Review of Social Services Sectoral
Reforms: Efforts and Ideas

The Soviet legacy in Belarus encompasses a well-structured social security
system?. The system was based on the formal principle of equitable distribution

inactive persons by paying statutory social insurance fees. Governmental agen-
cies in charge of social security programs were responsible for ‘correct, timely
and fair’ distribution of these funds among the needy. With time, numbers of
those eligible for the same portion of funds provided via the ‘correct and time-
ly’ distribution grew, and caused it to change into a cumbersome system of va-
rious welfare and social benefits that expanded far beyond low income groups.
At the same time, a shrinkingportion of funds continued to target the low inco-
me groups intended as their initial beneficiaries.

For this reason, the general public broadly supported the idea of restoring
‘social justice’ during the first few years of Belarus’ newly gained independen-
ce, the time also marked by a shakedown, effectively leading to a collapse of
the former social security system. This idea is reflected in the period’s liberal
programs of social security reforms. Notably, early ideas for social security re-
forms were much less radical than reforms proposed in other aspects of the co-
untry’s life at the time.

* The system was based on the principle of the so-called Leninist employee insurance program (rn.
B. W. Jlenn, MCC,, 7. 21, ¢. 146-149.) — universal and comprehensive coverage provided from central
and local government funds. The system was financed by contributions of workers and employees
and from general State revenue.
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Documented reform proposals, discussed below, are to be seen in election
platforms of political parties and presidential candidates, independent experts’
research papers and in government programs.

Political party platforms

The ‘Adradzhenne’ Belarusian Popular Front (BPF) was the first political party
to offer a social security reform plan as an alternative to government programs.
The plan included measures to:

B phase out benefits and privileges for civil servants;

B guarantee minimum subsistence income and index it to inflation;

B provide employment guarantees;

B retain free-of-charge healthcare services and increase government fun-

ding for the healthcare sector;

B promote physical education and sports and enhance their role in impro-

ving the population’s health;

W raise pensions in line with average income levels;

W raise childcare benefits;

B set up a State agency for social, career and creative assistance to and mo-

ral support for disabled persons, orphans and single-parent children;

W increase support for Belarus’ eastern regions;

B convert public housing into private property that may be inherited, and

provide soft loans for housing construction;

B reform the prison system and offer societal rehabilitation options to for-

mer inmates.

The document calls for introducing a broad social security system hinged
on the principle of social justice. Its main goal is to guarantee the right to so-
cial security and welfare by means of comprehensive public support for all vul-
nerable groups, from disabled persons to retirees to former inmates. The plat-
formis based on the idea that the government is capable of providing any amo-
unt of social support in tune with the needs. The paper works on the premise
rooted in Soviet-style delusions of equality and social justice.
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This was followed by a BPF program of May 30, 1993, and the Declaration
of Program Goals and Principles of the United Democratic Party of Belarus, ad-
opted in November 1993.

Both documents called for building a ‘social market economy’. They were
drafted in response to growing social and economic instability.

The BPF program sought to guarantee social justice not only for the disa-
bled, retirees and large families, but also in terms of the general economic envi-
ronment. It proposed equitable distribution of the fiscal burden, but failed to
specify how to achieve this. The program called for fair privatization and trans-
fer of State property to private individuals, but did not offer ideas on how this
could be done.

The program stated a need to support low income groups and maintain the
nation’s health. For the first time, mention was made of targeted assistance as
an alternative to non-specific social benefits. it highlighted the need for raising
retirement age and introducing health insurance schemes. A recommendation
was made that private hospitals should be ailowed to operate alongside the sta-
te-owned ones. Overall, the program may be said to be an attempt to formula-
te and define some social policy principles.

The Declaration of Program Objectives and Principles of the United Democra-
tic Party of Belarus defined social security as a system of state guarantees that
can be relied upon ‘only in situations where individual efforts are insufficient
or fail for valid reasons’. Among the practical steps, the Declaration suggested
granting tax exemptions to charities and associations of disabled persons.

However representing different (national-democratic and liberal) views on
social security, both programs called for a shift towards targeted social assi-
stance.

Political party platforms developed after the presidential election of 1994
remained focused on the idea of ‘social justice’ that implied redistribution of
property and socially-oriented economic policies.

In particular, the Civic Party platform, adopted at the founding conference in
December 1994, proposed measures to slow down the opening of income gaps.
The measures proposed to levy real estate tax, prioritize spending to assist the
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needy, expand the range of payable services in healthcare and education, and
raise utility rates and public transport fares.

The Civic Party platform adopted in October 1995 envisaged the same me-
asures. The platform’s social package included housing, healthcare, youth, cul-
ture and science policies.

Inconsistency in Belarusian liberalism reveals itself in a combination of me-
asures to support the jobless: along with unemployment benefits, suggestions
were made to take steps such as offering community work, and retraining laid-
off workers. The platform called for real estate tax becoming a more important
factor in funding social security programs. The document is also notable for its
leftist definition of taxable property as one originating from ‘the enrichment of
a group of individuals in effect of imperfect legislation’.

In housing policy terms, the platform calls for proving low income house-

provision of soft housing loans and tax exemptions on funds invested in ho-
using projects.

The liberal platform warrants free healthcare services combined with the de-
velopment of State health insurance schemes.

Measures to support youths included offering soft loans for youth housing
development projects and promoting employment of students during summer
vacations.

Unlike the above-mentioned program documents, the Civic Party platform
bears striking similarities to Alyaksandr Lukashenka’s election platform which
stipulates many identical provisions. Both platforms call for building an effective
and dynamic social market economy. Parallels can also be found in program do-
cuments of other political parties such as ‘The Program of the Belarusian Party of
Labor — the Society’s Path to Democratic Socialism’ (March 1996), The Program
of the ‘Narodnaya Hramada’ Belarusian Social Democratic Party (June 1996), and
The Program of the Belarusian Communist Party (March 1999).

It was the similarity of positions on social security reform and other issues,
along with the majority of voters’ ignorance of the content of these platforms
that made political parties so indistinct and unpopular.
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Presidential candidates’ election platforms

Electoral platforms of Alyaksandr Lukashenka, Stanislau Shushkevich, Zyanon
Paznyak, Vasil Novikau and Alyaksandr Dubko reflect the whole spectrum of po-
litical views on State-sponsored social policy.

Lukashenka’s platform braudishing the slogan: ‘To Shield the People from
Disease’, called for establishing an extensive social security net. Measures inclu-
ded implementing a subsistence wage to which the minimum wage should be
indexed; introducing a progressive income tax scheme to prevent the gap be-
tween the rich and the poor from widening; satisfying the minimum need for
free housing, health services and medicines; offering loans to youths and young
families for housing, property, as well as for training and retraining; providing
state subsidies and low interest-bearing loans for housing construction in rela-
tion to size of household income and wealth etc.

Economic mechanisms proposed for attaining these objectives included strict
price controls that implied enforcing criminal punishment on individuals in ma-
nagerial positions in case of their failure to comply with price control regula-
tions. The platform called for channeling construction industry efforts towards
satisfying the population’s need for housing, and making it a top priority sec-
tor in terms of funding.

Shushkevich’s platform called ‘State, Democracy, Market — a Path to Prospe-
rity’ was similar to the program put forth by the United Democratic Party of Be-
larus that called for targeted social assistance. A novelty was, among others, to
suggest a move to turn cver some public property to pension funds.

‘The Economic Platform of Presidential Candidate Zyanon Paznyak’ also fa-
vored targeted assistance. In addition, it suggested that the government pur-
sue an active policy of supporting vulnerable groups, and take active steps to
raise salaries and income of public sector employees. Unlike other candidates,
Paznyak wanted housing policies to focus on constructing individual houses,
with the government assuming responsibility for building adequate infrastruc-
ture. He also called for establishing mortgage lending institutions, giving gre-
ater financial independence to local authorities in carrying out social programs
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and allowing them to use land tax revenue to that end. Paznyak stressed that
collective and state-owned farms should not act as local administration. Their
contribution to social security programs should boil down to prompt payment
of the land tax. In terms of the political spectrum, Paznyak’s ideas could be po-
sitioned halfway between those of Lukashenka and Shushkevich.

