3.3). Pension contributions are estimated proportionally to the share of the pension contribution rate in
the overall social insurance contribution rate. It shows that in 2015 the pension contributions fell short of
covering pension liabilities by an estimated 0.4 percent of GDP. The deficit of the overall SPF budget was
smaller at 0.05 percent of GDP and was covered by the national budget through a separate transfer (Table
3.2). In 2016-2017 the pension`s fiscal gap persisted at 0.6-0.5 percent of GDP and the SPF overall deficit
reached 0.9-0.5 percent of GDP, which called for policy actions.
Figure 3.3 Pension revenues and expenditures, % GDP
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Since 2014 the Government has been revisiting the source of funding of some benefits previously covered
by the contribution revenues. The benefits that are now covered from the general budget include civil
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servants’ pensions, special merit pensions, social pensions, child benefits, Social Protection Fund`s
administrative cost and others. Altogether, these correspond to 6 percent of the Fund`s overall expenses
or 26 percent of the cost of its non-pension programs. In 2019, the national budget took over the funding
of the care benefits and employment measures. Transition of funding responsibility for non-contributory
benefits and programs should continue to free up resources for pensions.

B. Recent Policy Changes
In 2017, Belarus embarked on important parametric changes in its pension system. The retirement age
was set to grow from 55/60 to 58/63 for women/men by six months per annum. In line with this, the
insurance period to qualify for the old-age pension benefit was to rise from 15 to 20 years. Furthermore,
the indexation rule has been amended to specify that the pension benefits will be adjusted within the
scope of the Social Protection Fund`s budget i.e. contribution revenue performance. These changes as
well as a surge in the real wages that boosted the contributions base in 2018 brought the pension system
back to a balanced position
The parametric changes stabilized the number of pensioners thus allowing balanced pension finances in
the transition period. This balance is now threatened, at least in the short-term, by the COVID-19
pandemic, which has resulted in layoffs, unemployment and reduced wages, all of which will lead to
reduced social insurance contribution revenues. In the medium to long term, the number of contributors
will continue to decrease because of the shrinking working age population. Growth in life expectancy as
well as a declining birth rate in the 1990s (which remained relatively low at about 1.3 until 2007), led to a
decline in the overall population and a growing share of the elderly. The number of people in Belarus is
expected to decrease from 9.5 to 8.6 million people by 2050. Within that pool, the working age population
(ages 20-to 64) will shrink by 1.4 million while those above 65-year-old will increase by 0.8 million (Figure
3.4). The share of such elderly people will grow from 15 to 26 percent and the dependency ratio (ratio of
elderly to working age population) will grow from 23 to 47 percent.
Figure 3.4 Population number and composition forecast, thousand persons
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C. Pension System Projections
The following paragraphs discuss pension challenges stemming from the demographic changes. It does
not analyze the impact of the COVID-19 pandemic, as this is expected to have a short-term impact and
will not change the medium to long-term challenges. Analysis of various pension scenarios was completed
using the World Bank`s Pension Reform Options Simulation Toolkit (PROST), together with a set of macroeconomic assumptions, and statistical and administrative data generously provided by MLSP and the
Social Protection Fund, the Ministry of Economy and the National Statistical Committee (Box 3). The
macroeconomic assumptions used to prepare this analysis were not revised to reflect the impact of the
covid-19 pandemic, since the focus of the analysis is the medium to long-term impact of demographic
changes. Those projections are not significantly impacted by short-term COVID-19 related losses in
revenue.
Simulations were prepared for the following scenarios: (i) keeping balance in the pension finance; (ii)
maintaining various target replacement rates, including the current one, 40 percent of the average gross
wage and 40 percent of the average net wage; and (iii) equalizing the retirement age of women and men
at 63/63.
Scenario 1: Deficit-free pension budget. The pension system`s revenues and expenses are kept balanced
within a margin of 0.2 percent of GDP (Figure 3.5-3.6) by adjusting the pension indexing rate. However,
the indexing rate is not permitted to drop below zero. Consequently, the deficit exceeds the 0.2% of GDP
target in a few years. All other system`s parameters remaining intact, pension benefits are increased in
accordance with the growth in pension contribution revenues. Hence, the replacement rate is contingent
on the contributions inflow.
Figure 3.5 Replacement rates, existing old age Figure 3.6 Revenues and expenditures, percent of
pensioners
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In this scenario pension expenditures stay at the level of 8.4-8.9 percent of GDP during the entire
projection period. However, this fiscal stability is maintained at the expense of pension replacement rate
that starts to fall once the system reaches the new retirement ages. As demographic pressure increases,
the pension benefit indexation starts lagging wage growth and towards 2045, the benefit may need to be
frozen altogether (i.e., no indexing). This is not likely to be a socially acceptable policy.
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Box 3. Brief Description of the PROST Model, Data Sources and Assumptions
Pension Reform Options Simulation Toolkit (PROST) is a computer-based toolkit to simulate pension systems
over a long timeframe. The deterministic cohort-based model developed by the World Bank uses exogenous
pension policy variables to simulate country-specific reforms.
The data used to program PROST model for Belarus includes the following:
Number and composition of pensioners, distribution of pension benefits by size and other pension
system data by the Ministry of Labor and Social Protection;
- Number and composition of contributors, distribution of wages by the Social Protection Fund;
- Demographic and socioeconomic statistical data by the National Statistics Committee;
- Demographic forecast by World Population Prospects 2017, UN DESA/Population Division;
- Macroeconomic forecast by the World Bank.
The demographic assumptions made in the model envisage a total fertility rate of 1.7-1.8 per woman, life
expectancy at birth growing to 75 years for men and 83 years for women by 2050, life expectancy at age 60
years increasing to 20 years for men and 25 years for women, and zero net migration.
-

To reduce the impact of future sudden changes in the birth rate, the forecasting period extends till 2050. This
captures the existing generations: by 2050 those born before the country`s independence will join the pool of
retirees while those born before the base year of 2017 will constitute most of the labor force.
The macroeconomic assumptions assume that real GDP growth will be fixed after 2021 at a value of 1% (see
table below). In the longer run, forecasts envision the annual GDP growth to decline to 0.5 percent. The annual
CPI increase is estimated to be 5-6 percent in the short and medium term and 4 percent in the longer term.
Labor force participation rate and pension contribution coverage are assumed constant for the entire
forecasting period.
The model assumes an effective pension contribution rate of 28.5 percent including 28 percent paid by
employer and one percent by employee, adjusted by contribution privileges.
The model does not cover occupational pension insurance and military/paramilitary pension schemes.
Because of the model’s logic, working pensioners are not reflected among active contributors, but their
contributions are included in the pension system`s revenues.

The next set of scenarios simulates the pension system`s fiscal performance at a given replacement rate.
This implies revising pension benefits in line with nominal wage growth to maintain the relationship
between the average pension for all old age pensioners and the national average wage at a given level.
Please note that the average wage of all contributors is equal to approximately 88% of the national
average wage and that the replacement ratio was held constant in these scenarios as a percent of the
national average wage. In these scenarios, the fiscal gap in the pension system will have to be covered by
general government revenues whenever contributions are insufficient to pay benefits at the target level.
Scenario 2: Maintaining the current replacement rate. In this scenario, the average pension is maintained
at 37-38 percent of the national gross average wage, the level observed in 2017-2018, with other system
parameters kept intact. This scenario yields fiscal surplus in the short-term. However, the pension costs
start to go up immediately after the transition to the new retirement ages thus widening the fiscal gap.
By the end of the forecasting period, pension expenditures reach 10.6 percent of GDP while the deficit
grows to 2.6 percent of GDP (Figure 3.7-3.8).
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Figure 3.7 Replacement rates, existing old age Figure 3.8 Revenues and expenditures, percent of
pensioners
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Scenario 3: Maintaining replacement rate at 40 percent of the national average net wage. The net wage
is the gross wage reduced by one percent for the contribution rate and 13 percent for personal income
tax withdrawn from an employee’s wages. A replacement rate of 40 percent of the net wage roughly
corresponds to about 35 percent of the gross wage. In 2017, the amount of the average net wage
approximated an average amount of wage from which contributions were paid (BYR 710).36 In this
scenario, pension benefits are revised to maintain their level at 40 percent of average net wage, and all
other system parameters remain unchanged.
Under Scenario 3, the pension expenditures stay below 9.9 percent of GDP during the entire projection
period (Figure 3.9-3.10). Contribution revenues would be enough to finance this level of pensions until
2030, after which the fiscal gap starts to grow and reaches 1.9 percent of GDP towards 2050. In this
scenario, however, the replacement rate declines below current replacement rates.

36

The contribution base is narrower than the overall wage bill because some contributors e.g. self-employed pay minimum
contribution. Moreover, contributions are withdrawn from the sick leave compensations that are lower than the regular salary.
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Figure 3.9 Replacement rates, existing old age Figure 3.10 Revenues and expenditures, percent
pensioners
of GDP
50%

12%

2050

2047

2044

2041

2038

Expenditures

2032

2029

2026

2017

2050

2047

2044

2041

7%

2038

25%

2035

8%

2032

30%

2029

9%

2026

35%

2023

10%

2020

40%

2017

11%

2023

Revenues

45%

2035

Female

2020

Male

Source: Staff calculation with PROST model

Scenario 4: Maintaining replacement rate at 40 percent of the national average gross wage. Striving to
have an average pension to replace 40 percent of the gross average wage undermines fiscal sustainability
of the pension system. Under this scenario, the pension system runs into deficit already in 2020 (Figure
3.11-3.12). Rapidly growing pension expenses approach 10 percent of GDP by 2032 and continue growing
to 11.1 percent of GDP by the end of the projection period. By that time the system`s deficit exceeds 3.1
percent of GDP. It should be noted that few PAYG pension schemes in Eastern and Central European
countries have been able to provide for a 40 percent average replacement rate. And even richer European
countries that can afford paying public pensions replacement rates of 40% or more now, are not likely to
be able to sustain that into the future (Table 3.3).
Figure 3.11 Replacement rates, existing old age Figure 3.12 Revenues and expenditures, percent
pensioners
of GDP
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Table 3.3 Average Replacement Rates37 in EU Countries %, 2016-2070
Country
Belgium
Bulgaria
Czech Republic
Denmark
Germany
Estonia
Ireland
Greece
Spain
France
Croatia
Italy
Cyprus
Latvia

2016
44.4
33.9
39.9
29.9
39.7
37.5
28.8
79.5
64.2
51.6
32.3
59.6
68.9
26.5

Old-age earnings-related pensions
2070 Country
2016
41.8 Lithuania
33.1
34.8 Luxembourg
58.0
37.6 Hungary
40.5
29.7 Malta
43.3
34.9 Austria
53.9
20.4 Poland
52.3
27.7 Portugal
55.1
45.7 Romania
39.2
37.2 Slovenia
34.1
35.8 Slovakia
44.8
17.8 Finland
49.7
47.5 Sweden
35.6
41.2 Norway
41.6
13.0 EU27
45.2

2070
18.1
55.5
33.3
40.5
42.2
21.6
33.3
27.2
33.3
33.5
42.9
17.0
40.6
33.2

Source: European Commission. Directorate-General for Economic and Financial Affairs. The 2018 Ageing Report. Economic
and Budgetary Projections for the EU Member States (2016-2070). Luxembourg: Publications Office of the European Union.
2018.

Scenario 5: Increase female retirement age from 58 to 63 and maintain replacement rate at 40 percent of
national average gross wage. This scenario assumes that the female retirement age continues to grow at
the same pace as today to reach 63 years by 2032 and the years of service requirement for women
increases from 20 to 25 years over the same time period. At the current target retirement age of 58,
female life expectancy is 25 years, which is 10 years longer than a man at 63. This leaves considerable
space to increase the female retirement age above 58. As discussed above, due to redistribution towards
women, the pension system was able to close the gender gap on the benefit/expenditure side. Equalizing
the ages at 63 would remove the gender difference and align the pension system on the
contribution/revenue side.
This scenario achieves a favorable combination of pension system fiscal and social outcomes. The pension
system would be able to provide for an average replacement rate close to 40 percent of the gross wage
without experiencing significant fiscal strain in the coming 20 years (Figure 3.13-3.14). And even after
that, the pension deficit would stay below 1.3 percent of GDP due to more the favorable system
dependency ratio achieved in this scenario.

37The

average replacement rates refer to the average pension as a share of the economy-wide average wage (gross wages and
salaries divided by employees), as calculated by the European Commission using the Member States` data.
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Figure 3.13 Replacement rates, existing old age Figure 3.14 Revenues and expenditures, percent
pensioners
of GDP
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Lower replacement rates provide space for contribution rates reduction. With 40 percent net replacement
rate, the contribution rate may be gradually reduced from 29 to 27 percent without further increases in
the retirement ages (58 and 63). If female retirement ages were to increase to 63 and the target
replacement rate was set at 40 percent of the net wage, the required contribution rate can be reduced
even further. The fiscal space for such a reduction will be exhausted towards 2050 when demographic
pressures intensify, calling for another revision in the retirement age or other factors (Figure 3.15-3.16).
Figure 3.15 Contribution rate to balance the Figure 3.16 Pension system deficit, percent of
system
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D. Policy Options
Although relatively high labor force participation and employment rates provide a strong foundation for
performance of the pension system, it remains susceptible to several risks. In the short run, the covid-19
pandemic or a large-scale economic adjustment may lead to labor shedding and a drop in employment.
For the pension system that means shrinking contribution revenues that may fall short of covering the
cost of existing pensions. That would necessitate financing a portion of pensions with general revenues at
a time when the national budget will be under strain. In the longer term, the key challenge comes from
demographic ageing and the declining absolute and relative share of the working age population. The
system should be prepared to face both short- and longer-term challenges and create a fiscal buffer as
soon as possible by exploiting potential savings and preparing for periodic parametric adjustments.
In the current system design, achieving and maintaining a benefit ratio of 40 percent of the average gross
wage is impossible without deficit financing or a contribution rate increase. Contribution rates are already
high and further increases would increase labor costs and impact private sector employment. In fact, the
emphasis should be on reducing expenditures and contribution rates rather than the opposite. If benefit
ratios are maintained and contribution rates are not increased, the fiscal gap may expand up to 3.2
percent of GDP, which would need to be covered by general revenues. Otherwise, the contribution rate
may need to rise to 33 percent, which would be counterproductive. On the other hand, the deficit free
pension system means replacement rates may decline towards 31 percent by 2050. A balance of changes
to eligibility rules, benefit levels, contribution rates and post-retirement pension indexing must be found
to assure long-term fiscal sustainability.
The most adequate response to the longer-term demographic challenges would be continuous increase
in the female retirement age. As discussed above, this measure could help maintain the replacement rate
at the desired 40 percent of the gross average wage without putting the pension system under fiscal strain
until 2040. Moreover, it would help improve gender equality of the labor market and the pension system.
Further savings might be yielded from the following policy measures:
•

Continuous revision of the early retirement privileges, by shifting some of the entitlements to be
covered by means-tested social assistance programs. The government has already done an
excellent job of reducing the size of groups eligible for early retirement, and by mandating
employer occupational programs to help finance the additional benefits

•

Increase of the age to qualify for a social pension. This age (60/65 for women/men) was not
revised when the regular retirement age was raised. It could continue to be set at five years above
the regular retirement age.

