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Vinnytsia

General information

Vinnytsia is the administrative center of the o ;f—ﬁ.ff-“\w
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Council and the Desna Village Council (the
Desna Village), which is located in the vicinity of the city.?

Location

Vinnytsia is located on the banks of the Pivdennyi Buh River, in the northern part of the region. However, the
Vinnytsia Region is located in the central part of Ukraine. In the south, the Region borders the Republic of
Moldova.

The nearest regional centers are Zhytomyr, Kropyvnytskyi, Odesa, Khmelnytskyi, Cherkasy, and Chernivtsi.
Also nearby is the capital of Ukraine — Kyiv

The second most populous settlement in the region — the city of Zhmerynka — is also located nearby.

Demographic situation

As of January 1, 2019, the permanent population of Vinnytsia was 368.0 thousand people Vinnytsia is the
largest city in the Vinnytsia Region It accounts for almost a fourth of the Region’s population (23.7%).2

The population of Vinnytsia, as well as Ukraine generally, is dominated by women (54.3%). There are 841
men per 1,000 women (864 at the country level). The share of the population aged from 15 to 64 is 70.3%
(67.8% at the country level). In total, there are 423 people (475 at the country level) aged 0-14 and over 65
per 1,000 people of working age.

A natural decline of the population was observed in Vinnytsia in 2018 (-1.0 per 1,000 inhabitants). The death
and birth rates reached 10.1 and 9.1, respectively.

! please see https://decentralization.gov.ua/sromada/263#.

2 Here and below in the report, the statistical data of the Vinnytsia Region Statistics Headquarters of the State Statistics
Service of Ukraine are used.
5


https://decentralization.gov.ua/gromada/263

Development of entrepreneurship

Key structural business statistics in Vinnytsia in 2018

Absolute figures Relative figures
Number . ) Share in
of Employment, Turnover, Share in total  Share in total total
. thsd persons UAH bn number employment
entities turnover
Large
0.02% 7.9% 18.1%
enterprises 6 8.6 18.6 0 0 °
SMEs 26393 100.7 83.9 99.98% 92.1% 81.9%
Medium o o o
enterprises 196 36.0 16.7 0.74% 32.9% 45.6%
il 3890 14.74% 20.6% 22.5%
enterprises 22.6 23.1
In which
. 3233 12.25% 7.9% 7.0%
micro 8.6 7.2
IEs 22307 42.1 14.1 84.50% 38.5% 13.8%
Total 26399 109.3 102.5 100.00% 100.0% 100.0%

Source: Own calculations based on the data of the Vinnytsia Region Statistics Headquarters of the State
Statistics Service of Ukraine

Number of business entities

In 2018, Vinnytsia counted 26.4

] Number of enterprises and IEs in Vinnytsia (2015-
thousand  small and medium

2018), thous.
enterprises (including 196 medium
. 30,0 28,3 27,0

enterprises, 3.9 thousand small

enterprises and 22.3 thousand 22,2 223
individual entrepreneurs) but only six 20,0
large-scale enterprises.

. L . 10,0
Vinnytsia is ranked number eight ’
¥ & 3,9 3,4 3,7 4,1

among the surveyed cities for the
, H = = .

number of business entities. In
2015 2016 2017 2018

addition, the city accounts for 38.5% of
B Enterprises IEs

the total number of business entities in ) o e ) } )
Source: SSSU, Main Statistical Office in the Vinnytsia region

the Vinnytsia Region, which highlights
the pivotal role the city plays in the region’s economics.

In 2018, the number of SMEs increased by 18% compared to 2017, which approximately corresponds to the
country’s average (1.9%). This is primarily due to a 9.4% growth in the quantity of small businesses (the
country’s average reached 5.1%). In addition, the share of medium enterprises increased by 12.6%, which is
the fourth highest relative index among the cities selected for survey and 5 p.p. higher than the country’s
average (7.5%). However, the percentage of individual entrepreneurs demonstrated only a 0.5% growth (the
country’s average is 1.2%).

There were 710 small and medium enterprises per 10,000 local residents. This is the seventh highest index
among the cities covered by the survey. These figures demonstrate that entrepreneurs in Vinnytsia are more
active than those in the other regional centers.

In 2018, only 15.5% (the country’s average is 19.3%) of business entities were registered as legal entities, while
6



the others had the status of individual entrepreneurs. Consequently, Vinnytsia demonstrated the fourth
highest percentage of individual entrepreneurs among the cities covered by the survey.