Dubko’s ‘This Country Needs a Good Stewart’ program was aimed at resto-
ring the Soviet system and vesting the future president with extensive powers.
Dubko suggested providing veterans, pensioners, disabled persons, large and
low income families with monthly food rations at fixed subsidized prices. The
platform said that the State should guarantee employment, public housing, free
healthcare services and cheap clothing for children. !t failed, however, to outli-
ne a mechanism of how to put these ideas to work.

It should be stressed that the programs were prepared in the midst of
a deep financial and social crisis of the early 1990s. Therefore, the candidates’
election success largely depended on their approach to tackling social and we-
lfare problems.

Lukashenka’s platform outperformed others in the 1994 presidential election
because it clearly indicated social issues and efforts to embark on so as to attain
social policy objectives specified in the BPF’s initial platform. Lukashenko’s pro-
posal that the government should give priority to social policies did not, howe-
ver, materialize in the course of the subsequent social and economic reform.

Election platforms of Mikhail Chyhir and Zyanon Paznyak in the opposition-
organized alternative elections in 1999 proposed minor adjustments to the so-
cial security system of the late 1990s that was built on the principles of ‘develo-
ped socialism’ laid down in Lukashenka’s election platform.

Social services sector: reform concepts and programs devised
by independent experts

One should bear in mind that independent teams were formed on the ba-
sis of a coalition of experts associated with the UCP, Social Democratic parties
and the BPF. Since these teams’ conceptual ideas were generated by one man,
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Leanid Zlotnikau, all these programs? suggested shifting the focus of social poli-
cies from social justice to social solidarity.

Independent experts recommended that a reformist government, if ever
formed in Belarus, should move from the existing social protection system to-
wards a social insurance system by means of establishing pension and health
insurance schemes.

The authors believed that a pension insurance scheme should encourage pe-
ople to earn money and set aside savings, while health insurance should prompt
people to greater care of their health. The experts thought that Belarus could
copy the health insurance scheme that was being established in Poland, but the
government should continue financing health services for people with chronic
diseases and subsidize some medicines.

The program found flaws in the existing social security system that was based
on minimum subsistence guarantees. It called for narrowing the scope of social
security to ensure adequate funding. For that purpose, the amount of welfare
transfers (pensions, student allowances, and child support allowances) should
not fall below minimum subsistence levels. Other priorities included retaining
public transport subsidies at 40 to 50 percent of operating costs, with private
and state-owned transport operators entitled to equal subsidies.

The program pointed out that the households should fully cover utility co-
sts when the GDP reaches twice the 1999 level. GDP growth should facilitate
transition towards targeted assistance. The government would have one year
to abandon price controls. The pre-conditions for this exercise should be very
simple. Beneficiaries would include large and single parent families, elderly per-
sons and those who lost the capacity to take up employment.

2 See: MNpeanoxeHns No GoPMUPOBaHNI0 SKOHOMMYECKOM MONNUTUKI (3Tan ctabunmsauuu), approved in June
1996 by the Committee on Economic Policies and Reform of the 13* Supreme Soviet. Benopycckui
pbiHOK. N¢ 23. 1996; KoHuenyus u npoepamma 3KkoHomuyeckux pepopm (HayuoHanbHeIl ucnosHumMenbHbIl
komumem), «HapogHas Bons», 19 niotara. 1998 r,; besapyce - anemepHamuga XXI, «<bP», N2 51.1999; Ne 1.
2000; Cmpamezus 0ns benapycu, <HapogHas Bona» 25 xHiyHaA. 2000.
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Government programs for social services reforms

All government-sponsored social security programs were revolving around
the same idea. Their objectives indicate that the government realized there was
a need for a social security reform. The reform may be said to be defined by the
tenet of modernization.

This goalis clearly stated the National Strategy of Sustainable Development of
the Republic of Belarus, approved by the Council of Ministers on March 25, 1997.
The objectives which all these programs have in common are the following:

W rationalize social security policies;

B plan social security measures;

W raise living standards;

B provide level playing field in socioeconomic conditions for various so-

cial groups;

W raise labor productivity;

B streamline state instituticns.

Apart from that, the program sets out the underlying goals:

W restructure the economy;

B regulate the business environment;

B develop the science, education and health sectors;

B boost the birth rate and life expectancy at birth.

The table below illustrates a shift in official social policies. The table compa-
res proposals of BPF ‘Adradzhenne’ with the national social protection strategy
referred to by the Belarusian leader in his speech to the National Assembly, in
particular in the section entitled ‘State Social Policies and Social Protection of the
Population’. The speech is not quoted verbatim, yet makes its point clearly.
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BPF program (1989)

Lukashenka’s speech (2002)

Cancel benefits and privileges.

Fair distribution under public scrutiny.
Subsistence minimum guarantees.
Employment guarantees.

A rise in pensions under close public oversight.

Better financial incentives for mothers to have and raise
more children.

Establishing state centers for labor and societal rehabi-

litation of and moral support for the disabled and assi-

stance to orphans and single-parent children.

Devote particular attention to eastern regions.

Convert state and municipal/council housing into private
property subject to inheritance.

Improve prison conditions and guarantee societal
rehabilitation of former inmates.

Cancel benefits and privileges.

Fair distribution under public scrutiny.

Subsistence minimum guarantees.

Retrain the unemployed.

A rise in pensions via a combination of state guarante-
es and personal liability for generating risks in manu-
facturing.

Better financial incentives for mothers to have and raise
more children.

Passing a package of laws dealing with the provision of
pensions, state pension schemes, and introducing man-
datory occupational accident insurance.

Devote particular attention to Chernobyl-hit areas.
Enhance social justice in healthcare and find additional
non-public sources of financing the healthcare system.
Promote sports, tourism and healthy lifestyles.

The table shows the government’s shift toward a market-oriented under-
standing of individual rights and duties and social responsibilities of the State.
At the same time, Soviet-style declarations are excessively focused on.

European Choice for Belarus
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Healthcare
by Andrei Yekadumau

Over the past few years, the Belarusians saw the mortality rate and the in-
cidence of diseases rise sharply.

The Ministry of Statistics and Anatlysis figures for 1990-2002 indicate that ge-
neral health status has been worsening and life expectancy has shortened.

The health of residents of Chernobyl-stricken areas remains a serious pro-
blem. The incidence of diseases, for instance of thyroid, has been on the rise.

The Belarusians’ health worsened not so much due to environmental factors,
however, as due to inefficiencies in the monopolized State healthcare system.
The government hampered the development of private healthcare services, whi-
le still being unable to provide effective free-of-charge healthcare.

On the one hand, healthcare is suffering from increasing penury, and ac-
cess to services for low income groups has become limited. On the other, the
authorities have been throwing stumbling blocks at investments in private he-
althcare and research, with public healthcare losing its highly skilled professio-
nals in effect.

In addition, many public health services are no longer free of charge. Ho-
spitals charge patients for drugs, consumables and surgeries. Health benefits
for residents of radiation-contaminated areas have been reduced due to shor-
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tage of funds. That led to increased incidence of diseases and a higher mor-

tality rate.

Table 12. Disease Incidence

Indicators Years
1990 2001 2002
Total population, in thousands (beginning of year) 10188,9 9950,9
Life expectancy at birth 71,1 63,5
Life expectancy at birth (women) 75,6 74,5
Life expectancy at birth (men) 66,3 62,8
Congenital malformations* 6 9
Neurological and sensory organ disorders* 265 491
Blood diseases* 14 24
Cardiovascular diseases* 116 189
Tumors* 49 73
Infectious and parasitic diseases* 308 375
Skin and connective tissue diseases * 245 393
Skeletal system and connective tissue diseases* 188 366
Number of newly registered diseases 000s 5638 7169

* Newly registered cases per 1,000 cases.

In 2002, the Council of Ministers passed a directive on minimum healthcare
guarantees that restricted the range of free-of-charge services to primary me-
dical and sanitary aid, emergency aid for certain conditions, aid to mothers gi-

ving birth at maternity hospitals and aid to children under 18.

The government actually acknowledged the crisis of the free-of-charge he-
althcare system, one that remains largely unchanged from the Soviet era.