•

Limiting the non-contributory periods included for pension eligibility and calculation of the
pension benefit e.g. time of studies would not exceed 5 years. We are aware the government has
tried to limit these non-contributory periods but met considerable resistance. However, some
progress has already been made by including non-contributory periods in the calculation of the
average wage and crediting a salary approximately equal to the average wage for noncontributory years.
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•

Limiting the accumulation of wage and pension for pensioners. This policy is more feasible once
retirement ages have been increased and/or when pension benefit levels are higher. For example,
pension benefits could be offset by two rubles for each ruble of earnings in excess of a minimum
threshold, or pension benefits could be suspended during periods of time when a participant
continues to work. However, when benefits and retirement benefits are low, pensioners may
need to work to avoid falling into poverty. However, the government must balance the need for
reducing expenditures with the need to encourage workers to remain in the labor force longer.

While the current flexibility in pension benefits indexation may help manage fiscal pressures stemming
from the economic adjustment, in the longer run it would be advisable to establish a pension indexation
rule. Stability of the rule is important for current and future pensioners as it can substantially reduce the
uncertainty about their future income stream and allow better long-term planning. Increasingly, more
countries are switching to price indexation of pension benefits which provides for better control over
pension expenditures. While this maintains the purchasing power of pensions, their value will erode in
relation to prevailing wages. However, in countries with rapid aging, maintaining wage indexation, while
providing adequate pension benefits and fiscal sustainability is almost impossible. The pension indexation
rule could be designed in a flexible manner to limit the difference between wage and pension benefit
growth during the periods when economy and wages are growing fast.38
Finally, the benefit formula might be revisited to further encourage participation and to increase
transparency. In the current benefit formula accrual rates are front-loaded. They are higher in the early
years (2.2-2.75 percent for the first 25 years of service) than in the later years, where it is just one percent.
This design encourages shorter careers as it gives much more value to the early years than the later years.
Although this does not appear to have caused problems in Belarus so far, Belarus could still consider
moving toward a level accrual rate in all years.
Moreover, reducing compression of the individual wage coefficient would improve contribution
incentives for higher wage earners and would increase the transparency of the benefit formula. For
example, someone with an average wage coefficient of 1.95 over the last 26 years of their working career
actually uses an average wage coefficient of just 0.78 after compression. This is a 60% reduction in the
benefit due to wage compression. Again, this does not appear to be causing problems in Belarus today,
most likely because workers contribute only 1% of wages to the pension fund, so the redistribution is
largely financed from employer contributions.

38

Examples of such flexible indexation rules include Hungary`s pension system that envisages price indexation of benefits when
GDP growth is below 3% and gradually increases the indexation parameter to 50% price + 50% wage growth when GDP growth is
above 5%. Serbia also introduced a similar rule according to which pensions are indexed to prices when GDP growth is below 4%
and get an additional increase equal to GDP growth minus 4%, when GDP growth is above 4%.
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CHAPTER 4. ADJUSTING HEALTH FINANCING PATTERNS TO RESPOND
TO DEMOGRAPHIC CHALLENGES AND BUDGET CONSTRAINTS
Belarus has made significant strides in the last decade in improving the healthcare status of the population.
Life expectancy has increased, and maternal and childcare outcomes are outstanding and among the best
in the world. Healthcare spending has been kept at around 5 percent of GDP. However, progress has
slowed since 2014, and health outcomes are suboptimal and remain behind comparator countries with the
overall health status of the population is lower than expected given the level of development, especially in
respect to adult mortality. Healthcare spending has increased in recent years to levels comparable the
averages of upper-middle income countries, but still lags its peers in Emerging Europe, with which it shares
similar legacy.
In terms of resources, Belarus has by far the highest number of hospital beds in Europe and employs more
medical staff than peers. However, these resources are not utilized effectively. Medical workers are paid
less than the average for the economy, and the existing financing system orients service delivery to
managing inputs rather than to incentivizing performance and outputs. With budget constraints
tightening since 2015, pressure is increasing to secure the same levels of financial protection. Households
spending on health care is growing, indicating growing inefficiencies in healthcare expenditures.
Moreover, the current system has been ineffective in dealing with the growing burden of noncommunicable diseases, which are responsible for more than 90 percent of total deaths and the changing
demographic profile.
Healthcare financing needs and service delivery patterns need to be adjusted to the changing health care
needs due to demographic changes and tightening budget constraints. These, along with new
technologies, require reallocation of resources within the health system to ensure efficiency while
improving public service delivery. Improving the quality and efficiency of health spending, and, more
specifically, focusing on preventive care, is important to provide better and affordable health care to
citizens. These changes would need to be implemented in a fiscally constrained environment, so efficiency
gains and reallocation of funding should help increase fiscal space for priority reforms.
The demand for essential services is effectively satisfied, but service delivery is hospital-centered, with the
use of hospital care much higher than the regional peers and accounting for most of healthcare spending.
The hospital network is very dense with duplicate functions. The organization of outpatient care is still not
fully effective to address the current challenges of aging and growing non-communicable disease (NCD)
burdens, with facilities fragmented and limited access to free medication.
To improve health outcomes, the authorities need to optimize the use of resources allocated to the health
sector. Towards this end, optimization of the hospital network and consolidation of the inpatient treatment
is needed. Improvements in the quality and efficiency of health spending can be achieved through the
active or strategic purchasing by a centralized entity which would select what services to purchase, at what
price and from which providers. Increased focus will be needed on long-term care as the population ages,
with a change of the payment mechanism. Strengthened focus on preventive care and an increase in
outpatient benefits to include drugs and diagnostics would reduce demand for impatient care, provide
long-term savings and improve health outcomes.
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Key reform measures proposed: (i) strengthening strategic purchasing function by introducing resultsbased payments in the health sector; (ii) rightsizing of the hospital network, including trough concentration
of acute care and reducing duplications in service delivery within districts; and (iii) increasing benefits of
patients with chronic diseases to receive subsidized drugs on outpatient basis.

A. Health Outcomes
Belarus’ population is aging, with implications for the health system organization and costs. Fertility rate
is currently below the replacement level (1.48), implying a decline in the population and ageing in coming
years. By 2050, the population will shrink by about 1 million, and 31% of all people will be over 60 (Figure
4.1). The combination of an aging population and lifestyle changes have contributed to a change in the
burden of diseases. In 2017, ischemic heart disease represented the main cause of Disability-Adjusted Life
Years (DALYs) (22.3 percent of the total), followed by stroke (8.2 percent)39. These demographic and
epidemiologic trends have significant implications for the demand and provision of health care, and the
sustainability of public health expenditure. On the other hand, the macroeconomic situation, with
severely limited fiscal space for health in recent years, and the macroeconomic projections for the short
to medium term create strong incentives to seek for efficiency improvements in the health sector.
Figure 4.1 Age distribution and characteristics of population, 2017 vs. 2050,
percent

Source: Authors’ calculations using United Nations Development Programme 2017.

Overall, the health status of the Belarus population is lower than expected given its level of development
and healthcare spending, in particular for morbidity and mortality related to non-communicable diseases
(NCDs). The low fertility rate and ageing of population will add to the existing burden of NCDs. Life
expectancy in Belarus has increased over time but remains low compared to countries with similar
incomes. Life expectancy at 74.5 years (2018) has increased by almost 6 years from 68.8 in 2005 (Figure
4.2). It is higher than in neighboring Russia (71.9) and Ukraine (72.5) but lower the than the average of
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Global Burden of Disease Collaborative Network 2017
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75.0 years for Upper-Middle Income Countries (UMICs), and for Romania (79.0), which has similar per
capita expenditures in PPP terms (but much less in current USD). The gap in life expectancy is almost 8
years when compared with 82.1 years on average for the EU15 countries (Figure 4.3).
Figure 4.2 Life expectancy rates in Belarus and Figure 4.3 Changes in life expectancy at birth
comparator countries related to the current health (LEB) and infant mortality rates (IMR) in
expenditure per capita in PPP
Belarus

Source: WDI

Belarus achieved an outstanding progress in maternal and child health outcomes. With 4 maternal deaths
per 100,000 live births in 2015, Belarus has a better outcome than EU 15 (6.4 deaths) and almost 10 times
better than on average for UMICs. In terms of infant mortality rates, Belarus with only 2.9 death per 1,000
live births outperforms many countries in the world and compares favorably to countries with stronger
economies (3.1 in EU15 and 10.9 in Turkey). The recent gains in life expectancy are mainly explained by
an outstanding progress in reducing infant and maternal mortality rates (Figure 4.4 and 4.5). The
vaccination rates are also high, for example, immunization rates for measles achieves 98% of children ages
12-23 months. Such levels of protection helped the country overcome the recent 2018 measles outbreak
in Europe with far less cases than Ukraine or Romania. However, since 2014 life expectancy gains have
effectively plateaued.
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Figure 4.4 Maternal mortality ratio (modeled Figure 4.5 Infant mortality ratio (modeled
estimate, per 100,000 live births)
estimate, per 1,000 live births)

Source: WDI

But the main burdens related to amendable adult mortality are yet to be addressed. According to most
recent estimates, ischemic heart disease and stroke together are responsible for 58.6 percent of all deaths
in the country and losses from these diseases are higher than on average in other parts of Europe40 (Figure
4.6). In 2015, amendable mortality from cardio-vascular diseases, cancer, diabetes or chronic respiratory
disease between the ages of 30 and 70 was 29 percent, which is more than twice the average of 12 percent
for EU countries (Estonia 17 percent and UK 11 percent). The country needs to start adjusting its health
care system to adequately respond to the burdens of non-communicable diseases (NCD) and of an ageing
population.
Figure 4.6 Deaths from IHD and strokes per 100,000 in Belarus
compared to Europe averages
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Source: Global Burden of Disease Collaborative Network 2017
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Unhealthy behaviors – diet, alcohol use and smoking – are among the key factors for the high incidence
of NCDs. Among adults, smoking prevalence is high at 29.6 percent, especially among males at 48.4
percent, compared with 12.6 percent for females41. According to the same survey, alcohol consumption
is also high (11.2 liters of pure alcohol per capita), including binge drinking (6 or more drinks on any
occasion in the past 30 days), which was reported by 35 percent of male adults and 6.9 percent of female
adults (ibid). Risks associated with diet cumulatively contribute to 28 percent all NCD-related disabilities
(Table 4.1). High body-mass index and low physical activity are increasing risk factors in the population
with more than 60 percent of adults overweight. To improve health outcomes, the Government of Belarus
needs to optimize the use of resources allocated to the health sector.
Table 4.1 Risks contributing to disabilities from NCDs in Belarus
Risks

DALY
rank

Percent of total DALYs

DALYs % change in 2017
compared to 2010

High systolic blood pressure

1

22%

-3%

Smoking

2

16%

-5%

Alcohol use

3

15%

-5%

High body-mass index

4

13%

3%

High LDL cholesterol

5

11%

-5%

Diet low in whole grains

6

8%

-7%

High fasting plasma glucose

7

8%

4%

Diet low in nuts and seeds

8

5%

-9%

Particulate matter pollution

9

5%

-12%

Diet low in fruits

10

5%

-13%

Diet high in sodium

11

4%

-2%

Impaired kidney function

12

4%

0%

Diet low in seafood omega-3 fatty acids

13

3%

-14%

Diet low in legumes

14

3%

-9%

Low physical activity

15

2%

2%

Source: Global Burden of Disease Collaborative Network 2017

B. Health Financing
The state is the main owner of health infrastructure, and the MoH plays the main regulatory role at all
levels of the health system. The regional and district governments are also key stakeholders given that
they are responsible for financing the system at their level. The Budget Law sets the target for health
financing on per capita level for each region of the country (BYN 461 in 2019, or US$ 220), allowing some
variation (e.g. highest per capita normative set for the capital city of Minsk at 113 percent of the average,
and lowest for Minsk region at 89 percent of the average and Brest region at 95 percent of the average).
Financing of providers of care is based on the line-item principle. Salaries of health personnel employed
in the publicly owned facilities are determined by a salary scale and adjusted based on the number of
years of work experience and qualification level. Additional salary bonuses are paid to staff employed in

41
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the rural areas. Health care is provided free of charge to patients based on their residence. Outpatient
medication is provided free of charge only to certain groups of population, but most part of it is procured
by people out-of-pocket.
The country sustains public financing of the health sector at the averages of upper-middle income
countries, but expenditures are rising, and pressure is increasing to secure the same levels of financial
protection for is population. Budget spending on health care rose by 25 percent in real terms in 2018
compared to 2013 and on average accounted for 4.6 percent of GDP in 2013-2018 which is above the
median level for Eastern European and Central Asia countries and are closer to countries with per capita
income level higher than in Belarus (Figure 4.7). Belarus’ per capita spending for health care is on par with
upper-middle income countries (UMICs) but lower than its regional peers both as a share of GDP and in
nominal values (USD1,129 PPP and USD 342 in 2017).

Out of Pocket Exp. (% of Current Health
Exp.)

Figure 4.7 Total Health expenditure trend for Figure 4.8 Growth of out-of-pocket expenditures
selected ECA countries, average 2013-2018
in Belarus, the EU and UMIC countries
50
45
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UMICs
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E15

Source: WDI, IMF GFS.

Financial protection from catastrophic expenditures associated with health care has deteriorated. A
negative trend is observed in terms of growing out-of-pocket expenditures (OOPs), whose share rose from
28 percent in 2011 to 36 percent in 2016, close to the regional median (Figure 4.8). Relative to incomes,
the share of healthcare spending increased from 3.1 to a peak of 4.7 percent in 2018 before easing to
4.5 percent in 2019. Pharmaceuticals are responsible for approximately 42 percent of total OOPs in 2016
and 2017. The estimated risk of catastrophic expenditure for surgical care in Belarus was 11.5% of people
at risk in 201742, which suggests that OOPs are often very high for some households. During 2015-2017,
the share of households spending more than 10% on healthcare has increased from 4.7% to 6.2%, and the
average monthly per capita out-of-pocket spending increased by 33% (Table 4.2). The catastrophic health
expenditures are more frequently occurring in the population of the 2nd-4th quintiles by income, and their
incidence is slightly growing in 2015-2017.