Employment

In 2018, the Vinnytsia-based business

The sh f SMEs in the total ber of
éshareo S In the total number o entities employed 109.3 thousand

persons employed at economic entities in

Vinnytsia, % persons, which is 10.1% higher than in

2017 (the corresponding country’s

100,0% 92.1% 92 6% 92,7% 92.1% average is 4.8%). The city provides 41.8%
50 0% o —C O — of the total employment at business
' 50.4% 20.8% 815% entities in the Vinnytsia Region.
79,1% H70 1S7 ’
80,0% o— —— —— ¢
The share of people employed at SMEs in
70,0% Vinnytsia reached 92.1% of the total

2015 2016 2017 2018 quantity of people employed at all
=@=\/innytsia ==@==Ukraine

Source: SSSU, Main Statistical Office in the Vinnytsia region

business entities, which is 10 p.p. higher
than the country’s average (81.5%). This is,
in particular, due to a lesser role of large businesses in the creation of jobs in the city.

The largest employers in Vinnytsia are individual entrepreneurs, who account for 38.5% of the total quantity
of people employed by business entities (the country’s average is 30.2%). Other 20.6% are employed by small
enterprises. It follows that more than a half of persons employed work for small businesses. A third of
employees (32.9%) were employed by medium-sized enterprises (the country’s average is 32.2%).

Compared to 2017, the number of people employed by SMEs in Vinnytsia increased by 9.5% (the country’s
average is 5.7%) This is one of the highest rates among the cities in respect of which information on the
qguantity of people employed in the SMEs sector is available. The increase was mainly driven by medium
enterprises (3.6 thousand people or 10.9%) and individual entrepreneurs (4.5 thousand people or 12%), while
small business demonstrated a decline in the number of their employees by 0.6 thousand people or 2.9%. The
relative growth of employment outpaced the corresponding country’ average (+ 5.8% for medium-sized
enterprises, -1.1% for small enterprises and + 10.5% for individual entrepreneurs). Large enterprises in
Vinnytsia showed a relatively high growth (18.6%), amounting to approximately 1.4 thousand people in
absolute terms.

Statistics show that the Vinnytsia region shows, in general, a slightly higher unemployment rate among
working age population than Ukraine as a whole. In 2019, the corresponding indicator for the region was 9.7%
compared to 8.6% for the country. In late 2019, 1,663 people were officially unemployed in Vinnytsia, while
the number of vacancies was only 154. Accordingly, the registered unemployed persons created a load of
nearly 11 people per a vacancy, which is the third highest indicator obtained following the survey. However,
the quarantine measures and crisis developments caused by the COVID-19 pandemic may deteriorate the
employment situation in the city in 2020.

Turnover

At the end of 2018, the turnover of business entities in Vinnytsia reached UAH 102.5 billion based on current
prices. Compared to 2017, the real growth (i.e. adjusted for inflation) of turnover reached 15.7%, which is 7.6
percentage points higher than for Ukraine as a whole (8.1%). The business entities of the city accounted for
more than a half (51.1%) of the total turnover in the Vinnytsia Region.



The SMEs sector of the city accounted for 81.9% of the total turnover of all business entities (the country’s
average is 64.7%). In 2018, the Vinnytsia-based SMEs demonstrated a real growth of their turnover by 14.6%
compared to 2017 (the country’s average is 8.1%).

The increase in the turnover of

the SMEs sector was primarily The share of SMEs in the total turnover of economic

due to the growth of turnover entities in Vinnytsia, %

of medium-sized enterprises = 100,0%

by 22.5%. Individual

entrepreneurs improved their =~ 90.0% 84,9% 82.8% §2.7% o1 0%

turnover by 13.8%, while small O —— — e —

enterprises demonstrated a 80,.0%

2.1% decline in their turnover.

As aresult, the role of medium- oo 63,0% 64,4% 64,8% 64, 7%
. . . o —— —e o

sized enterprises in the o0y

turnover of products became 2015 2016 2017 2018

more significant with their =@=\/innytsia ==@==Ukraine

share increased from 41.3% in Source: SSSU, Main Statistical Office in the Vinnytsia region

2017 to 45.6% in 2018. The contribution of large enterprises also increased from 17.3% to 18.1% due to the
real growth of 21%.

Sales of industrial products

No statistical information on key performance indicators of enterprises in terms of the types of their economic
activities is available at the level of cities of regional significance and districts. However, there are statistical
data on the sales of industrial products by the types of activities. Such information allows us to determine key
industries of Vinnytsia.