Social security system

Belarus’ situation is unique in terms of social support for people who can-
not cope with their financial problems. Governments of the world’s richest co-
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untries provide support for only 7 to 12 percent of the population. As Ministry
of Labor and Social Security statistics indicate in Belarus, 40 to 43 percent are
entitled to social assistance.

In absolute figures, assistance is very slight: 6,000 rubles (ca. $3) a month on
the average. Rarely does assistance reach 100,000 ($50) per person. The govern-
ment spends much on welfare and social assistance the final effect of which is
negligible. In addition, the social security system is stretched by having to com-
bine general social transfers, benefits for various groups of employees and re-
tirees, and subsidies for goods and services. The system of benefits lacks struc-
ture and rationale. The Ministry of Labor and Social Security says that the go-
vernment provides some 300 benefits to various groups. Many of these are
purely notional, thus eroding confidence in the authorities.

The system cannot cope with the task of distributing resources to benefit the
needy, and represents too heavy a burden for the public, manufacturing and fi-
nancial sectors. It also encourages people to parasitize at public expense.

Chernobyl benefits are a separate expenditure item. Six percent (381.8 bn ru-
bles over the past three years) of total expenditure was spent on alleviating the
Chernobyl disaster consequences. Ca. 70 percent of this is spent on social sup-
port of the affected population. Now, the government is seeking to encourage
residents in the contaminated areas to earn their own living. Yet, it would cost
a lot to change farm specialization to produce crops that do not absorb radioac-
tive substances, or switch to animal farming because this implies new equipment
supplies. The government program, however, does not address this problem.

In response to the systemic crisis in social services, the government devised
a targeted assistance program which has been tested since 2001. Targeted aid
is eligibly available to traditionally vulnerable groups — large and single-parent
families, the elderly and the disabled. More than 278,000 people, or 1.6 percent
of the population, received targeted assistance over the two years. The percen-
tage of those truly in need of support appears to be higher, considering that
well-developed countries support 7 to 12 percent of the population.

The amount of social assistance becomes more and more inadequate vis-a-vis
the real needs of low income groups.
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Over the last few years, the government has short-listed eligible beneficia-
ries and adopted a directive ‘On the System of State Targeted Social Assistance’
aimed at establishing a targeted support system. It has moved to reform the in-
efficient social security system, but lacks resources for creating an effective one,
an effort impossible without systemic macroeconomic reforms.

Measures to rearrange the social security system proposed in 2003 —in trans-
ition to targeted social assistance — would allow the government to trim expen-
ses, but will not provide adequate support for people who need it. According to
the Ministry of Labor and Social Security, 694,700 Belarusians, or 7 percent of
the population, are eligible for targeted assistance under the aforementioned
directive. The government set a low poverty line at a monthly per capita inco-
me of $24.6. The government guarantees in-kind or financial aid to bring inco-
me up to a stipulated minimum.

As before, the taxpayers will not be consulted on how the outstanding funds
should be spent. It is largely anyone’s quess what portion of these funds, if any,
goes to those in need. Inconsistent efforts to modify the social security system,
with the old system of benefits being preserved, albeit in reduced format, de-
layed its collapse, but failed to address the root cause.

Pension system

Under the 1993 pension law, the Belarusian government pays what is known
as ‘occupational’ and ‘social/welfare’ pensions, as described below.

The main type of ‘occupational’ pensions are old-age benefits paid to more
than 80 percent of the retirees. Belarus has more than 2.6 million people enti-
tled to pensions, i.e. 26 percent of the population.

Under the law, men are eligible for benefits at the age of 60, with no less
than 25 years in active employment, with the age of 55 for women having at le-
ast 20 years’ worth of occupation. Benefits may be claimed five to ten years prior
to the statutory retirement age by ca. 20 occupational groups.

The size of pension depends on the average compensation earned over the last
five years spent in employment and the maximum wage in the last 15 years.
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‘Social’ pensions and disability and survivor benefits

Belarus’ redistribution pension system provides universal coverage and is
based on the solidarity and pay-as-you-go (PAYGO) principles. ‘Occupational’
pensions are funded from employers’ contributions of 35 percent of the pay-
roll, and by employees who pay a 1-percent tax. Benefits to the military, police,
civil servants, and Chernobyl-affected population, and ‘social’ pensions are fi-
nanced from general state revenue.

In 2002, public spending on pensions totaled eight percent of the GDP. Offi-
cially, benefits depend on years in service and the wage, but in fact differences
are small. Benefits paid to half of the retirees are below the poverty line ($2 per
person per day), yet the average pension in Belarus is close to half of the ave-
rage monthly remuneration (43 percent in 2002). The pension law provides for
indexing pensions to the average monthly remuneration, but pensions usually
lag behind the inflation rate and price hikes.

The pension system in Belarus depends on external factors such as the num-
ber of contributors, contributions, and income of the working-age population.
The solidarity-type system is a heavy tax burden on enterprises. It has proved to
foster unemployment and growth of the informal sector (estimated at 60 per-
cent of the GDP) as employers neglect their system contributions. This is pre-
cisely the missing revenue side of the social tax equation. Moreover, the share
of household income generated by salaries dropped from 53.6 percent to 50.2
percent in the first quarter. The social tax is not levied from sources of income
other than payroll. At the same time, as the number of loss-making enterprises
rises and their debt to the Social Security Fund grows, the government finds it
more difficult to meet payments to pensioners.

International experts believe that the public redistribution program would
be effective in a situation of a long, sustainable economic growth and a favo-
rable demographic situation, i.e. one of having at least one pensioner per ten
contributors. Such conditions do not apply to Belarus. In fact, the number of
contributors has been shrinking. In 1990, the manufacturing sector employed
5.15 million people against 4.42 million in 2001. Some 900,000 went ‘missing’,
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presumably into the informal sector, and evade taxation. The number is expec-
ted to top the 1 million mark in 2003.

The demographic situation exacerbated the pension system crisis. The num-
ber of new retirees increased to 131,500 in 2002 from 18,300 in 2001. There is
no chance of the situation changing for the better. In 2020, the proportion of
working-age people in Belarus is expected to stand at 57.1 percent, where the
retirees will make up 27.8 percent and children just 15.1 percent.

So far, Belarus has a surplus of immigrants. However, no new jobs have been
created, the number of industrial workers has been shrinking and the SME sec-
tor is stagnant. If these trends continue, there will be one pensioner per one
worker in the country in 2020.

Other pension system problems are related to retirement age, the extensi-
ve range of occupational groups entitled to early retirement benefits, effecti-
ve payment of benefits to those still in active occupation, and the emphasis on
employers and employees funding the pension system.

Belarus has one of the world’s lowest retirement ages — 60 years for men and
55 years for women. The average retirement age is even lower as many catego-
ries may stop working earlier. Thus, the average effective retirement age is 58
years and 10 months for men and 53 years and 11 months for women. On the
average, men receive pensions for 14 years and women for 23 years.

At present, there are more than 20 categories of those eligible for early re-
tirement, i.e. 25 percent of all new pensions in the last few years. This is twice
the 1990 registered figure.

It turns out that all employees make the same contributions, but some of
them may claim benefits five to ten years earlier than others. This depletes the
level of old-age security in the country.

Housing and utilities

The majority of Belarus’ current housing stock was built after World War 2,
with only 6.9 percent of residential space built before 19453.

3 Figures here are quoted after the 1999 census; more recent official statistics are not available, as
yet.
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Multi-storey apartment buildings of ‘the first mass housing construction se-
ries’ called the ‘Khrushchovki’, as they were built at the time of the Soviet le-
ader Nikita Khrushchev, were erected in late 1950s and early 1960s to accommo-
date the increasing number of migrants from rural areas. More than 2.2 million
people, or 22.7 percent of the country’s population, live in multi-storey apart-
ment buildings constructed between 1960 and 1980. Some 1.8 million people,
or 18.5 percent of the population, are inhabitants of multi-storey apartment ho-
uses erected in the 1980s.

Slightly over one million people, or 10.6 percent, live in individual houses
built after World War 2, and another one million, or 10.4 percent, in individual
homes built between 1960 and 1980.