42

The proportion of population at risk of catastrophic expenditure when surgical care is required. Catastrophic expenditure is
defined as direct out of pocket payments for surgical and anesthesia care exceeding 10% of total income. Source: WDI
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Table 4.2 Incidence of catastrophic health payments in 2015-2017 by 10% threshold
Groups of households
Lowest quintile
Second quintile
Third quintile
Fourth quintile4
Highest quintile
Total share of households spending more than
10% on health care
Average monthly per capita spending on health
in BYN

2015
2.6
5.1
6.6
4.6
4.7
4.7

2016
2.4
6.8
7.9
6.1
5.8
5.8

2017
2.9
5.3
8.1
8.0
6.9
6.2

13.42* (SD 18.69)

15.73 (SD 21.97)

17.85 (SD 24.26)

Source: WB staff estimates. * denominated, SD – standard deviation.
Note: Proportion of households whose budget share for health exceeds 10% threshold. SD stands for standard deviation

Health financing principles that are based on of per capita normative aim to ensure equity in terms of
accessibility of care; health expenditures are mostly protected from accumulating arrears. Although the
central level (republican) budget is used to finance national level service providers, centralized
procurement of medications and equipment, and the national level health programs, the local budgets
are responsible for financing the facilities located on their territory. There is a financing normative that
needs to be adhered in terms of per capita spending by each “oblast” (region). Other norms dictate the
numbers of staff employed by facilities of different levels, beds capacities of health care facilities, etc.
Among all health expenditures, certain items are considered protected – they have priority financing from
the public budgets. Such items include salaries, medications and medical consumables, food and utility
expenditures of health facilities. Capital expenditures are not protected. Line-item financing offer strong
administrative controls of input resources. But it orients the service delivery to managing inputs rather
than to incentivizing performance and outputs (better health outcomes and treatment of cases).
Expenditures by categories reflect the existing pressures to sustain the health facilities network and
necessary investments to maintain service delivery. The share of government expenditures allocated to
finance salaries and goods and services (protected budget lines) were stable, while the 2015-2016 crisis
decreased the share of capital expenditures (Figure 4.9). According to the official data43, the composition
of the central and local budget contributions stayed stable in 2013-2017 at the level of 80/20 percent. The
annual growth rate of the health care expenditures during 2013-2017 averaged 16 percent, which is above
the inflation level (10.85 percent) and nominal GDP growth (9.5 percent) for the same period. The main
expenditure items contributing to the overall growth were medical goods and labor costs. Interestingly,
some expenditure items remain stable as a share of total health care expenditures during the analyzed
period of 2013-2017: maintenance and current repair at 8 percent, utilities at 6 percent, food at 3 percent
and transportation expenditures at 2 percent of total.

43

The World Bank BOOST initiative is an attempt at consolidating detailed budget data recorded at Treasury. It covers all
expenditures made through and recorded in Treasury during 2013-2017 at local and central level. Data are classified by sector,
functional, administrative, geographical, and economic classification.
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Figure 4.9 Government health expenditures by categories in 2005-2017
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The regional variation by expenditure types is significant. We used BOOST data to look at the highest
shares of the total healthcare expenditures – labor costs and medical goods – in regional disaggregation.
Although the average share of labor-related expenditures is close to 50 percent, at their peak in 2015 this
expenditure reached 67 percent in two regions – Vitebsk and Mogilev (Figure 4.10). For medical goods,
the share of regional expenses varied from 10-12 percent in Mogilev and Grodno to 17-18 percent for the
City of Minsk in 2017, up from 14 percent in 2013. A higher pressure of labor costs may be linked to the
lower accessibility of medical goods at the regional level.
Figure 4.10 Shares of labor costs by regions in 2013-2017
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Belarus employs more medical staff than peer countries relative to the population, but the remuneration
is not competitive compared to the other sectors of economy. With more than 4.1 physicians and 11.4
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nurses per 1,000 population, Belarus is among the countries with the highest ratios of healthcare
professionals (Figure 4.11-4.12). The number of those employed in healthcare and social protection
increased by 18,400 from 2010 through 2018, and their share in employment rose from 6.5 to 7.5
percent44. At the same time, the average monthly wage in the health sector in 2018 was 31 percent lower
than the country average. Moreover, the medical personnel is working more than one full time equivalent
(FTE) to earn additional money (1.36 FTE for physicians 1.26 FTE for nurses in 2017). The country had
already decreased the number of medical university graduates from 3,748 in 2015 to 3,402 in 2018, or by
10 percent. Given already high staffing rates and the declining population trend, Belarus may need to
revise the numbers of medical graduates trained in medical universities and colleges to adjust the demand
and supply sides of the workforce in the health sector while providing a more competitive pay.
Figure 4.11 Physicians per 1000 and current health Figure 4.12 Nurses per 1000 and current health
expenditure per capita (PPP)
expenditure per capita (PPP)

Source: World Development Indicators, 2017

The authorities are looking into possibilities to optimize health care spending and introduce output-based
financing to replace the current line-item budgeting. The financing of the results will help orient the heath
system towards better outcomes for people of Belarus compared to the financing of inputs, mainly
infrastructure and labor. Output-based financing would require setting a purchasing mechanism that will
link payments to process or output measures. Such approach relies on data and its strategic use to
incentivize more productive providers delivering higher quality of care.
The Ministry of Finance (MoF) and Ministry of Health (MoH) are favoring the idea of implementing new
output-based payment mechanisms that will also incentivize more efficient use of resources. Such
approaches are piloted in one of the regions within the tuberculosis care delivery system. The
Government is seeking assistance to better understand the existing imbalances in health financing and
identify areas for potential improvement, focusing primarily on hospital care, and how to optimize the
provision of and payment for inpatient care based on outputs. Belarus is in the midst of a multidimensional modernization of its health system by implementing country-wide eHealth solutions and
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information-supported decision-making, which should build the ground for additional optimization of the
system.

C. Service Delivery Organization
The demand for essential health care services in Belarus is effectively satisfied. Universal Health Coverage
(UHC) for Belarus reached an index45 of 74 in 2015, which is relatively high compared with other
neighboring countries (76 for Estonia, 75 for Poland, 63 for Russia and Ukraine46. Gaps remain in a few
areas such as family planning with modern methods (74 percent), effective tuberculosis and HIV
treatment (63 and 42 percent respectively), achievement of the normal blood pressure (73 percent) and
reduction of tobacco smoking. The availability of the essential resources – hospital beds and physicians –
is among the highest in the world.
Hospital-centered organization of service delivery explains the major part of expenditures channeled to
finance hospital infrastructure. The health care delivery system has not been reformed and is still based
on the Semashko model of delivery, which is hospital centered and uses input-based financing. With 1,055
beds per 100,000 in 201747 Belarus is a clear outlier in terms of hospital-bed capacity, having by far the
highest number of beds per capita in the whole European region (524 for the EU15 countries and 642 for
the new EU members). The use of hospital care is also extremely high compared with other countries in
the region: the rate of 31 patient discharges per 100 people is almost twice higher compared to the EU15
(Figure 4.13). Health sector expenditures associated with inpatient care made up about 44% of total public
spending in the health sector in 2017, which is higher than in countries with much stronger economies
(38% on average for the OECD in 2015)48. Overreliance on hospital care combined with the growth of
chronic diseases in the country will create unbearable pressures to sustain health expenditures on the
existing levels.
The organization of outpatient care is still not fully effective in addressing the current challenges of aging
and growing NCD burdens. The number of the outpatient care facilities is high, and the country is
developing the primary care level by putting more primary care physicians closer to patients. However,
the network includes too many small capacity facilities – about 3,000 feldsher points while rural
population is shrinking, which leads to keeping facilities even in locations were a few hundred patients
live. Utilization of outpatient care is unreasonably high – 14.1 visits per person per year in 201649. The
number is largely explained by the existing requirements for regular health check-ups. However, recent
evidence suggests that general health checks are unlikely to be beneficial for reduction of mortality risks
from key NCDs50. A recent analysis by the WHO51 also explains that despite high frequency of outpatient
visits, identification and follow-up of patients from the risk groups is not adequate. For example,
adherence to recommendations for the treatment of hypertension is insufficient (47.5% of men and 64.6%

45

A UHC service coverage index is a composite indicator computed from 16 tracer indicators of coverage of essential services
(reproductive, maternal, newborn and child health, infectious diseases, NCDs, service capacity and access).
46 Tracking Universal Health Coverage: 2017 Global Monitoring Report, WHO and WB
47 Public Health in the Republic of Belarus: an official statistical yearbook for 2017. Minsk, 2018
48 Health at a Glance 2017: OECD Indicators. Paris: OECD Publishing. http://dx.doi.org/10.1787/health_glance-2017-en.
49 National Health Statistics Yearbook, 2017
50 Krogsbøll, Jørgensen, and Gøtzsche, 2019
51 Prevention and control of NCDs in Belarus: The case for investment, 2018
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of women with diagnosed hypertension were taking medication prescribed by a doctor, as reported by
the STEPS survey of 2016-2017).
Figure 4.13 Use of inpatient care – number of discharges per 100 people
in Belarus and comparator countries

The limitations in access to medications and services on outpatient level may create additional incentives
for patients to delay seeking care and rely more on inpatient free-of-charge care. Free or discounted
access to medicines at the outpatient care is guaranteed to select categories of patients (e.g. veterans of
war and labor, employees of certain industries, children below 3 years and children with disabilities below
18 years old are exempted from paying the medicines prescribed by doctors; people with severe
disabilities get 50% discounts). The majority of the population, however, needs to pay for prescribed
medications out-of-pocket. Paid access to diagnostic services and doctors’ consultations can be organized
without waiting times for people willing to pay out-of-pocket or those who have private medical
insurance. Therefore, access to outpatient care is usually more demanding in terms of payments and
waiting times than access to hospital care in emergency cases, which is free of charge.

D. Efficiency Analysis
To better understand the potential for improvement of the hospital sector efficiency, the analysis included
a study of the unit costs and avoidable hospital activity. The representative sample included 39 hospitals
with affiliated institutions providing inpatient care (total 93 facilities from all regions of the country). The
2017 data has been collected for the sampled facilities: performance indicators available in the statistical
reports and expenditures (Table 4.3). Since many hospitals are also managing outpatient clinical activity
of the secondary and primary care level, the analysis also estimated unit costs for aggregated outpatient
activities.
The results of the spatial analysis of the hospitals included into the sample suggests that Belarus maintains
a very dense network of facilities with duplicative functions (Figure 4.14). Figure 4.15 illustrates a common
situation for two similar secondary hospitals located just 36 km apart. These two central hospitals are
supported by a network of other inpatient facilities, which are located just about 20 km away. Such
facilities often provide a portion of inpatient services that are available in the central hospitals (e.g.
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internal medicine type of inpatient treatments) or provide supportive function by treating patients in need
of long-term care.
Table 4.3 Select characteristics of samples facilities
Indicator/
Type of facility
Number of sampled
facilities
Average number of
beds (min/max)
Physicians:
nurse
ratio
Average lengths of
stay, days (min/max)
Share of surgical
cases in total, %
Other comments

Oblast
hospitals
2

Municipal
hospitals
9*

Central
hospitals
24

853 and 992
beds
1:2

413
(105/750)
1:3

9.9

9.0
(8.4/9.7)
26%

Over
50%
cases
are
surgical
Tertiary care
facilities,
most
expensive
treatment

Rayon

District
Hospitals
31

Nursing
facilities
17

care

221
(74/904)
1:3

25
(5/85)
1:5

24
(15/35)
0:6

8.7
(7.1/10.0)
17%

13.7
(6.4/27.3)
No
surgical
activity

197.7
(55/740)
No
surgical
activity

Usually
located
in
larger cities

Hospitals usually Rarely
have Majority
of
have
typical diagnostic
staff
nonstructures,
capacity.
medical
(on
including
Usually treat average,
19
inpatient
and therapy
staff).
On
outpatient
patients. Some average,
64
services;
hospitals
patients
surrounded
by
include family treated
per
network of other
physicians
and
year,
but
some
inpatient facilities
in treat
12-20
often
with feldshers
their structures patients
per
duplicative
year
functions
* excluding 10 small-size hospitals that are employing less than 10 physicians and are similar to district hospitals
Source: WB analysis based on official data.

The optimization of the hospital networks and consolidation of inpatient care would result in
improvements of technical efficiency. Based on the results of the unit cost analysis, we were able to
compare the unit cost of a bed-day and of an internal medicine case treatment for the central district
hospital A and the network of other four inpatient facilities in the same district shown on the map (Figure
4.15). Apparently, the central district hospital appeared to be one of the most efficient facilities for the
district in providing inpatient treatment for patients with general medical issues. Another two hospitals B
and E in the same network were performing with the same levels of technical efficiency compared to the
central level hospital. If all included cases could have been treated in the central district hospital the
amount of potential savings was BYN 170,000 (USD 80,000) per year, or 14% of the cost of services
provided by the internal medicine departments of all included facilities.
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Figure 4.14 Inpatient facilities included in the Figure 4.15 Illustration for the density of the
analysis
hospital network

Source: WB staff assessment
Note: A and G are two typical rayon hospitals, with 200 and 281 beds and same type care provided. B to F are small capacity
hospitals affiliated to hospital A: 4 district hospitals (15-25 beds) and 1 nursing care facility. AB = 10 km; AC = 14 km; AE = 15
km; AD = 20 km; AF = 32 km; A to G = 36 km longest rout

Many general hospitals are low-capacity facilities. Almost every district in the country – even as small as
15,000 people – has a general hospital called central district hospital and often additional district hospitals
and nursing facilities. In the central district hospital, the whole range of hospital services would be offered,
including complex surgeries and maternity care. In some of the sampled facilities the number of surgical
and obstetrics interventions would be extremely low to sustain a good quality of care – less than 50
surgeries with general anesthesia and less than 400 deliveries per year in 46% of sampled central district
hospitals. Each hospital maintains the intensive care unit (ICU) and employs staff for complex surgical
interventions. In our sample, the average capacity for central district hospitals was 221 beds, mostly for
non-surgical cases. Many district hospitals in the same rayon have duplicative functions treating therapy
patients.
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Figure 4.16 Unit costs per bed-day and case treatment in the internal medicine
departments for the network of inpatient facilities located in the same district
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Smaller central district hospitals are less advanced in the use of the less-invasive therapies. In the central
district hospitals, the surgical cases were often operated with general anesthesia compared to larger
municipal hospitals and tertiary level regional hospitals. At the same time, the share of surgical cases in
central level hospitals is the lowest (Figure 4.17). This could be interpreted as a trend to apply general
anesthesia for even non-complicated surgeries, potentially in the absence of technologies or skills in the
central district hospitals.
Figure 4.17 Shares of surgical cases in total hospitalizations (blue) and share of all surgical cases
treated with the use of general anesthesia (orange), by type of hospital

