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Problem of privatization in Belarus

The Belarusian authorities have been avoiding the privatization during last years, trying to enhance the national competitiveness applying exclusively administrative control measures. The case of Belarus, just like the track records of other countries, in which state ownership prevails, has proved the ineffectiveness of the state management of companies, which led to further reductions in their competitiveness as against foreign firms. Thisfact, alongside with the internal and external economic challenges during recent years, has increased the relevance of the privatization of state property at the top level. Nevertheless, as of today, experts and investors (both domestic and foreign) note that privatization in Belarus is extremely slow and ineffective. The main reason behind the contradictions between the state as the owner and the investor as the buyer of state property are the differences as to the terms of privatization, as well as the absence of a systemic vision of the ultimate goals of privatization.

Description of the study

The author attempted to adopt a package approach to the issue of state property privatization. This approach underlies a strategy that is supposed to be founded on not only the current analysis of the economic situation and performance of a specific state-owned entity, but also its potential in the anticipated economic environment in the short- and medium terms. According to this, the first part of the study assesses the impact of integration processes on the activity of Belarusian companies and the significance of its infrastructure, identifies the priority ranking of sales of specific property units to domestic or international investors. This allowed not only to explore the existing weaknesses and potential challenges to the operation of Belarusian companies from foreign competitors, but also to take a more rational approach to the matter of asset valuation. The second part of the study examines the Belarusian asset valuation method and some other terms of privatization in the country. It also analyzes their drawbacks, which often hinder successful deals between the state as the owner and the potential buyer. Focus is placed on large and strategic state-run enterprises, which, once put up for sale, tend to generate most contradictions. The conclusions contain the author’s recommendations for improving the privatizationframework, based on expert opinions and preferences of investors. 

Main conclusions

First of all, the privatization of big state-controlled enterprises will be uneffective without engaging a foreign investor that will not only bring efficient management, but also finance expansion projects and introduce new know-how. At the same time, during privatization processes manufacturing enterprises tend to focus on alternative factors as well, such as the access of the potential investor to resources, availability of a well-developed commodity distribution network, etc. Here the state needs to be aware of their potential and have a clear vision of their evolution in the anticipated business environment.

Overall, the situation is quite favorable now for inviting new owners, as many Belarusian enterprises have enjoyed a certain competitive edge in the context of the integration into the Customs Union and the Common Economic Space compared with other countries if we speak about the cost of resources and access to the common market of Belarus, Russia and Kazakhstan.

Also important is the relevance of the privatization of enterprises that sell their products and services in the domestic market. It appears that the best possible option would be to sell several potentially competing companies operating in a single sector to investors from different countries. This will encourage competition in the domestic market and facilitate efforts to moderate price increases, while providing the requisite inflows of investments and new technologies. If a big state-controlled enterprise holds a monopoly in the domestic market, then it should be privatized either; however, at the same time foreign investors should be obliged to create new similar companies in the country in order to ensure domestic competition. 

The new integration associations have brought not only benefits that Belarus can profit by, but also certain challenges; the key challenge probably is the need to permanently compete with the investment environments of the Customs Union member-states. This also applies to state property privatization of the enterprises performing in the same economy sectors of the three countries. It can be said that the more attractive business climate in a country is, the more chances for a large investor to arrive and the higher the potential of the enterprise and its selling price is.

To invite a higher quality investor or owner to the Belarusian economy, the authorities need to liberalize the economic climate and make it more attractive in comparison with the member-counties of the Customs Union (consider introduction of private ownership of land, reduction of tax rates, improving lending terms, etc.).

The main barriers to successful transactions between the state as the owner of property and potential investors as buyers are some of the weaknesses of the privatization process in Belarus:

· Responsibility of institutions (the plurality of the institutions engaged in the negotiations, with their powers and functions hardly distinguishable).

· Valuation methods (different understanding of the asset price; the Belarusian side insists on the use of the balance sheet value of the enterprise as the benchmark serving as the starting price during the talks, while foreign investors are mostly interested in anticipated revenues, which prove to be comparatively low because of the losses incurred by many state-owned entities).

· Sales terms (requirements for potential buyers of Belarusian state property, including the requirement to preserve the number of jobs, keep the core activity of the enterprise unchanged, maintain production volumes, and guarantee investment injections, etc.).

· Unavailability of information and differences in requirements (state agencies fail to publish lists of large enterprises and other property types, in which Belarus would like to sell shareholdings to strategic investors; there are no uniform conditions of sale of large enterprises).

Recommendations for intensifying privatization and improving privatization procedures

In order to improve the efficiency of the privatization procedures, foreign investors and domestic economic experts, including the author of this study, advise the following measures:

· Firstly, decision-making powers should ultimately be vested in a single state agency (or its powers should be substantially expanded), which will be responsible for state property privatization. If the Administration of the President plans to retain the decision-making functions, then it would be only reasonable that the already operating National Investment and Privatization Agency should be made accountable to the Presidential Administration, as this would reduce the period of negotiations between the owner and potential investors.
· Secondly, if the State won’t accept the terms proposed by a foreign investor during the process of negotiations, but is still interested in the privatization of the asset, then its valuation should be carried out by independent experts. However, in this case, their valuation should be accepted unconditionally,. In case the State is unsatisfied with the valuation , itstill has the right  either to refuse the sale or to organize a broad auction inviting alternative investors .
· Thirdly, when selling state property, it is deemed more efficient to stipulate a mandatory retraining of personnel and more active engagement of young specialists (whose number exceeds the number of available jobs in some areas) than the preservation of jobs for unskilled workers. The same holds for the mandatory preservation of the core activity and guaranteed investments, the terms to which the state should adopt a more flexible approach.
· Fourthly, the privatization of all state assets, including big companies, should become a more transparent and open to discussion by the broad public and expert community subject. This also applies to drawing up the list of enterprises, in which the state is ready to sell its shareholdings (which does not necessarily envision their sale in the short run, though), and its accessibility for a wide range of foreign investors. The practice of setting forth some case-specific conditions depending on the specific nature of an enterprise may remain; however, the state should work out uniform requirements for property sales and make them broadly available.
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