Housing stock quality depends on the quality of input construction mate-
rials. At present, 52.6 percent of the tenants live in prefabricated concrete bu-
ildings, and 39.2 percent live in multi-storey brick houses. It is common know-
ledge that the prefab concrete houses wear out faster.

Not everyone can afford a separate housing unit. In 1999, 574,000 people li-
ved in dormitories and 401,000 in municipal/council housing (the kommunalki)
with the kitchen and bathroom shared with other tenants, or in barracks. This
is 9.7 percent of the total population and 13.1 percent of urban residents. More
than half of dormitories and municipal buildings were erected in the 1960s and
the 1970s. Conditions there are much worse than in self-contained apartments,
let alone individual houses. Considering that, since 1996, the country has bu-
ilt an equivalent of just one third of the housing stock available at the end of
WW?2, one in ten residents would have to live for a long time in conditions that
can hardly be called civilized.

As the official statistics have it, there are 21.6 meters of housing space per
resident in Belarus. This, however, is not the true picture. In fact, inhabitants of
self-contained apartments have 18.5 square meters of space per person, inha-
bitants of municipal dwellings have 12.3 square meters per person, and those
in dormitories have just 10.6 square meters per person. Those living in indivi-
dual houses have 25 square meters of space per resident.
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The urban housing stock is managed and maintained by a network of Ho-
using Maintenance Enterprises (HMEs) accountable to the Housing Ministry and
city/town authorities. Privately owned condominiums and cooperatives mana-
ge a negligible fraction of ca. 5,000 houses.

Utilities, i.e. maintenance and repair of buildings, supply of heat, water, gas,
electricity, sewage and garbage disposal, are provided by operators residing par-
tly in the municipal system and partly controlled by state-owned conglomera-
tes. All these enterprises are subsidized by the government.

The utility and housing management market remains a State monopoly. Con-
sumers may not select the scope of services provided and do not know what the
real costs are. In addition, consumers are deprived of any rights as they have
no contract with providers, and there is no legislation to guarantee their rights.
That is why, tenants have no tools to get HMEs to satisfy their needs, or at least
force them to provide services that they are entitled to under regulations go-
verning the utilities and municipal services industry.

The pricing structure is very complicated and obscure. Various ministries and
state-owned conglomerates set quotas of use, while utility and housing rates
are set by the Ministry of the Economy, regional and Minsk city executive com-
mittees and local authorities.

In 2001, the government adopted a timetable to phase out subsidies and in-
crease cost recovery on maintenance and utility expenses from tenants, sche-
duled to reach 100 percent before 2004. Cross-subsidies applied in connection
with heating, electricity and gas services to households totaled 532.6 billion ru-
bels ($385.3 million) in 2001.

There are four groups of customers who pay different utility rates:

1. households;

2. public establishments, catering, consumer and housing maintenance en-

terprises;

3. agricultural enterprises;

4. industrial, construction, business and other enterprises.

Big consumers such as the industries pay three to four times the household
rate. At the same time, the cost of supplying energy to big consumers is well be-
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low the cost of supplying small quantities to households. Businesses in Western
Europe and the US pay lower rates than the residential segment.

Meanwhile, the government has been raising household rates ahead of the
timetable. In early 2003, households were paying 62 percent of the utility costs
out of their own pocket, a figure that the government scheduled for the year-
end. Households pay much more for gas supply and garbage disposal than the-
se services really cost. Meanwhile, the government failed to ensure an adequ-
ate average salary rise to soften the impact to the residential segment. The ave-
rage salary was equivalent to $109 in mid-2003, whereas the government had
intended to raise it to $143 in 2003. Household expenses on utility and housing
services jumped two- or threefold in the last two years.

Thus, the current situation in the housing sector provides no incentives for
new housing construction, repairs of old housing stock, energy efficiency and

for their dwellings.
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Social Services Sectoral Reforms:
Causes and Rationale
by Andrei Yekadumau

Healthcare

Belarus’ Soviet legacy comprises a free-of-charge healthcare system, with
arange of privileges for various population groups. The government’s reluctan-
ce to reform the sector and the conservation of the Soviet system of allocating
health services served to back the authorities’ populist policies. However, the
level of free-of-charge health services can no longer be sustained because of
insufficient funding. At the same time, the private market of health services, in-
cluding the informal sector, has been developing spontaneously, while the sta-
te-sponsored healthcare system has been deteriorating.

The government’s general policy aimed at squeezing as much funding as po-
ssible out of the private sector slowed down the development in the private he-
althcare system. As state-run health facilities resort to fee-for-service payment
methods, they face tough competition from private providers.

Although the private health services market undermines the state monopoly,
the Belarusian authorities cannot outlaw private practice altogether, because it
helps to ease the financial strain on the state-owned healthcare system.

Users have to pay twice for services provided by state-owned healthca-
re facilities — they pay taxes and fees when using the actual service. Taxpay-
ers have no say on public funds allocations as the budgeting process is not
transparent.
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In its bid to retain monopoly over healthcare, the government has come to
a deadlock where it may no longer provide quality health services, while the pri-
vate sector is not in a position to change the situation for the better. The govern-
ment’s move to cut the range of freely provided healthcare and expand the use
of fee-for-service methods of payment has not helped to improve quality; inste-
ad, it increased the burden on low income groups. In addition, the state mono-
poly in the health sector will not encourage providers to cut prices.

Given the slow pace of market-oriented reforms and administrative me-
chanisms for allocating services and privileges, the informal segment is unli-
kely to shrink. Therefore, the level of services available to individual users de-
pends not only on their income, but also on their social status, position and ac-
cess to privileges.

Despite the absence of a health insurance development strategy, changes in
the healthcare sector will continue, albeit without appropriate government over-
sight. The market of private services will develop in parallel and at the expen-
se of the state-sponsored health sector, but without guarantee of availability to
low income groups, who will find access to effective, quality health services to
be increasingly difficult. If no dramatic changes are made in healthcare, it will
not be able to satisfy the population’s need for health services, and the morta-
lity rate and diseases will be on the rise.

Social security

Belarus’ social security system is ineffective, as proven by the fact that num-
bers of people who need benefits is rising, while the benefits are insufficient
to meet their needs.

Some 7.5 million out of the 10 million Byelorussians are entitled to one form
benefit or another. The government spends $2 billion a year, or 14 percent of the
GDP, on fighting poverty, but the number of claimants does not drop.

The social security system is ineffective because the funds are stretched,
and their distribution is inadequate. There is no effective mechanism for targe-
ted support. Because of subsidies to staple foodstuffs, public transport, housing
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and utilities, much of the assistance goes to those who do not need it effective-
ly. The system is prone to abuse.

On gaining independence, Belarus opted for preserving the old social secu-
rity system, and even to increase the scope of benefits rather than build an ef-
fective new system. Now, the government has run out of funds to continue the-
se paternalistic policies.

The mechanism of allocating benefits is very complicated and obscure. To
cope with social security expenditure, the government raises taxes, thus for-
cing contributors to conceal their income and encouraging employees to claim
benefits rather than increase their official income. Therefore, the government
contributed to fostering parasitical attitudes, including among people still in
active employment.

As a result, people regard allowances as guaranteed extra pay to top the-
ir wages, pensions and student allowarnices. Benefits are not viewed as incenti-
ves to act, but rather as compensation for low wages in the state-owned sector.
Such mentality is the main cause behind high numbers of claimants.

The government seeks to retain its monopoly over the allocation of benefits
and ignore advantages of the market economy that gives most people an op-
portunity to earn a living. In contrast to official declarations, benefits have been
gradually eroding. This increases public discontent with public policies.

Pension system

The Belarusian authorities have taken some inroads towards the pension sys-
tem’s reform. The government endorsed a pension system reform plan in April
1997. The plan calls for establishing a three-tier system. The first tier consists
of disability and survivor benefits paid out of the government’s annual budget.
The second tier is made up of mandatory individual accounts, and the third tier
is voluntary individual accounts.

Since about 80 percent of the elderly in Belarus are entitled to ‘occupational’
benefits, if the reform is carried out these benefits will be made up of the mini-
mum pension paid to anyone with the required years of service (ca. 20 years),
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and an additional individual benefit contingent on the average taxable salary
for the whole service period.