Source: WB staff calculations
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Cost analysis of health care services
Application of strict norms in the organization of hospital work does not prevent variation of costs for the
health services as showed the costs analysis using step-down allocation of costs52. The cost of treatment
of an average case in an intensive care unit (ICU) varies widely, from BYN 2,200 to 11,600, and not
necessarily a more expensive treatment implies the use of more advanced technologies. The most
expensive treatment was actually recorded in one of the small-size hospitals. For internal medicine cases,
the cost of treatment in many facilities was higher than the sample average of BYN 338, even in the
hospitals with not much of a bed-day cost variation (the average is BYN 36). The difference was largely
defined by the average length of treatment, which often exceeds 10 days (average is 9.4 days). Same high
variation was typical for the cases of other specialties.
The most significant difference in the cost of treatment is seen for nursing care, with the least expensive
treatment at around BYN 1,000 and the most expensive at BYN 15,000. In the nursing care facilities or
departments, the cost of a bed-day varies within BYN 20-70, and there is a lot of variation in the length of
stay. The average cost of a case treatment is BYN 4,087, but in a number of facilities it reaches BYN 7,00015,000. The nursing care facilities are often small, with the average number of 63 patients per facility;
however, several facilities treated less than 20 patients per year.
Figure 4.18 Variation of nursing care costs

Source: WB staff calculations

52

We used standard step-down allocation of costs described in the Costing of Health Services for Provider Payment: A Practical
Manual developed by the Joint Learning Network (the manual can be accessed via the link
http://www.jointlearningnetwork.org/resources/costing-of-health-services-for-provider-payment-a-practical-manual).
All
administrative costs were allocated to all subordinated departments and facilities. All support service department costs were
distributed to inpatient and outpatient departments depending on the utilization of services. Costs of admissions departments
were distributed to all inpatient departments by number of patients hospitalized. The end unit cost comprised of direct costs of
the department and indirect (distributed) cost of the department divided by the number of services (units).
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The comparison of the costs for diagnostics or other services suggest there is room for improvement of
the technical efficiency and economies of scale. The average unit costs for the central district hospital and
municipal hospitals were close, whereas the diagnostics tests in the regional facilities were almost twice
more expensive. The latter can be potentially explained by the more complicated diagnostics
arrangements in the higher-level facilities. However, the ranges for the costs of the same test in central
district hospitals and municipal hospitals were broad, with larger hospitals more cost-efficient. This
suggests the need to consolidate more expensive diagnostic care in larger centers for efficiency reasons.
Table 4.4 The comparison of costs for the diagnostics or other services by different types of hospitals
Type of diagnostics or manipulation,
average cost in BYN (range)
Laboratory tests (all)
X-ray
ECG or another functional diagnostics test
Physiotherapy
Endoscopy
Ultrasound
Hemodialysis

Central rayon hospitals

Municipal Hospitals

0.46 (0.27-0.84)
6.27 (2.11-21.38)
2.35 (0.50-10.70)
1.32 (0.46-2.05)
27.28 (6.81-106.30)
2.89 (0.83-5.99)
115.0 (68.04-262.18)

0.61 (0.22-1.04)
11.07 (3.38-24.73)
2.77 (1.25-10.18)
1.67 (0.32-3.29)
18.41 (8.74-30.77)
2.17 (0.75-3.37)
65.56 (34.85-88.89)

Oblast
hospitals
0.81-1.35
14.39-17.88
4.48-9.84
1.67-3.79
48.16-54.96
5.88
154.97

Source: WB staff calculations based on survey data

For hemodialysis, the cost of a session in the municipal hospitals was by 43% lower than in the central
district hospitals. The difference is probably explained by the lower load of hemodialysis sessions in
smaller hospitals as usually the main part of a hemodialysis cost is explained by the consumables. There
is room for scaling-up hemodialysis procedures at central district hospitals or consolidating of care, while
reimbursing travel expenses for patients.
The cost analysis of outpatient care also confirms that the efficiency of care providers varies widely. The
cost of a polyclinic visit was BYN 9.68 on average at central district hospitals. However, the average cost
of a polyclinic visit varies a lot by regions (Vitebsk and Minsk regions are on the higher end). Polyclinics
visits at one of the oblast hospitals were three times more expensive (BYN 28.05), but in the other district
hospital costs were close to the average for central district and municipal hospitals. The cost of a
consultation with the family doctor was on average BYN 11.66 with a minimum of BYN 3.69 and a
maximum of BYN 18.54. The cost of the visit to a family doctor depended a lot on the accompanying
services provided to the patient during the visit: in some facilities we observed that on average up to 3
laboratory tests and one physiotherapy procedure was administered during each patient’s visit.
Interestingly, the cost of a consultation with the feldsher staff in feldsher points was ranging within almost
the same limits as the visit to the family doctor (BYN 2.84-16.38), and in some facilities the visit to the
feldsher was more expensive than a visit to the family doctor. The more expensive feldsher care can be a
sign of underused or excessive labor forces employed in rural settings.

Unnecessary episodes of care
We expect that many hospital cases are potentially low-intensity uncomplicated care episodes that can
be treated on outpatient basis. The share of non-surgical cases in central district hospitals suggest that
the large share of hospital cases do not require intensive treatment. We also analyzed the share of
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hospitalizations for several diseases that are could be avoidable hospitalizations53, including: (a)
uncomplicated diabetes; (b) uncomplicated hypertension; (3) pneumonia, asthma, bronchitis. On average,
10% of all hospital cases and 11% of bed-days are used to treat cases from these three groups (Figure
0.17). However, in some facilities the share of cases that are falling in the select categories were reaching
20% or more.
Figure 4.19 Share of avoidable hospitalizations by type of facility

Source: WB staff calculations

Physiotherapy services often constitute a large portion of hospital care. Almost in all sample hospital
facilities physiotherapy is a very popular service administered as frequently as one to three procedures
per bed day. At the same time, physiotherapy is often offered as rehabilitative care and usually should
not be a part of acute care. With the length of treatment is much longer in hospitals in Belarus than in
comparator countries for the Europe regions, the uptake of physiotherapy cases seems to be one of the
causes for extending the length of treatment on a bed day in acute care facilities.
Dispanserisation may not be effective in terms of utilization of outpatient care. In Belarus, the
dispanserisation - a routine general health checks in adults for reducing morbidity and mortality - is
explaining the high share of outpatient visits of 14.1 per capita. General health checks are unlikely to be
beneficial54, but they lead to the increased use of diagnostic and therapeutic interventions. A more
targeted screening is more cost effective for early diagnosis and linkage for treatment, especially high
blood pressure, diabetes, and cancers.

E. Policy Options
Belarus needs to adjust the financing pattern of different levels of health care in the context of changing
demographics and service delivery patterns and tightening budget constraints. The demographic and
migration trends are changing health care needs of the population, while the use of new technologies
require reallocation of resources within the health system to ensure efficiency while improving public
service delivery. Belarus is an outlier in terms of hospital bed capacity, having by far the highest number
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Potentially Avoidable Hospitalizations. Agency for Healthcare Research and Quality, Rockville, MD.
http://www.ahrq.gov/research/findings/nhqrdr/chartbooks/carecoordination/measure3.html.
54 Krogsbøll LT, Jørgensen KJ, Gøtzsche PC. General health checks in adults for reducing morbidity and mortality from disease.
Cochrane Database of Systematic Reviews 2019, Issue 1. Art. No.: CD009009. DOI: 10.1002/14651858.CD009009.pub3.
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of beds per capita in the Europe. In terms of health outcomes, however, Belarus struggles to adequately
address the increasing burden of non-communicable diseases. Improving the quality and efficiency of
health spending, and, more specifically, focusing on preventive care, is important to provide better and
affordable health care to citizens. Moreover, the changes would need to be implemented in a fiscally
constrained environment, so efficiency gains and reallocation of funding should help increase fiscal space
for priority reforms.
Improvements in the quality and efficiency of health spending can be achieved through the active or
strategic purchasing – selecting what services to purchase, at what price and from which providers. The
government is considering reorienting the financing mechanism from the current input-based system to
a performance – or output-based financing system building on some successful examples in tuberculosis
care and experience of other countries. In many countries the strategic purchasing function is delegated
to a specialized purchasing agency, which needs to have a clear mandate of a strategic purchaser (see
Error! Reference source not found.).55
Box 4. Critical issues for the shift towards strategic purchasing in Belarus (based on the WHO
summary from expert and practitioners’ discussions).56
The critical issues during the shift towards strategic purchasing are: 1) governance; 2) information management
systems; 3) benefit package design; 4) provider payment systems; and 5) managing alignment, dynamics and
sequencing.
Governance: In Belarus, there is no separate purchasing agency to perform a purchasing function. Establishment
of the agency would be required taking into account several considerations: (1) the agency would need decisionmaking space as well as a sufficient level of autonomy; (2) health care providers need an adequate level of
autonomy while concurrently being held accountable to the purchasing agency; and (3) the agency needs to
operate pooled funding to have purchasing power in order to stimulate positive change across an entire health
system and have sufficient scope to influence the service delivery mode and provider performance. With the
move towards strategic purchasing and setting up a purchasing agency, the role of the MOH will change.
Information management systems: The degree of effectiveness in strategic purchasing largely depends on the
information on performance aspects and on population health needs. Belarus is already making big steps towards
implementation of the reliable centralized data exchange within the eHealth development project. These steps
should be supported by strengthening analytical capacity as a for better utilization of data, and strong analysis of
health needs. Developments in this area will be incentivized by the implementation of results-based financing as
accuracy and timeliness of data exchange will be critical.
Benefit package design: the benefit package would need to define those services that are to be paid, in part or in
full, by the purchaser from pooled funds. Currently, the country is trying to deliver all services free of charge to
all citizens with some exceptions in terms of access to medicines and paid services on outpatient basis. A
transparent process that determined which specific health services, medicines and medical products and
technologies are included and which ones are excluded should be established. The guarantees should incentivize
preventive behaviors and tackle existing barriers in receiving treatment on an outpatient level of care delivery.
Provider payment systems: Selection of payment methods is a very important stage, which can help incentivize
desired behaviors of providers. Primary care could be financed on per capita plus performance bases. For this,
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Mathauer I, Dale E, Meessen B. Strategic purchasing for Universal Health Coverage: key
policy issues and questions. A summary from expert and practitioners’ discussions Geneva: World Health
Organization; 2017. Licence: CC BY-NC-SA 3.0 IGO. https://www.who.int/health_financing/documents/strategicpurchasing-discussion-summary/en/
56
ibid
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primary care doctors and polyclinics could establish a patient registry and be paid according to a capitation
formula, with adjustments for their volume of activities and key quality indicators. The MoH is eager to introduce
case-based payments for hospitals. Hospital financing may start with global budgets allowing for greater flexibility
in the use of resources, while a Diagnostic Related Groups (DRG) system could be introduced, initially to monitor
performance of hospitals. After 2–3 years, once the DRG classification system and recording of clinical information
is established, the payment system could gradually move towards DRG-based payments for hospitals. Other types
of care can be payed using a combination of fee for service, capitation and per diem payments.
Managing alignment, dynamics and sequencing: Shift toward the strategic purchasing would require a lot of
change compared to the status quo. A lot of legal changes would be needed to change the principles of the public
financing of health care that are now regulating the system. Implementation of changes will be challenged by a
fiscally constrained environment. The implementation would need to anticipate likely provider responses to new
payment methods and prepare the measures to counteract potentially undesired behaviors.

Optimization of inpatient health care facilities is an important priority. The country needs to reduce
overcapacity and limit the size of the hospital sector, reprofile care to put more emphasis on outpatient
and short-term interventions. Consolidation of hospital care and rightsizing the network can be done by
grouping hospitals and selecting hub facilities serving larger areas of 200,000–300,000 people. The focus
on reducing duplications and providing care according to real needs and existing modern technologies
should guide the decisions. The hospital network consolidation is also relevant for the periods of tackling
major epidemics as it helps concentrate workforce and technologies to provide better care to patients
requiring hospital assistance. To reprioritize hospital resources, a revision for the current criteria for
hospitalization should be made to concentrate more on providing more intensive care instead of treating
cases that can be prevented and managed on other levels.
The expected timeframe for receiving the expected efficiency gains and fiscal savings from the network
consolidation and the output-based financing mechanisms is long-term. It will, however, trigger important
changes in the organization of service delivery and health financing. Implementation of the output-based
financing for hospitals and specialized care will start with the revised collection of medical statistics about
the treatment episodes and decisions about the optimal strategy of purchasing such services. Such
arrangement will usually require setting up a special purchasing agency, that will be responsible for
pooling and strategic purchasing of services from all providers, publicly and potentially privately owned.
The demand for long-term care for the elderly is expected to increase and consequently drive overall
increase in public expenditures. In our sample of nursing care facilities, the cost of one long-term care
treatment was on average BYN3,240, or about 50% of per capita GDP in 2017. Currently, clients of longterm care facilities are obliged to pay 80% of their pensions to the providers of long-term care57. The longterm care is expected to be in more demand because of ageing population and increasing prevalence of
chronic conditions58. In the OECD, 13% of those over 65 years receive long-term care and countries spend
1.3% of GDP on long-term care (Error! Reference source not found.). If applied to Belarus, this would
imply over 260,000 potentially in need of the long-term care, which would cost an unaffordable at present
4% GDP. Moreover, a substantial increase in institutionalized long-term care may follow the increase in
labor force participation as care is no longer provided by the family.

57

Average pension in Belarus in 2017 was BYN 298 per month with capacity of covering about 40% of the cost of the nursing care
cost provided on average during 127 days in a nursing care facility at the average cost of 3,240 BYN.
58 https://www.oecd.org/els/health-systems/long-term-care.htm
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Box 5. Approaches to the organization of the long-term care (based on OECD reports)59,60
The organization of long-term care is usually provided by a mix of different options: home care, residential care,
nursing care and hospital beds. The hospital segment represents less than 10% of all beds in long-term care (from
the average of 50 beds per 1,000 population in the OECD, only four are in hospital institutions), and the rest of
are in nursing and residential care facilities. There are different strategies employed by different countries in
providing long-term care: some, like Sweden and Canada, dramatically decrease institutionalized care by driving
it out to the community, and other countries like Korea, provide more formal long-term care and increase the
capacity of such institutions. For each person who requires long-term care, an assessment is usually done on a
specific list of criteria to confirm the need and decide which setting would better fit the his/her specific needs.
Usually people above 65 years old or disabled people are the target group for long-term care.

Figure 4.20 Long-term care expenditures by sources of funding, 2007
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Note: Data on out-of-pocket spending for some of the countries are underestimated. For example, in the Netherlands, cost
sharing on long-term care services is estimated to account for 8% of the total long-term care (LTC) expenditure. The share of
out-of-pocket spending for Switzerland is overestimated as cash benefits granted for care in care facilities are not considered.
Source: OECD Health System Accounts, 2010.