On January 1, 2003, the government adopted a regulation introducing a no-
tional pre-defined contribution scheme for the State-run PAYGO tier where each
insured has a hypothetical personal account made up of all contributions made
during his/her working life. This was a step to tie pensions to contributions.

This is the technical side of the reform. In practical terms, the reform calls
for eliminating state monopoly in the pension services market. As long as the
Belarusian pension fund is managed by the government, individual accounts
will be notional rather than real-term. Contributions paid by employees into
the fund are redistributed among the retirees immediately. At the same time,
the government has not announced any plans to raise the social tax, although
such a step is likely. It may, however, escalate social tension. Even if the State

tically address all problems in the pension system.

Belarus needs to establish an effective inflation-proof individual account sche-
me in an inflationary environment of ca. 40-50 percent per annum.

Currently, there are 2.62 million people eligible for retirement benefits, i.e.
26.2 percent of the population, or 58.2 percent of people in active employment.
The employee-to-pensioner ratio has dropped to 1.7 in 2003 from 2.2 in 1990.
This puts Belarus at a major disadvantage, since the ratio is much higher in many
other Central and East European countries — 2.3 in Poland and 2.7 in Slovenia.

2001 saw the first retirement of baby boomers born between 1945 and the
early 1960s. Therefore, the number of retirees is likely to rise in the next few
years. The proportion of retirees (60 for men and 55 for women) in Belarus is li-
kely to rise to 28 percent in 2020 from 21.3 percent in 2000.

The pension expense-to-GDP ratio rose from 8.5 percent in 1995 to 9.5 per-
cent in 2001. The Social Security Fund accounts for 12 percent of GDP.

A wide range of occupational groups are entitled to early benefits, such as
people working in hazardous conditions. At present, there are more than 20 ca-
tegories of those entitled to early benefits; they total 33 percent of all pensio-
ners. They can claim benefits five to ten years before reaching retirement age.

196



3. Social Services Sectoral Reforms

These legal provisions encourage employees to seek early retirement rather
than work productively. Those entitled to ‘occupational’ pension at the age of
55, excluding retired military, police and KGB servicemen, make up for 13.5 per-
cent of the total number of pensioners.

The Social Security Fund has no reserves, as it struggles to meet current
payments. It is acceptable international practice for a pension system to have
a three-month reserve of funds for a risk-free operation.

The Belarusian government has no long-term strategy to meet its financial
commitment to present and future pensioners. An annual Social Security Fund
equals close to half of the consolidated annual budget. A pension system mal-
function may cause the regime to collapse and trigger off a deep social crisis.

A reform of the pension system will reveal latent unemployment, thus le-
ading to reducing the number of contributors and swelling numbers of bene-
ficiaries.

Financial strain on the Social Security Fund, caused by the increasing num-
ber of pensioners and shrinking labor force, will force the government to raise
employers’ social security contributions, now at 35 percent of payroll. Therefo-
re, labor cost may increase. This may impair competitiveness of Belarusian go-
ods and encourage illegal (unregistered) employment, or force employers to
conceal or understate employee salaries.

The Social Security fund is in need of additional sources of funds. The govern-
ment would find it very difficult to source them from an unreformed economy gi-
ven the absence of proceeds from the sale of industrial enterprises and land.

The government’s efforts to set up the notional defined contribution sche-
me cannot improve financing of the Social Security Fund. The measure should
be regarded as a necessary, albeit initial step to transform the solidarity system
into a system of individual accounts.

The government has considered the idea of raising retirement age to 65 for
men and 60 for women. The step is reasonable but, consequently, only a frac-
tion of the country’s male population would live long enough to reach retire-
ment. The measure would certainly trigger public protests and could rock cur-
rent or future political set-ups.
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Thus, pension reform delays entail the following threats:
B redistribution will remain unfair as part of the money due to ‘ordinary’
pensioners goes to privileged groups;
B living standards of pensioners will decline further due to benefits being
scant;
W life expectancy at retirement may fall;
B the Social Security Fund may collapse.
The reform should eliminate or reduce the risks. Its main purpose is to es-
tablish an effective and fair system on a par with international social security
standards.

Housing

The state of repair of the housing stock is one of the country’s most serious
problems. It is necessary to draw a line between urban and rural housing. The
rural housing stock is unlikely to cause major problems for national policies in
a foreseeable future. Firstly, because the service life of properly maintained in-
dividual homes is much longer, secondly because the government is not com-
mitted to renovate or repair owner-occupied homes and, thirdly, in 2002 the co-
untry had 120,000 vacant houses, of which 99 percent in rural areas, including
just 0.3 percent in areas contaminated by radioactive substances. Clearly, a cri-
sis of the rural housing stock is not anywhere near.

The state of repair of the urban stock is a cause for major concerns. Most
of the multi-storey residential buildings in medium-sized and large cities were
erected between 1960 and 1990. 73% of apartment dwellers live in such houses.
Just 6 percent of multi-unit houses were built after 1991.

As per current regulations, the prefabricated concrete buildings erected in
the first mass housing construction series (the ‘Khrushchovkas’) can serve 40
years without repairs; other prefab concrete structures can serve 50 to 70 years
depending on type. Brick houses can be used for more than 100 years witho-
ut an overhaul. Ca. 55 percent of the apartments commissioned between 1960
and 1980 are in the prefab concrete category. Most units built during the first
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mass housing construction series require overhaul now or will need it in the
next five to seven years. Occupancy in those buildings beyond their stipulated
service time can be hazardous. There have already been a few cases of structu-
ral items most vulnerable to wear and tear collapsing (e.g. balconies).

However, a deep housing stock crisis should not be expected to arise befo-
re 2020s or 2030s, the time when the lifecycle of most un-serviced prefab buil-
dings is expected to run out.

Communist Party promises to provide each household with a self-contained
housing unit were dissipated with the party’s collapse.

The current government is also failing to tackle the housing issue — it has
not set up housing lending schemes, just as it kept away foreign banks that of-
fer such services. Residents cannot afford investing their savings in long-term
housing projects, and there are many obstacles within the construction industry
as well. At the same time, swelling numbers of those in need of housing may se-
verely destabilize the social and political arena in the immediate future.

In 2001 municipal authorities repaired 313,500 square meters of urban re-
sidential space, i.e. 0.23 percent of the total stock. If coupled with owner-occu-
pied homes renovated at owners’ expense, the share totals 0.26 percent.

Notably, apartment tenants, with the exception of those in housing coope-
ratives, have been required to contribute to the impending overhaul since 1999.
However, the funds are not deposited in bank accounts; they’re used to bridge
current budget gaps. In other words, tenants pay today to have their house re-
paired in 380 years. They have paid a lot already. The figure for 2003 is equiva-
lent to $50 million.

On the heels of the pension system, akin to a pyramid scheme, the autho-
rities are devising a new bogus scheme where ca. 6 million residents pay the-
ir bills, with just few being lucky enough to have their houses repaired. It sho-
uld be remembered that in 1991 the authorities pocketed some 145 million
then-Soviet rubles ($235 million at the-then official exchange rate) set aside by
housing cooperatives for major repairs. If the government fails to spend as ini-
tially intended, 4,500 multi-storey buildings will be stripped of any maintenan-
ce funds at all.
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If the problem is not addressed immediately, accidents caused by depletion
may be expected in five-ten years in buildings of the first mass housing construc-
tion series, and within another ten years in other prefab concrete structures.

The government’s plan for phasing out cross-subsidies in the utility sector
foresaw a 4-5 percent cost cut as a result of lower rates for industrial enterpri-
ses. This means that the plan was intended to increase efficiency in the indu-
stries rather than encourage energy resource conservation or establish a sound
economic relation between the tenants and utilities and housing services pro-
viders. However, utility rates for industrial enterprises have not decreased. The-
refore, the enterprises failed to cut costs or raise wages. Staple goods and se-
rvices have not become cheaper, therefore the overall tax burden on the popu-
lation remains the same, while the utility and housing maintenance rates rose
sharply. Some single pensioners living in large apartments and large low inco-
me families have problems meeting their bills. A further rise in rates would lead
to an insolvency crisis and aggravate social tensions.