Payment for long-term care can be arranged in different ways. Only few countries pay for all costs associated with
long-term care from their health care budgets. Other have separate billing and reimbursement procedures for
health-related and personal care-related cost (e.g., France, Belgium, the Czech Republic, United Kingdom, the
United States for post-acute care cost). In home settings, coverage is often via the health system when care is
provided by a nurse, while it follows the same rules as personal-care coverage when care is provided by a lowerskilled long-term care worker. Payment arrangements for long-term care in countries are often organized as
reimbursement of per diem expenditures (per bed day).
As to board and lodging costs for residents in LTC institutions, these are often not included in public LTC-coverage
schemes. Public support for board and lodging expenditures is only available for eligible poor and typically meanstested. Even in countries with very comprehensive universal LTC, coverage, significant cost sharing can be
required for this cost component and can be decided by the municipalities or other authorities in charge for
maintaining long-term care institutions.
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Help Wanted? Providing and Paying for Long-Term Care - © OECD 2011 Chapter 7. Public long-term care financing
arrangements in OECD countries
60 Health at a Glance 2017. OECD Indicators. DOI: https://dx.doi.org/10.1787/health_glance-2017-en
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Staff optimization and hospital rightsizing will require difficult decisions. A human resource development
strategy should be developed based on modeling the possible relocation of personnel across levels and
types of care. Medical universities and colleges should also adjust their programs to fit to the need of the
changes in the health care sector.
Preventive care should be strengthened. Instead of providing massive checkups of the healthy population,
most work should concentrate on people at risk for primary prevention and people with chronic
conditions for secondary prevention. Such work can be rewarded by additional payments attached to
effective preventive care. Additionally, the country should continue increasing alcohol and tobacco taxes,
and consider implementation of taxes for sugar-added beverages based on the strong global evidence
that such taxation is most efficient in discouraging risky behaviors.
The table below captures proposed short- and long-term measures for improved efficiency of the health
sector in Belarus and estimated fiscal impacts.
Table 4.5 Proposed actions and their estimated fiscal effect for the short, mid- and long-term actions.
Action

Establishment of the procurement agency
Introduction of capitation for primary
care payments
Implementation of global budgets for
hospitals and DRGs for recording hospital
performance
Use of DRGs for hospital payments

Short and
mid-term
(1-3 years)
X

Long-term
(3-5 years)

Potential
fiscal impact
in % of GDP
+0,04%

X

No change

X

No change

X

No change

X

+0.5%

Consolidation of hospital care and
investment into modern technologies for
select hospitals
Decrease of unnecessary hospitalizations

X

(0.3-0.4%)

Increase of outpatient benefits

X

+0.4%

Change of payment for long-term care

Further increase of tobacco taxation,
potential introduction for sugar-added
beverages

X

X

+0.1%

X

(0.5%)

Comments

1-2% of the health
spending
Within the primary care
budget
No

Within the hospital
budget
Investment needs

10-15% of hospitals
budget;
shift
to
outpatient care
Access to drugs and
diagnostics, outpatient
treatment
Potential savings from
alternative social care
services
Possible
use
of
additional revenues to
increase
health
spending

Source: WB staff calculations
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CHAPTER 5. IMPLEMENTING FURTHER REFORMS IN EDUCATION
SECTOR FOR HIGHER EFFICIENCY AND EQUITY
Belarus has notable results in terms of access to and quality of education compared to countries with a
similar level of development. The education system is relatively equitable in terms of access and has been
relatively quick to adapt to the demographic decline—including through school optimization and
reductions in staffing. However, despite the overall good results, there are disparities in learning outcomes
and rural population is less likely to access preschool and higher education. At the same time, general
secondary schools in some urban areas are overcrowded while there might be room for further
optimization in rural areas.
Education spending has been in line with regional peers, but with important differences – much higher on
pre-primary education and one of the lowest in tertiary education, and heavily focused on current expenses
other than salaries, leaving little for capital outlays. Belarus has one of the lowest student-teacher ratios
(STR), especially at preschool and upper secondary education, but teachers’ compensation is not
competitive. Even though the per-student financing scheme was already implemented in general
secondary education, the current system of transfers does not fully encourage spending efficiency.
Given the level of education expenditures, Belarus is quite efficient in access to and quality of education,
but there is room for improvement. To adjust to the looming demographic changes, there is need for
further school optimization, especially in rural areas and adjustment of the student-teacher ratio,
especially in pre-school education. The current transfer system needs to be improved by allocating
maintenance costs on a per-student basis and include a proxy of the population density in the per-student
formula. More resources need to be directed to overcrowded schools and infrastructure and bringing
teachers’ wages closer to the economy’s average. These changes ought to be budget neutral as the
additional allocations needed can be offset by the proposed school optimization. This is explained by an
expected much-reduced fiscal policy space due to a global economic shock caused by the COVID-19
pandemic, an unprecedented drop in international commodity prices and the phasing out of the energy
import price discount by 2024 due to the Russian “tax maneuver”. All the factors will way negatively on
budget revenues. Given the significant financial constraints, additional allocations would be difficult to
secure, therefore relocating the resources within the available budget for improving the efficiency and
quality of service delivery should be the key goal.
This education chapter is divided into five main sections. The first section provides an analysis of how
Belarus’s education system stands vis-a-vis relevant international counterparts - OECD comparative group,
Western European countries (EU15)61, Eight Central and Eastern European countries (EU8)62, and the
Commonwealth of Independent States (CIS). The second section conducts an expenditure analysis at the
national level63. This analysis shows how the current budget is being allocated, compared to benchmark
countries. Section C examines Belarus’ relative efficiency of education spending and in resource utilization,
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Austria, Belgium, Denmark, Finland, France, Germany, Greece, Republic of Ireland, Italy, Luxembourg, the Netherlands,
Portugal, Spain, Sweden and United Kingdom.
62 Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Slovakia, Slovenia.
63 The expenditure analysis in this report is focused on pre-school and general secondary education as was requested and agreed
with the Ministry of Education at the beginning stage of the report preparation.
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including the distribution of students, schools, and teaching staff at the national level. Section D presents
a subnational analysis of the education expenditure and implications of the per-student formula. The
conclusion, in the last section, offers policy recommendations based on the analysis presented and explores
opportunities for improved efficiency, quality, and equity in these levels of education in Belarus. The
present analysis focuses on preschool and general education.

A. Education Outcomes
Belarus has a well-developed education system with several stages and type of institutions. It consists of
pre-school (pre-primary); general secondary—divided into three stages: primary (4 years), basic (5 years)
and general secondary (2 years); vocational; specialized secondary64; higher and post-graduate education.
The first nine years of general secondary education are compulsory, from the age of 6 to 15. As of the
2018/19 school cycle, nearly 1.9 million students were in school, 23 percent of them were in pre-primary,
53 percent in general secondary education, and 14 percent in higher education. Belarus delivers education
in close to seven thousand institutions with a total of 206 thousand teachers working full-time in 2018.65
Belarus’ education system is centrally administered. Administrative operations are hierarchical and
organized by territory. Public education policy is determined by the President of the Republic, with the
Ministry of Education (MOE) being responsible for implementing policies and establishing quality control.
The MOE operates through six regional education departments. Minsk, the country’s capital, has its own
education department which supervises education institutions at the oblast (regional) level and in the city
of Minsk. In turn, the district education departments operate in rayons (districts), which are responsible
for the education institutions of their level. Education departments at this level report to the regional or
Mink city education department (Figure 5.1).
Figure 5.1 Education sector organizational structure and administration

Source: World Bank staff based on Belarus legislation
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Specialized secondary education focuses on certain subjects and may last between 2-4 years. It is not part of vocational
education since it does not seek to equip students with relevant skills for the labor market.
65 Figure 1 in Annex shows the theoretical entrance age and duration in years of each level of education, as well as the equivalence
between the Belarus’ educational levels and the International Standard Classification of Education (ISCED 2011).
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Education is mainly publicly provided in Belarus, except in higher education. Household expenditure on
education is relatively low. Private school enrollment is very small compared to other countries in the
region and in developed economies (Figure 5.2). In higher education, the enrollment in private institutions
is also small. However, public institutions are free for a limited number of students, specifically for those
who pass the entrance examination. In the 2018/19 school year, 56 percent of higher education students
paid tuition fees, 88 percent of them attended public institutions66. Further, the overall initial household
spending in education67, including all levels, was only 0.16 of the GDP in 2018, much lower compared to
others: EU15 (0.48 percent), EU8 (0.51 percent), OECD (0.63 percent) and CIS (0.68 percent)68.

%

Figure 5.2 Belarus and similar countries. Enrollment in private institutions by ISCED level of education,
% of students, 2017 or latest
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Outstanding levels of access to education with disparities in preschool education and higher
education
Access to pre-university education, measured as the net enrollment rate, is higher in Belarus compared
to other countries in the region at all levels, especially in pre-primary level. Access in pre-university
education has been high over time and remains above similar countries, even much higher than in
advanced economies of the OECD (Figure 5.3). In tertiary education, the enrollment rate has been
increasing since early 2000s and is also above regional peers and advanced economies. It is important to
highlight, even though pre-primary education is not compulsory, 95 percent of children between 3 and 5years-old are enrolled in such level. More surprisingly, about 76 percent of children aged 1-5 years old
benefit from some form of early childhood education. The high enrollment rate is due to the creation of
specialized pre-primary institutions (pediatric medical childcare, special childcare, and pre-primary child
development centers) as well as the adoption of a variety of pre-primary education models to cater to
parents’ needs (part-time childcare, family daycare, at-home pre-primary education programs, etc.).
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Belstat (2018). Statistical Bulletin “Education in the Republic of Belarus, 2018/19 school year”.
Initial spending means before transfers.
68 Unesco UIS, 2020
67
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Figure 5.3 Belarus and similar countries. Net enrollment rate by ISCED level of education (percent), 2017
or latest
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The education system is relatively equitable in access at the pre-university level; however, differences
exist in access to pre-primary education for students enrolled in the rural areas in comparison to urban
areas. According to data from UNESCO UIS, there are no notable differences in school access between
girls and boys at the pre-university level. However, in higher education, the gross enrollment rate for girls
was 95 percent in 2018, 15 percentage points above boys. Furthermore, location is a factor in pre-primary
enrollment with 1-5–year-olds from rural areas being less likely to enroll compared to peers from urban
areas, across all regions (Figure 5.4). Demand-related factors may play a role in the relatively lower
enrollments since preschool education is not mandatory and provision of early childhood development
(ECD) services is based on demand. From the supply side, there are more specialized institutions available
for the youngest children in urban areas. For example, 84 percent of preschool institutions in urban areas
are nurseries, while they account for only 30 percent in rural areas (Table 1 in Annex). Lower enrollment
rates in early childhood education of rural population have incidence on its future learning, probability of
attending higher education and outcomes in the labor market, as described later in the report.
Figure 5.4 Belarus gross enrollment rate in pre-primary education by regions and Minsk city, percent,
2017
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In addition, students from rural areas are more likely to enroll in vocational/technical and specialized
secondary education and less likely to continue onto higher education, associated with the lower
education quality and higher poverty levels. On average, about 65 percent of 9th grade graduates
continue education in general secondary schools, while 34 percent enroll in vocational/technical
institutions or secondary specialized education (Figure 5.5). By the same token, about 61 percent of 11th
grade students in general secondary schools go on to continue their education in higher education
institutions, while in rural areas this proportion is significantly less only 36 percent (Figure 5.6). There may
be two reasons to explain it: the lower educational quality for those living in rural areas, as shown later,
reduces their probabilities of passing the entrance examination; and the higher incidence of poverty in
rural areas may constitute a barrier for those who cannot pass the examination. Although not everybody
must attend higher education, the system does need to ensure equal conditions for accessing to public
services.
Figure 5.5 Belarus. Distribution of 9th grade
graduates of general secondary education
among channels for further settlement by region
in 2018, percent
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Learning outcomes surpass those of similar economies, but there are inequalities by
socioeconomic background and urban/rural location
Quality of education in Belarus is high given its level of development. PISA 2018 results show that
Belarusian students perform higher than their peers in countries with a similar level of development. In
particular, mean scores in the three main domains were, on average, 9-11 percent higher the expected
given the GDP per capita (Figure 5.7). About 76 percent of Belarusian students reached at least the basic
level of competencies in Reading and Science, similar to OECD average. However, this share was 71
percent in Mathematics, below that of OECD countries (77 percent). The share of top-performers are
relatively lower than in the OECD (Figures 2-3 in Annex).
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Figure 5.7 PISA performance and GDP per capita, 2018
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There are disparities in learning outcomes among different population groups. The socioeconomic
background is a factor that highly explains students’ performance across the world. However, the
difference in PISA performance among Belarusian students in the top and bottom socioeconomic quintiles
is high compared to similar group of countries (Figure 5.8). Further, the variation of PISA results explained
by socioeconomic levels is 20 percent, largely exceeding the OECD and CIS averages (Figure 5.9). By the
same token, urban students outperformed their peers in rural areas (Figure 5.10)69. Even though most of
the urban-rural gap is explained by differences in socioeconomic levels, an Oaxaca microeconomic
decomposition of PISA Reading scores reveals that the age of entrance to preschool education, the
proportion of teachers with a master’s degree and the school size also contribute to the gap. This
reinforces the need to ensure equitable access to preschool education and to encourage a more efficient
school network with larger schools, along with an adequate distribution of educational resources. By
gender, there are small differences in PISA performance at Math and Science, but Belarusian girls largely
perform better in Reading, to a lesser extent than peers in average groups (Figure 5.11).

69

An urban area comprises a town (15,000-100,000 people), a city (100,000-1,000,000 people) or a large city (over 1,000,000
people). A rural area includes a village, hamlet or rural area (fewer than 3,000 people) and a small town (3,000-15,000 people).
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School factors such as teacher qualification, teaching practices, school size and school resources correlate
with Belarus’ PISA Reading performance. After accounting for a set students and schools’ characteristics,
an econometric analysis shows that teachers that encourage reading engagement in their students
positively contribute to their PISA performance in reading. Also, teachers with a master’s degree are
associated to better students’ learning outcomes. School size positively correlates with Reading
performance in both urban and rural areas, it might be another reason to support the school
consolidation, if feasible. Larger schools are, in general, less costly. Literature also suggests that too large
schools may be a detriment to the student performance. Therefore, optimal school size may be the area
of research with PISA data, now available for Belarus70(Table 3 in Annex).