The cost of supplying running water, heat, power and gas to multi-storey
buildings is too high. The greater the output of a public utility, the higher sub-
sidies it receives from the municipality.

Equipment in utility companies is worn out, obsolete and should be repla-
ced or modernized to reduce energy consumption and prevent accidents. In the
future, upgrade programs will call for a considerable rise in funding, and may
lead to a further rise in utility rates. Given the increase in spending on mainte-
nance, major repairs, retrofitting and insulation of houses, the utility bill is like-
ly to take up a considerably larger share of household expenses.

Utility bills will not go down and services will not improve without econo-
mic mechanisms being put in place to boost efficiency. In absence of appropria-
te changes, the quality of housing services will remain poor, the housing and
utility system will be increasingly hazardous to operate, and people would have
to bear the increasing burden of the inefficient housing sector.
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Ideal Model of the Social Services
Sector

Goal, rules and conditions
of sectoral reforms

Belarus’ social services sector in the transition period should encompass he-
althcare, social security, the pension system and housing maintenance and uti-
lity services.

Reform objectives include establishing a system of institutions that war-
rant quality health services and adequate old-age pensions, provide social se-
curity for the needy, and offer utility and housing maintenance services at af-
fordable prices.

The guiding principles of the social sector reform should be:

a) efficiency;

b) social justice that rules out allocation of benefits to those who do not

meet certain criteria;

¢) availability and affordability of services guaranteed by various means (sa-

laries, wages, pensions and social assistance).

The general condition for implementing the principle of efficiency should be
to reduce overheads in each sector, transfer the infrastructure to private hands
or mixed management involving local authorities, and review benefits and so-
cial security contributions. Social programs should be financed by the central
and local authorities, employers, employees and charities.
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During the reform, all social sector’s functions should be transferred to lo-
cal authorities. Central government should be responsible for regulation, stati-
stics and analysis, personnel training and the provision of research data. It wo-
uld be advisable to combine various regulatory authorities responsible for he-
althcare, pension system and social security in one ministry, and thus cut down
on staffing in administration.

The sections below outline measures that should be taken in each segment
of the social sector in line with the above-mentioned principles.

Healthcare

The healthcare reform should prioritize encouraging people to take care of
their own health.

Freely available services should include visiting a doctor, emergency aid in
all health facilities irrespective of ownership, treatment for epidemic diseases
in hospitals, and treatment of low-income patients at public health facilities.
Other services should be paid for by patients or health insurance funds. The go-
vernment should advocate a legal and economic set-up for developing health
insurance schemes.

During a transition period of eight to ten years, local authorities may fi-
nance additional free-of-charge services for low income groups. To improve
quality, the government should create incentives for private healthcare esta-
blishments.

Social security

The first step is to revise eligibility criteria for awarding social benefits and
merge all social security funds.

Eligible beneficiaries should be those who, for a number of reasons, have
no other income to live off or whose income is below the subsistence minimum.
These are non-working disabled persons, large families with incomes below the
subsistence minimum, people in retirement age with low pensions and the tem-
porarily unemployed. All other benefits should be stopped.
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The social security system should be funded by the government, while con-
tributions computed as a share of the payroll should be replaced by a tax. The
social security expenditure item should be protected from subsequent bud-
get cuts.

Pension system

Within five to ten years, it is necessary to set up non-state pension funds. The-
se funds should accumulate contributions of employers and employees. Before
accumulating sufficient amounts of money, the funds may be managed by local
authorities or local authorities and companies. Most likely, these should be regio-
nal funds with largest local enterprises becoming their major shareholders.

The current pension system should remain in place for some time while, at
the end of the reform, pensions should be directly contingent on the claimant
and his/her employer’s contributions. Contributions should constitute ca. 3-5%
of wages provided that the income tax is reduced.

Housing

Despite its complexity, the housing sector reform should be implemented
over a relatively short period. The reform should be aimed at full recovery of
housing maintenance and utility costs from tenants, and building a system of
billing per unit/household.

Providers of housing maintenance and utility services should be immediate-
ly privatized, i.a. by long-term lease. The primary target for privatization should
encompass transportation services and housing management enterprises, whi-
le regional suppliers of power, heat and electricity can be reformed gradually.
The profit margin in the housing and utility sector should not exceed the avera-
ge profit margin prevalent in the economic environment. Local authorities and
consumer organizations should monitor profit margins in the sector.

Targeted housing allowances provided from social funds should protect vulne-
rable groups. Towards the end of a three-to-five year transition period, consumers
should be in a position to cover housing maintenance and utility costs fully.
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The social services sectoral reform as a whole and its adaptation to the mar-
ket environment will take between five and ten years. The reform’s duration will
depend on the sector’s initial condition.

The main idea of the reform is to restructure and privatize housing mana-
gement enterprises and make the transition to market-oriented management
principles.

Priorities, stages and financing of social
services sectoral reforms

The goal of the reform is to achieve European standards of living. The main
indicators to determine the standards are life expectancy and life quality. The
reform should cover healthcare, social security, the pension system and the
municipal/council housing sector. The reform should aim at boosting efficiency
and ensuring social justice, including equal access to social assistance and so-
cial and welfare services.

Measures to attain these objectives include privatization of all social sector
institutions that may be privatized, cutting administration costs, and monito-
ring demand for social services. Since most services are delivered specifically to
households, the local authorities should shoulder responsibility for the reform
and for maintaining the social sector in normal condition.

Healthcare

The following steps should be taken within two or three years to reform
the health sector.

All clinics and hospitals that provide services for a fee should be transfor-
med into joint-stock companies and leased to the staff, with a staff option to
buy out the lease.

The government should encourage tax allowances and lower office rental
rates to foster the opening of new private clinics. It may retain control of health
facilities operating as part of public scientific research institutions.
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For some time, the existing clinics should be managed by municipalities,
yet with the use of the fee-for-service payment method. The system of general
practitioners and specialists should be transformed into a mixed GP-cum-spe-
cialist system. Unlike in the current system, where each patient is assigned to
a particular doctor, the mixed system should offer patients a choice. At the ear-
ly stage, patients should be given an opportunity to choose from among do-
ctors who work under contracts with clinics of their due jurisdiction and, in
a more distant future clinics, too, should be given the freedom of choice, sub-
ject to available opportunities to contract any doctor on terms and conditions
applicable to any legal contract.

Physicians practicing as general practitioners should be allowed to obtain
a license for private practice outside their clinic of due jurisdiction.

With the exception of emergency cases, patients should be referred to
specialists only on the GP’s recommendation. Care at specialized clinics and
hospitals should be provided both on patients’ request and GP’s recommen-
dation.

Local authorities should set up medical commissions to oversee performan-
ce of general practitioners, monitor the quality of service, control prices and
suggest methods of payment for services. Under close supervision of the abo-
ve-mentioned commissions, local authorities should set up medical aid (Medi-
caid) funds to purchase services of general practitioners, specialists, clinics and
hospitals.

The most important aspect of the health sector reform is the establishment
of a fair and equitable payment system. At the early stage, the funds should col-
lect monies allocated by the central and local governments and fees charged by
health facilities for their services.

Prior to such payment system being launched, local authorities should have
at least one year’s notice to set up local insurance funds to accumulate contri-
butions from local residents aged over 18. The contributions may be withheld
by employers or paid by the beneficiaries themselves. Student health insuran-
ce fees should be paid by education facilities, the government, or withheld by
other sources of funds that provide for their tuition (bank loans, charity funds,
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parents and disposable income). By the same token, employment centers sho-
uld pay insurance fees for the jobless entitled to benefits.

Each resident would be issued with a health insurance policy to be used to
obtain medical care outside of his/her domicile, regardless of reasons for cla-
iming services elsewhere than indicated by home address.

Since it takes some time to accumulate enough funds to purchase health se-
rvices for the general population, the purchasing functions should be shared be-
tween authorities, insurance funds and patients.

At the early stage, Medicaid funds should purchase services of local do-
ctors in the patient’s due medical jurisdiction and up to 50 percent of servi-
ces of GPs. Insurance funds should cover up to 50 percent of services provi-
ded by specialized clinics and health facilities. Wealthier individuals should
also bear the other half of the costs. The insurance funds’ share in purchasing
treatment for those with medium income should be higher, between 60 and
70 percent, and up to 80 percent for low income beneficiaries. The insuran-
ce funds’ coverage should not exceed the individual account balance by more
than 30-40 percent.