Belarus’ workforce is highly educated but relevance of education needs to be improved
Overall, Belarus’ labor market counts with a highly qualified workforce with variations by regions and
urban-rural areas. In Belarus, 99 percent of the population has achieved at least an upper secondary
education. This puts Belarus as one of the top countries in educational attainment and a worldwide

70

https://openknowledge.worldbank.org/handle/10986/30920
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reference in access to education. Moreover, the proportion of 25-34-year-olds with tertiary education is
in line with similar and more advanced economies, only lagging behind Lithuania. However, only 19
percent of 25-34-year-olds in rural areas has attained higher education, significantly lower than the
national average (41 percent) and small cities (31 percent).
In Belarus, labor market outcomes in terms of unemployment and salaries are highly correlate with the
level of education, but skills mismatch is a challenge to address. Unemployment rates are relatively low
in Belarus, at 4.3 percent in 2018, compared to the EU15 average of 7.6 percent and the EU8 average of
5.1 percent in 2018. Overall, the likelihood of unemployment decreases with the level of education and
the rates of return increase with it (Figure 5.12-5.13). This indicates that Belarus’ labor market rewards
education and supports the need to ensure equal conditions to access higher education. Further, returns
to education are below those of middle-income countries71, which reflects the relatively low scarcity of
qualified workforce. Despite the high educational attainment in Belarus, among the top three most
important obstacles to hire according to firms is the inadequately educated workforce. About 12 percent
of firms find that as the biggest obstacle.72 This shows that there is room to improve relevance of
education at both school and university levels.
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B. Education Financing
Public Spending similar to peers but there is large variation across subsectors
Public expenditure in education in Belarus has been in line with other countries in the region, but slightly
below that of advanced economies. Belarus’ education spending was 4.6 percent of its GDP in 2018 mostly

71

Returns in middle income countries: Primary: 25 percent; Secondary: 18 percent; Higher education: 20 percent. Source:
Psacharopoulos and Patrinos, 2018. Returns to Investment in Education: A Decennial Review of the Global Literature. Retrieved
from http://documents.shihang.org/curated/zh/442521523465644318/pdf/WPS8402.pdf
72 Source: Enterprise surveys for Belarus. http://www.enterprisesurveys.org/data/exploreeconomies/2018/belarus#workforce
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on par with regional peers and slightly lower than the median spending of EU15 and OECD countries of
5.5 and 5.3 percent, respectively (Figure 5.14).73Overall, spending from the consolidated budget has
remained stagnant at around 5 percent of the GDP in recent years and has not regained its highest level
of 6 percent before the 2008 global economic crisis (Figure 4 in Annex). Government spending on
education in Belarus meets the criteria set on the global scale: The Third International Conference on
Financing for Development (in Addis Ababa, July 2015) set international benchmarks for education
spending of at least 4 percent to 6 percent of GDP74. Government expenditure on education as a
percentage of total government expenditure, on the other hand, was at 12 percent in 2017, similar to that
of comparator group averages (Figure 5.15).
Figure 5.14 Government expenditure on education Figure 5.15 Government expenditure on
as a percentage of GDP in 2016 or latest, percent
education as a percentage of total government
expenditure in 2016 or latest, percent
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The government’s per student spending on pre-primary education is much higher than that of other
countries in the region, while the unit cost in tertiary education is one of the lowest. A more accurate
indicator of the expenditure size and the priorities in education is the per-student spending as proportion
of the GDP per capita. Over the last decade, the per-student spending has declined in general secondary
education and increased in secondary specialized education, higher education and to lesser extent in preprimary education (Figures 5-6 in Annex). Overall, the per-student expenditure is relatively high in preprimary education and low in tertiary education in relation to other countries (Figure 5.16).75 It is
important to note that this pattern does not show an inequitable resource allocation across levels of
education, since there has been a strong international evidence of the benefits of investing in early
childhood education. However, there are room for improving spending efficiency in preschool education,
as shown later in the report. The per-student expenditure on general secondary education seems to be in
line with peers.

73

Calculated from Boost database.
UNESCO 2015c
75 Overall, per-student expenditure is calculated by the UNESCO considering the total number of students in a country, regardless
of whether they attend public or private institutions. Thus, the low unit cost in tertiary education is because only 42 percent of
the total enrollment is financed from the central budget, while the remaining 58 percent is financed directly from families mostly
through tuition fees. Also, countries with the highest pre-primary spending are mostly post-soviet while the more successful
economically and in terms of human development have much lower levels.
74
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Figure 5.16 Belarus and similar countries. Per-student expenditure as percentage of GDP per capita in
2016 or latest, percent
40
35
30

26

25

21

21

21

18

20
15

10
5
0
Pre-primary education

Primary education
Belarus*

Lower secondary
education

Upper secondary
education

CIS

OECD

EU15

EU8

Tertiary education

Source: UNESCO, UIS and WB staff calculations based on Boost database and Belstat (2020)
Note: *Primary, lower and upper secondary education were grouped. It includes general secondary education, vocational and
specialized secondary education. Expenditure at all levels for Belarus was calculated from Boost database, year 2017.

Public spending composition biased towards current expenses other than salaries
Although staff compensation is the largest share of expenditures in education, teacher salaries are not
competitive to attract the most talented. Belarus spent 66 percent of the total consolidated budget in
staff compensations in 2017. This percentage is similar to the EU8 and CIS averages, but higher in
advanced economies (Figure 5.17). Teacher salaries in pre-university level was 18 percent lower than the
average national salary level in 2017, even though teachers are highly qualified (Figure 5.18)76. On
September 1, 2018, wages of pedagogical staff increased by 20 percent on average, which means that
Belarus is taking important steps to improve teachers’ labor conditions. With this increase, the gap
between teacher salaries with the national average declined from 18 to 16 percent in 2018/19. Relatively
low salaries for teachers is not an exclusive condition of Belarus. In 2014, teachers’ salaries across all preuniversity levels in OECD countries were 11 - 25 percent lower than those of tertiary-educated workers77.
However, in Belarus, 15-year-olds who want to pursue a career as teachers scored below the national
average by about 10-22 PISA points, while peers perform above national averages in EU15, EU8 and OECD
– close to 3-22 PISA points higher. Therefore, it is important to elevate teaching prestige to attract the
most talented, which may include competitive salaries. Increasing teacher salaries to the national average
level would cost 0.27 percent of the GDP annually.

76

About 93 percent of general secondary school teachers hold a higher education diploma and the remaining 7 percent have a
specialized secondary education degree. Thus, the gap would be higher if compared to salaries of tertiary-educated workers.
77 OECD, 2017
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Figure 5.17 Belarus and comparators. Government Figure 5.18 Belarus. Gross monthly salaries in
expenditure on education by economic education as percentage of national average salary
classification education in 2016 or latest, percent
in 2010 – 2017, percent
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Belarus spends more in current expenses (excluding salaries) than comparator group of countries,
especially in pre-primary education. This type of expenses accounts for 29 percent of total education
spending in Belarus, which has not sharply changed in the last years and it is high compared to that of
comparator group of countries (Figure 5.17, Figure 7 in Annex). Additionally, the high recurrent cost
(excluding salaries) is especially evident in pre-primary education. Belarus’s spending on these items in
pre-primary education is close to 32 percent compared to 21 percent in OECD and 20 percent in EU1578.
On general secondary education, the recurrent cost other than salaries makes up 25 percent of the total
expenditure, also above advanced economies.79
Utility services and school meals make up the highest share of recurrent other than salaries expenses. The
high spending in utility services is correlated with small schools. Utilities payments (especially heating)
account for about half of the total current expenses (excluding salaries) in both pre-primary and general
secondary education. The spending in utility services correlates negatively with school and class sizes. For
instance, the per-student spending in utility services is 1.5 higher in pre-primary than in general secondary
schools, associated to the fact that preschool institutions are three times smaller and more specialized
than general secondary schools. Further, according to PISA data 2018, average school and class sizes are
among the lowest compared to CIS and advanced economies (Table 4 in Annex). Therefore, in the medium
and long term, Belarus could improve its spending efficiency by adjusting its school network, which in
turn, has implications on learning outcomes.80 In addition, purchases of stock items and consumables
(especially food products) accounts for 41 percent of current expenses (excluding salaries) in pre-primary
and 30 percent in general secondary schools (Tables 5-6 in Annex). Expenditure in food products in preprimary education is high. It is important to consider that parents also pay for meals. Payment may equal
one hundred percent of a norm for expenditures for meal depending on age, type of pre-school institution
78

UNESCO UIS, 2019
Overall, post-soviet countries spend high in current expenses (excluding salaries) relative to more advanced economies.
80 An analysis of the school network in line with demographic changes is conducted in next section.
79
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and its working hours81. Therefore, it is advisable to assess if some parents can contribute more, especially
wealthier families and in urban areas.
Belarus reduced the expenditure on capital expenses despite the existence of double-shifts and schools
that run under inadequate physical conditions. According to data from the GEATS, 7 percent of general
secondary schools require major repairs. In the city of Minsk, for instance, about 16 percent of schools
need major repairs, and in some districts, such as Akciabrski, Haradok and Liepieĺ, around 1 in 3 schools
require infrastructure improvement. This is more problematic in urban areas across all region: on average,
13 percent of urban schools require major repairs versus 7 percent in rural areas (Map 5.1, Figure 5.19).
In addition, half of urban schools run double-shifts, which may reduce the learning time and may have
impacts on teaching and learning quality. Meanwhile, capital investment has decreased and only accounts
for 5 percent of total expenditure, below that of advanced economies (6-7 percent of total education
expenditure), EU8 (8 percent) and CIS countries (9 percent) in 2017, which shows that Belarus should
ensure a better education fund distribution aligned to needs. While capital investment has decreased over
the last few years as response to the lack of budget resources due to the recession, Belarus has recently
sought financing options to improve the physical conditions of school infrastructure and modernize
general secondary education. However, it is important to note that the proposed changes ought to be
budget neutral and finical resources should be reallocated inside the sector. The additional financing could
be accommodated through reallocations from other parts of the education budget, for example from the
proposed school optimizations. Such recommendations are driven by significant budget constraints in the
medium-term due to unprecedented external shocks but also due to domestic structural weaknesses.
Therefore, it will be a key goal to use better available financial and human resources.
Map 5.1. Percentage of schools that need major Figure 5.19 Percentage of schools that need major
repairs by location and region (%), 2018
repairs by district, 2018
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C. Efficiency Analysis of Education Expenditure and Resource Utilization
Given the level of expenditure on education, Belarus is quite efficient in access to and quality of education.
Using net enrollment rate in secondary education and PISA 2018 mean scores, a data envelopment
analysis reveals that Belarus performs close to the efficiency frontier given its level of development –
measured as GDP per capita– and per-student spending in education82. According to the Data
Envelopment Analysis (DEA) results, Belarus ranks 13 among 33 countries83 in efficiency. However,
Belarus’ enrollment rate and PISA performance could increase by 12 percent to perform as well as the
most efficient countries. Therefore, even though Belarus is comparatively very efficient, there are room
for improvement (Figure 5.20).
Figure 5.20 Data Envelopment Analysis - Efficiency Scores, 2018
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Efficiency of Resource Utilization could be enhanced
Belarus faces a population decline. However, fertility rates led to a transitory growth of pre-primary and
primary school-age population. Overall, the official school-age population has been declining over time.
As a consequence, the number of general secondary students dropped by about 537 thousand from
2000/01 to 2018/19, a dramatic decline equivalent to 35 percent. However, pre-primary and primary
school-age population increased after 2006 as a result of the higher fertility rates, in part due to generous
childcare benefits such as labor and employee benefits, tax benefits, housing benefits, medical and other
types of benefits, as well as the positive effect of the improved economic conditions after the collapse in
the 90s. This increase was mainly driven by urban areas. Between 2004 and 2017, population aged 0-4
years old increased by 40 percent in urban areas, and only 7 percent in the rural ones. In addition, the
population aged 5-9 increased by 30 percent in urban areas and declined by 18 percent in rural ones. The

82 Data Envelopment

Analysis measures the relative efficiency of decision-making units in this case, countries, by comparing their
inputs and outputs with the best practices, that is, the input-output combination of most efficient countries. However, most
efficient units may also have room for improvement.
83 EU and CIS countries.
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overall upward trend was transitory and is not expected to remain over time. By 2030, the preschool-age
population is expected to decline by 17 percent (Figures 8-9 in Annex).
The school network in pre-university education has been adjusted to address the demographic changes
and educational goals. However, the recent demographic boom of the youngest population will result in
growth of the school-age population attending basic general through tertiary education, mainly in urban
areas. The school network has been adjusted to the downward population trend. Particularly, the number
of pre-university institutions fell by 2,312 from the 2000-2001 cycle to the 2018-2019 one, around 74
percent of them were general secondary schools and 26 percent institutions of pre-primary education. As
a consequence, school size has remained rather stable for both levels (Figure 5.21-5.22). However, as
mentioned before, there was a transitory increase of the pre-school and primary school age population,
that is leading to a progressive increase of the school-age population attending basic general through
tertiary education, mainly in urban areas. As a result, there might be different pressures for the school
network in the medium term: overcrowded general secondary schools in some urban areas and surplus
of spots in rural ones. It is important to note that the decline in the primary school-age population could
partially compensate the increase in the population in subsequent levels in some urban areas.
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Belarus may have room for school optimization. About 31 percent of general secondary schools in urban
areas are overcrowded since they operate two shifts and class size is greater than 25 students, above the
norm. In turn, the average class size for 68 percent of general secondary rural schools is less than 10
students and a quarter of rural schools have less than 50 students (Table 5.1 and Table 7 in Annex). Unlike
other ECA countries, Belarus has been quick to adapt the school network to demographic changes. In that
sense, further efficiency gains in general secondary schools in rural areas could be feasible if the road
network makes transportation of students possible, while it may be required expansion of general
secondary schools in some urban areas (not all of them). On the other hand, given the expected decline
in preschool-age population and the highly specialized preschool network, it is advisable optimization in
this level as the demographic decline consolidates, especially in urban areas (Figure 10 in Annex).
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Table 5.1 Belarus. Percentage distribution of general secondary schools by average class size and
number of shifts 2018/19
Class size
1-6
7-10
10-19
20-24
25-30
Total

One shift
34
34
25
1
0
95

Rural
Two shifts
1
1
2
1
1
5

Total
35
35
27
3
1
100

One shift
1
1
9
24
14
48

Urban
Two shifts
0
0
2
19
31
52

Total
1
1
11
43
45
100

Source: WB staff based on GEATS (2018)

In line with the school closures, teaching staff in pre-university education has also undergone reductions.
However, Student Teacher Ratios (STRs) are still below those of other countries in the region in preprimary and upper secondary education (Figure 5.23). If optimization measures are not adopted, STRs in
pre-school education will drop from 8 pupils per teacher in 2020 to 6 by 2030, much lower than for CIS
(12) and OECD (15) averages. STR for general secondary education is expected to remain rather
unchanged (Figure 10 in Annex).84
Figure 5.23 Belarus and ECA. Student-teacher ratio (headcount basis) by ISCED level of education, 2016
or latest
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Student Teacher Ratios (STRs) are positively correlated with class sizes. However, class sizes substantially
differ between urban and rural areas, more than the STRs. The class size in urban areas is 24 students per
class, while in rural areas is 10 students per class, without substantial variations in STRs across regions.
However, differences in STRs are much lower: 7 students per teacher in rural areas and 13 students per

84

Calculations rely on the UN population projection. Welfare stability and availability of childcare that affect fertility trends, will
likely change the projections on STRs.
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teacher in urban areas. The ratio class size to STR is 1.8 in urban areas, but this ratio is 1.4 in rural areas.
This means that the intensity of use in teaching staff per class is higher in urban areas than in rural areas
for general secondary schools, which reflects the fact that class sizes are larger in urban areas.

D. Financing Mechanisms and Analysis of Education Expenditure at the
Subnational Level
Decentralization in education spending is more predominant in Belarus than in other countries in the
region in terms of share of spending done by local government, but not necessarily in autonomy. The
budget system of the Republic of Belarus includes the central budget and local budgets, forming the
consolidated budget. In Addition, the consolidated budget and the budgetary and extra-budgetary
expenditures form the consolidated budget of the general government. The local budget has three levels:
regional, base and primary that all serve different levels of education governance. According to World
Bank’s BOOST Public Expenditure database, in 2017 the consolidated budget (central/ local budget) made
up 93 percent of total education expenditure, of which 40 percent was spent at the district level, 24
percent at the regional level, 15 percent at the central level and another 15 percent at the city level
(regional subordination). Almost 78 percent of the total education budget (including budgetary and extrabudgetary expenditures) is spent by local governments. This is significantly higher than the average spent
by local governments in the EU8, EU15, and OECD.
There are different methods and sources of education financing depending on education level. The central
government is in charge of higher and post-graduate education financing. Secondary specialized schools
can be financed by the central government as well as at the oblast level. Vocational schools are funded by
the local government at the oblast level and City of Minsk. Pre-school and general secondary schools
operate at the base tier of the local government. In addition, several other line ministries maintain specific
field education programs.
At the district level, the per-capita expenditure is negatively correlated with STRs. The lower studentteacher ratio is translated into higher spending for each student. Overall, per-student expenditure is a
negative function of the STRs and class size. It is explained by the fact that the larger schools can take
advantage of the economies of scale (Figure 5.24). Thus, efficiency gains can be achieved by optimizing
school resources. All components of the expenditure are equally affected by the class size, school size and
STRs, including expenditure on staff compensations and expenditure on current expenses other than staff
compensations, which includes utility services and food products (Figure 11 and 12 in Annex). Thus,
despite Belarus having fully implemented the per-student formula recently, the per-student expenditure
is well-aligned with the technical costs of resources. However, as mentioned before, there is need to
adjust school resources.
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Figure 5.24 Per-student expenditure in general secondary education and Student Teacher Ratio, 2017
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Source: World Bank staff calculations based on Boost and Belstat (2018)

Per-student formula should be revised to improve efficiency and equity
To improve spending efficiency, the Government of Belarus implemented a pilot project to progressively
introduce a per-student financing scheme in public general secondary and pre-primary education
institutions. During 2015-2018, Belarus implemented a pilot project to test per-student financing in
general secondary education, a scheme that has been fully implemented since 2019. In preschool
education, the pilot is being implemented since 2017. The transition to a per-student financing scheme
aims to increase spending efficiency. In the past, the system transfer aimed at filling the gap between pretransfer revenues and expenditures. Therefore, local governments had little incentive to rationalize inputs
and to generate fiscal savings, as any savings would result in reductions in transfer amounts in subsequent
years.
Even though the per-student financing scheme was already implemented in general secondary education,
the current system of transfers does not fully encourage spending efficiency. In the current system of
transfers, the total school budget is determined based on two components: (i) expenses as per-student
basis (the per-student formula) and (ii) expenses for facility maintenance. The per-student formula
depends on a basic standard per student (a fixed amount determined every year for rural and urban
areas), number of students and a factor for adjustment. However, the expenses to maintain facilities are
still programmed on demand (Figure 5.25). Given that recurrent expenses other than salaries, especially
utility services, are one of the major bottlenecks in efficiency, it is advisable that maintenance expenses
depend on a per-student basis. If not, there wouldn’t be incentives to rationalize it, and more importantly,
to encourage school optimization.
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Figure 5.25 Mechanism of school budget

Source: Ministry of Education

On the per-student formula, the basic standard may not encourage equity in preschool education. In the
per-student formula, the basic standard is a fixed amount (per-student) that is established each year for
rural and urban areas. Being at a rural school is one of the most significant determinants of the per-student
cost, but the basic standard is not much higher in rural areas than in urban areas as it is in general
secondary education. The difference in preschool education is only three percentage point of the GPD per
capita, while in general secondary education is about fifteen percentage points. Thus, one ought to review
whether the per-student formula contributes to reduce disparities in quality for preschool education
(Figure 5.26).
Figure 5.26 Basic standard of the per student formula, 2020
(a) In Rubles

(b) % of GDP per capita
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Source: World Bank staff calculations based on regulation. GDP per capita was projected to 2020 based on the average historical
growth rates.
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Correction factors may not encourage resource optimizations in general secondary and preschool
education. In addition to the basic standard, the per-student formula considers that some schools, due to
their characteristics, require a higher per-student expenditure to run (Tables 8-9 in Annex). In Belarus,
one correction factor is the number of students as a proxy of the school size: running small schools is, in
per-student terms, more expensive. However, including the number of students may not encourage
school optimization because the total budget transferred from republican budget to local governments is
higher with a low number of students per school in districts/regions. The existence of small school should
only depend on population density and level of rurality. For that reason, it is advisable to include the
population density instead of the number of students. Further, there is no need to include a correction
factor for regions. The population density could be a good proxy of the cost of delivering education in
each one depending on the rurality level.

E. Policy Options
Even though Belarus is quite efficient in access to and quality of education, there is room for improvement.
To adjust to the looming demographic changes following measures should be considered:
o

Optimize school network and teaching staff. Belarus has made considerable reductions to the
school network and staff in line with the school-age population decline. However, findings from
the analysis indicate that in general secondary education there are opportunities for further
reductions in rural areas, while some urban areas may require expansion. In order to determine
the most efficient location of the school buildings, the country could identify functional regions,
which reflects the level of interdependence of territories (OECD, 2020). The fiscal savings of
increasing the school size in rural areas from 109 to 150 (close to peer averages) would be equal
to 0.24 percent of GDP annually. Optimization measures do not necessarily mean school closures,
but mergers of classes could be undertaken. In addition, given the expected decline of the
preschool-age population and the highly specialized preschool network, it is advisable
optimization in this level as the demographic decline consolidates, especially in urban areas. Fiscal
savings from adjusting the STR to EU8-CIS average (10 pupils per teacher) is equivalent to 0.12
percent of the GDP annually in 2025.

o

Direct more resources to overcrowded schools and infrastructure. Resources freed up from
increasing budget efficiency, through school optimization, could also be used to reduce the
number of double shift schools and improve school infrastructure, most needed in urban areas.
A needs assessment would be advised to determine which regions and schools would be most in
need of receiving the additional resources. It is important to note that the decline in the primary
school-age population could partially compensate the increase in the population in subsequent
levels in some urban areas. In 2018, about 180 schools required major repairs, 75 percent of them
in urban areas. When rehabilitating schools, it is important to consider the best available evidence
of what works in school infrastructure. The decision can be driven by existing studies85 and the
studies in Belarus planned under the current Belarus Education Modernization Project (BEMP).

85

Shmis, Ustinova, Chugunov (2020) Learning Environments and Learning Achievement in the Russian Federation : How School
Infrastructure and Climate Affect Student Success. International Development in Focus;. Washington, DC: World Bank. © World
Bank. https://openknowledge.worldbank.org/handle/10986/32598 License: CC BY 3.0 IGO.
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The cost of repairing all urban schools requiring major repairs is between 0.17 and 0.34 percent
of the GDP (one-time investment).
o

Review the current system of resource allocation. The current system of transfer could be
improved by allocating maintenance cost on a per-student basis to encourage spending efficiency
in local governments. It is recommended to remove number of students and region as factors for
adjustment, and include population density of the territorial unit, which can capture the cost of
delivering education in small schools and rurality level. Finally, it should be revised if parents can
contribute with school meals since the household spending in education is comparatively low and
school meal explains one of the highest shares of current expenditure other than salaries.
Reducing the spending in school meals by 30 percent in preschool and general secondary
education would have a fiscal saving of 0.1 percent of the GDP.

o

Expand equitable access to early childhood education. An early start to quality education has been
proven to have long-term benefits to both the individual and society, and it also can narrow the
achievement gap between the rich and the poor. It was recently strongly reinforced with PISA
2018 results in Belarus. Despite Belarus’s high access to pre-primary education, part of the 1-5year-old population from rural areas remains outside of education. Overall, to equal the gross
enrollment rates of urban areas, close to 40thousand children in rural areas need to attend early
childhood programs, with an impact of 0.11 percent annually of the GDP. It represents the cost of
running facilities with a higher number of pupils. To expand access in rural areas, demand-side
and supply-side interventions could be put in place. It may include sensitization programs and
campaigns and adequation of general secondary schools. The cost of such programs is not
included.

o

Elevate the prestige of the teaching profession. Teacher qualifications are the most valuable
school resources determining quality, yet teacher salaries remain below the national average
salary. Given most teachers are highly qualified, to retain good talent, it would benefit Belarus to
free up education resources to increase teachers’ salaries comparable to the average national
salary. The additional annual cost of increasing teacher salaries is equivalent to 0.27 percent of
the GDP (considering the current number of teachers unchanged).

o

Quality of Education. The 2018 World Development Report (WDR) argues that the time students
spend in the classroom does not necessarily translate into learning; "schooling is not the same as
learning." In that sense, Belarus has made significant efforts not only to improve the accessibility
of their children, but also has consolidated the efforts and mobilization of resources in favor of
educational quality. Also, Belarus participated in PISA 2018, pushing the agenda towards greater
accountability through standardized tests. This effort is a remarkable precedent for a system that
favors quality, monitoring, and accountability. PISA results could support these efforts to strength
the quality of education. The future of this country lies undoubtedly in the formation of human
capital through education, mainly. According to PISA, teacher qualification, preschool education,
school size contributes to learning, prioritizing investment in these aspects could help to improve
it.

o

Maintain the education spending amid the global economic crisis. The total expenditure on
education in Belarus is in line to international standards and other economies. Thus, the major
challenge is to improve efficiency with the current total budget. In addition, there is a huge
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uncertainty in terms of the overall impact of the current economic situation on families and
governments’ finances. Families may receive important economic shocks, which make more
significant the role of governments to smooth the adverse effects. In this sense, it is advisable to
at least maintain the current expenditure, while implementing reforms to adjust the education
system to the demographic changes. In addition, Belarus didn’t implement strict coronavirus
containment measures and has kept schools open. Therefore, it is not expected a significant
impact on learning outcomes. For a better preparation in future similar events, the country could
gradually increase the use of digital tools in the education system.
Table 5.2 Summary of policy options and their estimated fiscal effect for the short, mid- and long-term
actions
Education Challenges

Policy Options

Potential fiscal
impact in % of
GDP

There are room for optimization of
general secondary schools in rural areas.
The average class size in more than half of
general secondary rural schools is less
than 10 students and a quarter of rural
schools have less than 50 students.

Optimize the school network
in general secondary schools
of rural areas, as well as the
preschool network in urban
areas in long run (especially
teaching staff).

-0.24 annually
(general
secondary
schools)

In addition, there is an expected decline of
the preschool-age population by 17
percent in 2030, especially in urban areas.

It is important to consider the
road network and to identify
functional regions for an
efficient provision of school
facilities.

General secondary schools in urban areas
are overcrowded since 31 percent of them
operate two shifts and class size is greater
than 25 students, above the norm. in
addition, some urban schools require
urgent repairs.

Direct more resources to
overcrowded schools and
infrastructure.

+0.17, +0.34 onetime investment

Enrollment rates in rural areas are lower
than in urban areas in preschool
education. It has implications on its future
learning, probability of attending higher
education and outcomes in the labor
market

Expand equitable access to
early childhood education
through demand-side and
supply-side interventions. It
may include sensitization
programs and campaigns and
adequation of general
secondary schools

+0.11 annually

Review the current system of
resource allocation (the perstudent formula)

No change in
short term but
long-term savings
from improved
efficiency

Per-student formula may not contribute
to improve efficiency in general secondary
and pre-primary education:
-

Maintenance costs are high,
especially utilities services, but it is
not allocated on a per-student basis.

Short and
mid-term
(1-3
years)

Longterm (3-5
years)
X

-0.12 annually
Target STR: 10
students per
teacher
(preschool
education)
X

Cost of repairing
all urban schools
requiring major
repairs
X

Only recurrent
cost for the
higher
enrollment.
Upper bound
estimates
(+40,000 children
– same
enrollment rate
as in urban areas)

X
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Education Challenges

Policy Options

Potential fiscal
impact in % of
GDP

Short and
mid-term
(1-3
years)

Recurrent cost in pre-primary education is
high compared to other countries. About
41 percent of total expenditure on current
expenses other than salaries goes to
school meals. In general secondary
education, school meals account for 30
percent of the total current expenditure
other than salaries

Revise if parents can
contribute with school meals

-0.1 annually (cut
of 30 percent in
school meals in
preschool and
general
secondary
education)

X

Teachers’ salaries are lower than the
national average salary and those who
wants to pursue a career as teachers
score below to the national average in
PISA

Elevate the prestige of the
teaching profession, including
interventions such as
increasing salaries, other
financial or non-financial
incentives or raising
standards of admission to
teaching programs.

+0.27 annually
(teacher salaries)

Inequalities in learning outcomes by
rural/urban areas and socioeconomic
background

Improve equity in learning
outcomes, including better
allocation of teachers

No change

-

Longterm (3-5
years)

School network in rural areas could
be optimized but the correction
factors includes the number of
students; therefore, the formula
allocates relatively more resources to
smaller schools (not necessarily
aligned with population density or
rurality).