A system thus structured flags up the issue of those who — for valid re-
asons — cannot support their individual accounts from personal income.
A solution may be to coliect health insurance fees from all persons under 50
upon the insurance scheme’s launch. Medicaid funds would cover 100 per-
cent of services by local doctors within one’s medical jurisdiction and up to
80 percent of the healthcare costs in specialized establishments for those
under 18 and over 50. The same applies to the disabled regardless of age.
Therefore, the respective shares of Medicaid, insurance funds and patients
will depend directly on their disposable income, government subsidies and
possible donations.

All uninsured residents capable of taking up employment may rely on Me-
dicaid funds for services of local doctors within their medical jurisdiction. Medi-
caid and insurance funds would not purchase medicines from pharmacies, with
the exception of epidemic and particularly serious diseases. Pharmaceuticals
and treatment for such diseases should be government-funded.
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Regulations governing insurance funds may provide for allowances to be
paid to beneficiaries on reaching certain age, provided they have a positive out-
standing balance on their individual accounts.

The health sector reform should be governed by a special law that would
stipulate a procedure for establishing insurance and Medicaid funds, as well as
central and local budget allocations for healthcare. The law shouid define indi-
cators used to assess the performance of the healthcare system as a whole, and
local health facilities in respective medical jurisdictions regardless of owner-
ship. Key indicators should include life expectancy, infant mortality, incidence
of serious diseases, the total amount and proportion of expenditure out of Me-
dicaid and insurance funds, and patients using healthcare services. The indica-
tors should discourage providers from overcharging patients or limiting access
to adequate care.

It is necessary to raise salaries of medical workers to 130-150 percent of the
average wage, provided that the monies ailocated to the Medicaid scheme and
insurance funds are spent effectively.

Public healthcare expenditure should require commitment of ca. eight to
ten percent of the total consolidated budget expenditure.

Pension system

The pension system reform is necessitated by insufficient social security pro-
vided to retirees, the falling worker-to-pensioner ratio, and the need to ease the
strain that the current high social tax of 35 percent puts on the economy.

Belarus should gradually transform the centralized state pension system into
one based on individual accounts. In other words, people should take care of
their own future pensions. At the same time, the government should bear the
cost of pensions for those who, for some reason, failed to set aside money for
old age.

The pension reform may take as long as eight to ten years because, apart
from the time factor, it requires that a specific economic environment should be
in place. Considering that changes in the public pension scheme are extremely
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unpopular with the general public, efforts should start now to make people re-
alize that they should be saving money for retirement once they turn 18.

The first step towards this goal would be to specify what types of pension
schemes and sources of funds for pensions will be present in the reformed sys-
tem, followed by enacting laws, setting up economic mechanisms to safegu-
ard savings on private retirement accounts, and decisions as to who will mana-
ge these accounts.

On the basis of experience in countries that have been reforming their pen-
sion systems, and primarily Estonia, the following types of benefits seem to be
recommendable in Belarus.

‘Occupational’ pensions payable at a specified age and directly related to
the size of salary earned over a specified period of service and years worked.
The eligibility criteria should be set out in a law, which may be based on Bela-
rus’ legislation currently in force.

The following arguments speak in favor of the existing legislation. Firstly,
laws are generally in line with their declared objectives. And, secondly, the pen-
sion system should be conservative as most of the retirees are accustomed to
laws in force during their active employment.

Therefore, considering the budget and non-budget resources available, the
average ‘occupational’ benefit may amount to 70-80 percent of the average re-
muneration and the benefit formula should be based on the premise that pe-
ople do not usually work longer than 35-45 years. The formula should include
a basic minimum level of 50 percent of the salary earned over a period of five
to ten years, with one percent added for service in excess of 20-25 years, if the
retirement age difference for men and women is retained.

Depending on resources available, the stipulated minimum service time may
be shortened by one year, for instance, in order to increase the bonus for extra
service and the overall amount of benefit.

Old-age benefits are minimum pensions guaranteed to those who reach
specified age regardless of years of service. This pension is paid to a relative-
ly small group who, for one reason or another, has not achieved the minimum
length of service. The benefit formula should be in a relation to ‘occupational’
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pensions. The pension should account for 40 to 50 percent of the average sala-
ry, with no extra allowances added. The old-age pension would constitute two
thirds of the ‘occupational’ benefit, which is fair and would boost the propen-
sity to save up for one’s future benefits.

Disability benefits may be claimed by those who lost fully or partially their
capacity to work from the age of 18. The benefits should be granted to all disa-
bled persons on reaching 18 years of age, irrespective of whether they are sup-
ported by other wealthier family members, live in low income families, or rece-
ive care at healthcare or other facilities. The benefits should be financed from
State or local governments’ revenue. The benefits should be calculated in such
a way as to accommodate the claimants’ need for food, clothing, utilities and
medicines. Therefore, they should be slightly above old-age benefits, at ca. 50
to 60 percent of average remuneration.

In cases of workers losing the capacity to work due to an occupational ac-
cident, benefits are financed by the employers until beneficiaries reach retire-
ment age. These benefits should equal the beneficiary’s average salary. At reti-
rement age, those with a disability caused by an occupational accident receive
an ‘occupational’ pension.

‘Survivor’ benefits should be paid to children under 18 who lose a parent on
the condition that the average household income per capita is below the avera-
ge remuneration level. ‘Survivor’ benefits are very similar to social security be-
nefits and are designed to prevent social inequality. The size of a survivor bene-
fit may vary, but it should not be higher than the nation’s average wage. It may
be in relation to the lost parent(s)’s monthly income. It is possible to provide for
the benefit to be claimed irrespective of the other parent’s or custodian’s inco-
me, if the other parent has suffered while in duty. If a parent’s loss is linked to
his/her employment contract-related circumstances, the benefit may be funded
by the employer regardless of their form of ownership.

All types of non-standard/privilege benefits, such as higher pensions gran-
ted for outstanding services, should be abolished. Supplementary services sho-
uld be rewarded by high salaries, later to be taken into account when compu-
ting the pension.
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Retirement age should be set statutorily in relation to life expectancy and
the nation’s health. The current retirement age — 60 for men and 55 for women
—is optimal for Belarus. Benefits could be claimed earlier in selected occupatio-
nal groups with hazardous working conditions, or for those with sufficient num-
ber of years of service, such as 35 for men and 30 for women.

Belarus should set up a network of pension insurance funds to keep records
of retirees entitled to one or several benefits and manage individual accounts
where contributions or regular pension subsidies are deposited. Benefits sho-
uld not be capped.

In the first few years of the reform, the funds may and, indeed, should be
run by the State and be region-specific, and reflect the country’s administrati-
ve division. The only condition is that the funds should not be fragmented. Gi-
ven the country’s current administrative structure, the government should set
up regional pension insurance funds. This should not be too labor-intensive or
costly as there already is a system of establishments in Belarus to administer
retirement benefits.

Also, the government should create incentives for private pension funds
which should cover all retirees entitled to occupational benefits in the future.
The main advantage of private pension funds is that, apart from merely collec-
ting contributions, they invest money and generate capital gains. Therefore,
along with paying pensions to contributors, these funds should guarantee that
the outstanding individual account balance not claimed as benefit payments
may be inherited by legal successors.

The state-run regional pension insurance funds can be founded by large
enterprises operating in the region. As private sector funds develop, mem-
bers of state-run pension funds may transfer their individual accounts to pri-
vate funds.

A company that withholds private fund contributions from employee ear-
nings should also transfer the employer’s share of contributions. The pension
reform implies replacing employers’ contributions to the so-called social insu-
rance funds with much smaller contributions to pension funds. All social assi-
stance should be funded from general tax revenue.
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Pension funds should be financed from: a) general State revenue in pro-
portion to earlier contributions into centralized and non-budgetary funds, b)
employers’ contributions in proportion to the payroll, and c) employees’ con-
tributions.

As an employee’s service period during which he/she contributes to the pu-
blic PAYGO system shrinks, the market share of the public scheme wiil decrease
while the private sector’s share will rise.