Important to consider the
current economic crisis and
COVID-situation

X

X

Source: WB staff estimates based on OECD (2020), Delineating Functional Areas in All Territories, OECD Territorial Reviews,
OECD Publishing, Paris, https://doi.org/10.1787/07970966-en.
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ANNEX
Figure 1. Belarus ISCED 2011 mapping

Name of the education program (English)

Pre-primary education
Pre-primary education
General
General primary education
secondary
Basic general education
education
General secondary education
Vocational- technical education
Vocational- technical education combined with
general secondary education
Grades 1-2 of the secondary specialized education
Vocational- technical education (worker
qualification)
Grades 3-4 of the secondary specialized education
Basic higher education
(Bachelor)
Basic higher education
(Specialist diploma)
Master
Aspirantura
Doctorantura

Theoretical
entrance
age
Theoretical
duration (in
years)

The International Standard Classification of Education (ISCED) was developed by the UNESCO in the mid1970s to enable cross-country comparison of education systems, serving as reference to compile and
analyze educational statistics worldwide. This classification has been revised in 1997 and 2011 to include
changes in education programs and comes after extensive consultations with Member states, as well as
regional and international experts. The mapping of Belarus’ education programs into ISCE 2011 is shown
in the table below.
ISCED 2011 level

2
3
6
10
15
15
15

1
3
4
5
2
1
3

Early childhood education
Pre-primary education
Primary education
Lower secondary education
Upper secondary education
Upper secondary education
Upper secondary education

15
17

2
1

17
17

2
4

Upper secondary education
Post-secondary non-tertiary
education
Short-cycle tertiary education
Bachelor's or equivalent level

17
21
22
25

Master's or equivalent level
2
3
3

Master's or equivalent level
Doctoral or equivalent level
Doctoral or equivalent level

Source: UNESCO (2018)
http://uis.unesco.org/en/isced-mappings

Table 1. Number of preschool institutions by type and rurality, 2018/19
Number of preschool institutions

Total
Nurseries
Kindergartens
Sanatorium nurseries
Sanatorium kindergartens
Preschool child development centers
Kindergartens – School
Special preschool

Total
3803
2271
410
76
11
127
859
47

Urban
2090
1759
41
75
10
108
48
47

Rural
1713
512
369
1
1
19
811
0

Percentage Distribution
(%)
Total
Urban
Rural
100
100
100
60
84
30
11
2
22
2
4
0
0
0
0
3
5
1
23
2
47
1
2
0

Source: Statistical Bulletin "Education in the Republic of Belarus”, 2018/2019 academic year
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Figure 2. Belarus. Distribution of Student
Performance by Subject and Proficiency Level,
2018
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Figure 3. Distribution of Student Performance in
Reading (PISA) by Level (2018)

Below Basic Level

Basic Level

Advanced Level

Source: WB staff calculations based on PISA 2018 Database

Figure 4. Belarus. Government expenditure on
education as a percentage of GDP and total
government expenditure, 2004-2017

Source: UNESCO, UIS (2018)
Note: Consolidated budget

Figure 5. Belarus. Per student expenditure as
percentage of GDP per capita, 2005-2017

Source: WB staff calculations based on Belstat (2013
and 2017)
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Table 3. Determinants of Belarus’ PISA Reading Performance, 2018
Variables

Female student
Student socioeconomic level
School average socioeconomic level
Repeater
Age started preschool
Grade
Public school
General education School
Teacher's stimulation of reading
Proportion of all teachers ISCED level 5a bachelor
Proportion of all teachers ISCED level 5a master
Proportion of all teachers ISCED level 6
School average disciplinary climate
Student Teacher Ratio
Class size
School size
Shortage of educational material
Number of available computers per student
Proportion of available computers connected to internet
Shortage of educational staff
Learning time (minutes per week)
Rural school
Constant
Observations
R-squared
Robust standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1

(1)
Rural

(2)
Urban

(3)
Total

14.74***
28.51***
37.62***
-36.96*
-3.888**
29.37***
34.55***
11.95***
-7.222
167.3
-191.4
0.0541
-2.157**
-0.182
0.0278*
-7.825*
4.182
23.33**
4.450
0.0226

4.187
20.52***
67.20***
-72.90***
-2.949**
23.99***
7.034
14.73**
11.46***
-3.782
161.2***
15.03
14.18*
0.737
-0.446
0.0119***
0.0209
13.95*
9.734
-0.547
0.0380

446.6***

441.0***

7.122***
23.26***
58.93***
-62.85***
-3.153***
25.50***
2.879
19.81***
11.53***
-4.402
179.3***
4.290
9.822*
0.132
-0.304
0.0130***
-0.749
11.22*
13.34**
0.273
0.0202
-4.255
447.5***

1,301
0.358

3,186
0.348

4,487
0.363
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Figure 6. Belarus. Distribution of the education
expenditure from consolidated budget by items
of functional classification (%), 2005 – 2017

Figure 7. Belarus. Government expenditure on
education by economic classification (%), 20132017
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66
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60
40
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0
Capital expenditure
Current expenditure other than staff compensation
All staff compensation
Source: National Statistical Committee of the Republic of
Belarus (2013) and Boost database

Source: WB staff calculations based on Boost database

Table 4. School size and class size for PISA 2018 sample
Student-teacher Ratio
Belarus
EU8
CIS
EU15
OECD
Source: WB calculations based on PISA 2018 Database.
Note: This is for PISA schools –those with 15-year-old students.

School size

Class size

373
344
568
625
522

19.0
20.7
22.7
22.3
23.1

7.8
9.9
11.3
11.5
12.0

Table 5. Percentage distribution of the education spending of current expenses other than salaries in
pre-school education, 2013-2017
Purchases of stock items and consumables
Minor furnishings and uniforms
Food products
Other consumables and stock items
Business and official travel
Payment for transportation services
Payment for communications services
Utilities payments
Payment for consumption of heat energy
Payment for gas consumption

2013
40
1
37
3
0

2014
43
0
40
3
0

2015
41
0
39
2
0

2016
40
0
37
2
0

2017
41
1
37
3
0

1
0
46
31
0

1
0
44
28
0

1
0
49
32
0

1
0
52
35
0

1
0
49
33
0
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Payment for consumption of electric power
Other utilities
Other current expenditures on procurement of goods and
payment of services
Payment for current repairs of equipment and implements
Payment for current repairs of buildings and premises
Other current expenditures
Current budget transfers to the public
Payments of pensions and assistance
Other transfers to the public
Total
Source: WB based on Boost database

7
9

7
9

9
8

9
8

9
7

11

11

7

6

9

1
9
1
1
0
1
100

1
9
1
1
0
1
100

1
6
1
1
0
1
100

1
5
1
1
0
1
100

1
7
1
1
0
1
100

Table 6. Percentage distribution of the education spending of current expenses other than salaries in
general secondary education, 2013-2017
Purchases of stock items and consumables
Minor furnishings and uniforms
Food products
Other consumables and stock items
Other expenses
Business and official travel
Payment for transportation services
Payment for communications services
Utilities payments
Payment for consumption of heat energy
Payment for gas consumption
Payment for consumption of electric power
Other utilities
Other expenses
Other current expenditures on procurement of goods and payment of
services
Payment for current repairs of equipment and implements
Payment for current repairs of buildings and premises
Other current expenditures
Other expenses
Current budget transfers to the public
Total
Source: WB staff estimates based on Boost database

2013
26
1
20
6
0
0
3
0
52
39
0
7
6
0
16
1
12
3
0
2
100

2014
28
0
22
5
0
0
3
0
48
35
0
7
6
0
17
1
12
5
0
2
100

2015
28
0
23
4
0
0
3
0
54
38
0
9
6
0
12
1
7
4
0
2
100

2016
29
0
24
4
0
0
3
0
57
41
0
9
6
0

2017
30
0
24
5
0
0
3
0
51
36
0
9
6
0

10
1
6
3
0
2
100

14
1
9
4
0
2
100
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Figure 8. Belarus. Population of the official
school age by ISCED level of education, 20002018 (100=2020)

Figure 9. Belarus. Population trends by five-year
age group (Medium fertility variant), 2020 -2100
(100=2020)
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Source: UNESCO, UIS (2020)
Note: Data are presented as index numbers. It means that
each value represents the magnitude of change compared
to the baseline (year=2000)
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Table 7. Belarus. Distribution of general secondary schools by size, 2018
Number
Number of students
3-20
21-50
51-100
101-200
201-300
301-400
400+
Total

Rural
56
335
653
424
93
22
43
1,626

%
Urban
6
5
16
72
128
125
899
1,251

Rural
3
21
40
26
6
1
3
100

Urban
0
0
1
6
10
10
72
100

Source: WB staff based on GEATS
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Figure 10. Belarus. Expected Student-Teacher ratios and School size
a) Projected STR, preschool education
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b) Projected School size, preschool
education
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200

2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035

2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035

0

Source: WB staff based on UN population and UNESCO (UIS)
Note: The numbers of teachers and schools were set at the same levels of 2018.
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Figure 12. Per-student expenditure on current
expenses other than staff compensation and STR
in general secondary education, 2017
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Figure 11. Per-student expenditure on staff
compensation and STR in general secondary
education, 2017
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Table 8. Correction factors in general secondary education, 2020
Correction coefficient
Value
For a student at the I stage and I-IV grades of the gymnasium
0.803
For a student in the general secondary education institution (except for the gymnasium) at the II stage of
1
education
For a student in the gymnasium at the stage II
1,113
For a student in the general secondary education institution (except gymnasium, lyceum ) at the III stage 1,085
For a student in the gymnasium, lyceum at the III stage of education
1,255
For a student with special needs, the student in a special class (group) of the general secondary
0.997
education institution
For a student with special needs, the student in the class (group) of the integrated training and education
0.178
of the general secondary education institution
For a student attending day care group of the general secondary education institution
0.281
For a student with special needs attending a point of the correctional and educational assistance of the
0,301
general secondary education institution
For a student, attending the swimming pool of the general secondary education institution
0,046
For a student in a general secondary education institution, which is located in an area affected by
0,068
radioactive contamination as a result of the Chernobyl accident
For a student in a general secondary education institution, carrying out financial and economic activities
0,019
independently
For a student in a general secondary education institution, learning the content of the educational
0,850
programs of preschool education, special education at the level of pre-school education
For a student in a general secondary education institution, learning the content of the educational
program of general secondary education in inpatient health care organizations, health resorts and health 0.543
improving organizations, receiving general secondary education at home
For a student in a general secondary education institution boarding type (boarding gymnasium, Cadet
School, a boarding school for orphans and children left without parental care, sanatorium boarding
1,442
school)
For a student in a general secondary education institution, located in the city, urban-type settlement, depending
on the number of students:
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Correction coefficient
Value
up to 350 students in a general secondary education institution, which is the only one in the
1,174
city, urban-type settlement
up to 1250 students
1
over 1250 students
0.9
For a student in a general secondary education institution, located in rural areas, depending on the number of
students:
up to 25 students
2.1
from 26 to 50 students
1.8
from 51 to 75 students
1.6
from 76 to 100 students
1.1
from 101 to 120 students
1.0
from 121 to 150 students
0.8
from 151 to 200 students
0.7
from 201 to 300 students
0.6
over 300 students
0.5
For a student in a general secondary education institution, located in the regions (oblasts), depending on the
settlement of the rural population:
in Brest oblast
0.988
in Vitebsk oblast
1,024
in Gomel oblast
0,992
in Grodno oblast
1,011
in Minsk oblast
0.995
in Mogilev oblast
1,006
Source: Resolution of the Council of Ministers of the Republic of Belarus, № 629, September 18, 2019.

Table 9. Correction factors in pre-primary education, 2020
Correction coefficient
Value
For a pupil of pre-school education institution with a residence time of 10.5 hours
1
For a pupil of pre-school education institution with a residence time of 12 hours
1,144
For a pupil of pre-school education institution with a residence time of 24 hours
1,441
For a pupil with special needs attending a special group of a pre-school education institutions
1,525
For a pupil with special needs attending a special group of the integrated training and education of
0.836
a pre-school education institution
For a pupil with special needs attending a point of the correctional and educational assistance of a
0.21
pre-school education institution
For a pupil who attends the swimming pool of a pre-school education institution
0,042
For a pupil who attends sanatorium group of a pre-school education institution
0.153
For a pupil who attends a sanatorium pre-school education institution
1,563
For a pupil who attends a short-stay group of a pre-school education institution
0.326
For pupil of the first class on the basis of pre-school education institutions
0.477
For a pupil of a pre-school education institution, located in the city, urban-type settlement with the
number of pupils (Except sanatorium preschool education and students of the first class on the
basis of pre-school education institutions):
up to 100 pupils
1.1
from 101 to 215 pupils
1
from 216 to 290
0.9
over 215 pupils
0.8
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Correction coefficient
Value
For a pupil of a pre-school education institution, located in the city, rural-type settlement with the
number of pupils (Except sanatorium preschool education and students of the first class on the
basis of pre-school education institutions):
up to 36 pupils
1.7
from 37 to 60 pupils
1.4
from 61 to 100 pupils
1
from 101 to 150 pupils
0.95
over 150 pupils
0.9
For a student in a general secondary education institution, located in the regions (oblasts), depending on the
settlement of the rural population:
in Brest oblast
0.988
in Vitebsk oblast
1,024
in Gomel oblast
0,992
in Grodno oblast
1,011
in Minsk oblast
0.995
in Mogilev oblast
1,006
Source: Resolution of the Council of Ministers of the Republic of Belarus № 698, October 14, 2019.
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Table 10. Early Pensions: Number of Recipients and Average Benefit Size
Number of pensioners in
Dec, 2017
Total
Type of pension
Old age pensions, all
Regular pensions, all
Special pensions (granted for special
labor conditions), all
List #1
List #2
Textile industry workers
Tractor drivers
Women employed as milk makers,
calf-tenders, pig tenders
Urban public transport drivers
Employees of underground works
and mining
Expedition workers
Under privileged conditions, all
War disabled
Mother of the military personnel
Mothers with many children
Parents of the disabled from the
childhood
Dwarfs
Disabled from the childhood
Employees engaged in Far North
Participants of liquidation of the
Chernobyl disaster
Those with disability or occupational
disease resulted from the Chernobyl
disaster
According to the law On people
employment in the Belarus Republic
Service pensions, all
Flight personnel
Health personnel
Education personnel
Actors
Sportsmen
Civil servants

Of which below
retirement age

Change in number of
pensioners in 2012-2017
Total

Average pension
benefit in Dec 2017

Of which below
As % of average
BYR
retirement age
old age pension

2 133 700
1 810 844

64 257
х

98 838
122 209

-11 338
х

323
322

100
100

249 750
57 213
132 937
8 877
22 332

51 455
14 092
24 010
1 210
6 169

-5 777
-4 247
-62
151
-1 322

-9 511
-4 575
-4 627
-600
726

338
342
333
334
319

105
106
103
103
99

17 061
3 254

2 091
1 201

-427
875

-435
236

333
335

103
104

7 683
393
73 106
1 059
453
34 935

2 604
78
12 802
58
12
3 102

-778
33
-17 594
-2 274
-47
-12 109

-204
-32
-1 827
22
-18
-1 409

479
329
307
599
405
298

148
102
95
185
125
92

22 876
38
5 549
4 717

6 084
13
1 589
3

4 246
4
-5 627
-1 775

-249
4
-159
-100

277
304
328
412

86
94
101
127

2 319

1 003

489

150

334

103

323

103

-456

-37

315

97

837
39 119
2 062
5 627
12 244
188
167
18 831

835
15 275
595
4 170
6 432
152
155
3 771

-45
7 329
-189
1 992
-301
5
46
5 777

-31
-464
-441
1 318
-1 935
0
39
555

276
423
587
292
292
269
266
534

85
131
182
90
90
83
82
165

Source: MLSP data
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