Full transition will take approximately 40-45 years, i.e. with the final disap-
pearance from the system of retirees who began working in the pre-reform pu-
blic PAYGO pension scheme. It is possible to speed up the transition by budge-
ting transfers to private pension funds equivalent to benefits payable to those
who retire in a given fiscal year.

Particular care should be taken to develop a legal framework for private pen-
sion funds to govern fund management, investment activity, the payment of be-
nefits and inheritance rights.

In general, legislation should include the following basic provisions.

Private pension funds should be established as joint-stock companies, with
local authorities holding a controlling stake. Their supervisory boards should
include representatives of non-governmental organizations, or parties with vo-
ting rights, or factions present in local governments. The requirement for the
State to hold a controlling stake may be abandoned once the pension reform
is complete and enough experience is gained in operating a modified pension
system. The legislation must specify explicitly what type of investments the pri-
vate pension funds are allowed to make in the domestic financial market (e.g.
only in Treasury bonds and bank deposits). No more than 15-20 percent of the
total assets should be allowed to be held in bank deposits.

Old-age, disability and ‘survivor’ benefits may be financed by state-run pen-
sion funds, or transferred to social security agencies for the period until the be-
neficiary retires.
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Social security

The role of social security is similar to that of the pension system, since both
are designed to provide financial assistance to those who are not involved in pro-
ducing goods or supplying services, and who have no subsistence income.

The purpose for the social security reform is to ensure transition from the
former (‘Socialist’) system of assistance, which was an integral part of the cen-
tralized distribution system, to targeted social support.

It would be difficult to reform the former system because of its extensive co-
verage and multitude of forms. For instance, government subsidies to keep low
retail prices of staple goods (bread, dairy products, sugar etc.) are a form of so-
cial assistance provided regardless of the final beneficiaries’ income. It would
be better to start by drawing a line between the old and new functions of social
security. Therefore, the first step should be to stop paying all budget-funded so-
cial benefits and identifying groups that need social support.

There are two notable types of social benefits: financial assistance provi-
ded in the form of regular allowances, and services provided by various facili-
ties such as hospitals, health resorts, old age homes etc. It is necessary to make
sure that financial benefits and services provided by various facilities under so-
cial assistance do not duplicate each other.

With these requirements in focus, the key elements of the social security
system should primarily be to provide assistance to families that bear high co-
sts of performing what is essentially their seminal social function. In particu-
lar, these are large families with more than two children. Assistance should be
provided in the form of regular benefits regardless of family income. Assistan-
ce may also be provided to large low income families so as to bring their inco-
me up to the country’s average. Other forms of assistance are possible such as
vacations for entire families or the children.

Secondly, assistance should target the non-working population (retirees, di-
sabled persons) who bear the additional cost of health services that may not be
borne out of private income. Social security agencies may pay treatment bills for
such people, including pharmaceuticals and treatment at health resorts. Social
workers may also provide at-home services to those beneficiaries.
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Thirdly, social assistance should cater to people who suffered losses or da-
mage due to the State defaulting on its public functions. Claimants may inclu-
de crime victims, if the perpetrator is not found or is in no position to pay da-
mages. The amount of such assistance depends on the extent of damage and
the nature of crime. For instance, social security funds may reimburse crime vic-
tims for expenses incurred to recover good health and compensate for a part of
damages to victims of burglary.

Fourthly, social assistance may be available to people who find themselves in
critical circumstances regardless of cause (homeless or temporarily out of work),
and who are not entitled to other benefits. To assist these people, social secu-
rity agencies should run a network of welfare facilities such as shelters, shops,
canteens, where they can obtain accommodation, clothes and food.

To ensure that assistance effectively targets the needy, social security agen-
cies should have an extensive network and operate under strict control of the
authorities and public and non-governmental organizations. In areas where
real assistance is provided, social workers should form the backbone of a social
security network. Local social security agencies are entirely responsible for the
allocation of money provided by local governments for social assistance. They
should manage all social facilities within their area.

Local authorities, non-governmental organizations and political parties re-
presented in local councils should form boards to supervise and provide gu-
idance to social security agencies. These may be the same boards that supervi-
se the pension system as both have largely the same sources of funds (local re-
venue), goals (supporting low income people), and beneficiaries (pensioners
and disabled persons).

Charities should play a special role in the social security system. Since the
authorities may not interfere with their activity, they should seek to establish
effective cooperation by creating a legal framework and providing statistics on
people in need.

Towards completion of market-oriented economic reforms, charitable orga-
nizations may assume some functions of the public social security network in
providing assistance beyond the public system’s confines.
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Housing maintenance and utilities

The housing services sector will be part of the social service sector only for
a limited period. The reform aims at ceasing to provide services free of charge,
as was the case before. However, the housing and utilities reform implies chan-
ges in the social service sector, and should be seen against a broader context
of economic reforms.

In the Soviet economy, housing subsidies were part of a universal distribu-
tion system based on public ownership of the housing stock, land and infra-
structure. Since most of public housing has been privatized, the archaic system
of subsidies is in need of changes aimed at establishing adequate economic re-
lations in the housing management sector. Considering inefficiency and high
cost of the current housing management system, the reform should be put to
work in the shortest possible period, probably two to three years. There is an
urgent need to determine how many households will be entitled to housing be-
nefits when utility rates rise.

Services provided by Housing Management Enterprises include electricity,
heat, water and gas supply, the cleaning of common areas, garbage disposal,
maintenance of sewage mains, water and heat supply systems and elevators.

The first step should be to decide what part of the housing stock should be
in private hands vs. run by municipalities. The private sector should include pri-
vatized housing, as well as real estate and land owned by companies. Munici-
palities should manage public housing and other buildings, including land oc-
cupied by these buildings.

The second step is to transform the HMEs and similar organizations into public/
joint-stock companies. The companies should lease and buy out all municipal pro-
perty that they need for managing and maintaining housing in the long run. They
should become owners of municipal housing units to be rented to tenants.

The third stage consists in transforming utility companies into joint-stock
companies.

Tenants and companies should contract services, rates and payment terms
with HMEs. The HMEs should contract utility companies and services providers.
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Tenants, condominiums and companies should have an opportunity to select
HMEs or, alternatively, contract providers directly.

HMEs should provide local authorities with information on the cost of ma-
intenance services and utilities, so that the latter may decide whether tenants
in a certain area need some sort of assistance. The authorities may decide to
pay a portion of the bill, especially at the early stage of the reform, or offer as-
sistance to certain categories of residents in the form of coupons used to pay
housing and utility bills only.

Local authorities should also fix all housing and utility rates, including oc-
cupancy rent. For that purpose, regional executive authorities should establish
special economic boards to fix local rates as a function of the national average
cost of electricity, gas, heat and water, and the average profit margin prevalent
in the country’s economy. Such pilot economic boards are already operating wi-
thin regional authorities and have some experience.

The principle of social justice calls for phasing out all public transport sub-
sidies as transport services are not used by all to the same degree. Additional
expenses for public transportation may be offset for certain groups of people
via higher pensions and benefits, so that consumers will have a choice of taking
a public bus, or simply walking.

In short term, local authorities should sell off public transport operators,
with the exception of the rail operator whose privatization needs parliamenta-
ry approval. The authorities should take a cautious and well-considered appro-
ach to privatization of the Belarusian Railroads due to the size of assets and its
role in the nation’s economy.

The government should encourage competition among transport compa-
nies so that they provide better and cheaper services.

It should be noted that Belarus’ housing management infrastructure and pu-
blic transportation services are ready for market-oriented reforms. Many enter-
prises have already been transformed into joint-stock companies, however still
controlled by the State. The main goal is to increase cost recovery from tenants
and make housing management enterprises profitable.
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Reforms in the social services sector, especially in the healthcare system, by
means of privatization will certainly be controversial for the larger part of the
general public and some politicians. Therefore, efforts should be taken to com-
municate reform goals and objectives clearly via the mass media, with support
from positive experience gained in pilot projects.

The current government may take steps to reform selected segments of the
social services sector, and a future democratic government would have to adjust
its program to the resulting circumstances. Deterioration of the economic envi-
ronment may trigger off more problems for the reformist government.
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