According to the data provided by the Vinnytsia Region Statistics Headquarters?, the 2018 sales of industrial
products in Vinnytsia reached UAH31.5 billion. 77.3% or UAH 24.3 billion of those sales were accounted for
the processing industry. Of these, 52.6% or UAH 16.6 billion were generated by the manufacture of foodstuffs,
beverages, and tobacco products®. The manufacture of wood and paper items and the printing come second
in the processing industry contributing thereto 8.4% or UAH 2.7 billion. Other important types of activities
include engineering (UAH 1.3 billion or 4.2%) and the manufacture of chemicals and chemical products (UAH
0.97 billion or 3.1%).

Capital investments

In 2018, Vinnytsia accounted for more than UAH 5 billion in capital investment. This makes 28.5% of the total
capital investment in the entire Vinnytsia Region In 2018, the amount of capital investment per capita was
approximately UAH 13,679, which is slightly less than the country’ average of UAH 13,746. Vinnytsia was
ranked number nine on this metric among the cities surveyed.

3 Sales data by types of industrial activities are generated in accordance with the functional principle (for homogeneous
products) and based on a state statistical monitoring of economic indicators in the short-term industry statistics.
4 Data by types of activities are generated for homogeneous products.



Exports

According to the State Statistics
Service of Ukraine, Vinnytsia’s exports Goods and services exports from Vinnytsia

of goods amounted to more than USD (2015-2018), USD m

1 billion in 2018, which is 32.5% more 1200

1000,6
than in 2017. Vinnytsia was ranked = 1000 s
number five on this metricamong the =~ 800 cag1 623,5
surveyed cities in respect of which 600 i
relevant  statistical data were 400
available. 200 58,8 62,5 73 95,4
0
On the other hand, the exports of 2015 2016 2017 2018
services increased by 30.7% and B Goods Services
reached USD 95.4 m (ninth Iargest Source: SSSU, Main Statistical Office in the Vinnytsia region

export economy among the cities selected for the survey).

The structure of foreign trade in Vinnytsia is dominated by agricultural and food industry products. For
example, 47.2% or USD472.5 m of the 2018 exports accounted for fats and oils of either animal or vegetable
origin. In fact, sunflower oil is one of the major export products of Ukraine (export products ranked number
two in terms of price). In addition, 13.9% accounted for food products, 13.8% — for products of animal origin
and 4.9% for products of animal origin If follows that 80% of the exports account for agrarian raw materials
and products of the food industry. The export of wood and wood products (8.7% of the total exports), electrical
machines, equipment, and spare parts (3.3%), and clothing made of textile materials (2.2%) also deserves a
special attention.

Foreign direct investments

As of December 31, 2018, the city of Vinnytsia accounted for USD 135.9 m of foreign direct investments
(equity). The specified amount was USD 26.8 m or 24.6% higher than at the beginning of 2018. This
corresponds to the highest growth among all the cities covered by the survey. On the other hand, there was
USD 368.2 of FDI per capita in Vinnytsia as of the end of December 2018.

The statistics show that more than a half (60.2%) of the investments raised by the Vinnytsia region is
concentrated in Vinnytsia. It should, however, be noted that foreign investments in the region are, in general,
lower than those made in the other regions of Ukraine. At the end of 2018, the Vinnytsia Region was ranked
only number eighteen on the amount of foreign direct investment (equity).

Safety and comfort

The results of other studies allow us to look at the level of safety and comfort of living in the selected cities
based on the assessments of their inhabitants These factors are important for understanding the overall
situation in the city. In addition, it is possible to compare those research studies with some results of MCI.

According to the study titled “Sixth Annual Ukrainian Municipal Survey”®, the city of Vinnytsia was ranked
number one on the Quality of Public Goods and Services Index with a score of 3.1 (on as scale from 1 (terrible)

5 The survey was conducted by the Sociological Rating Group on behalf of the International Republican Institute’s

Center for Insights in Survey Research; The survey was funded by the United States Agency for International

Development (USAID). See http://ratinggroup.ua/research/regions/shestoy_vseukrainskiy_municipalnyy_opros.html.
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to 5 (excellent)), indicating that the residents are satisfied with the level of comfort in their city.
Similarly, the city is ranked number one on the Quality of Service Index in the following sectors: collection of
waste, health facilities, transport infrastructure, roads, sports facilities, industrial development, education
(universities, technical schools, and colleges), cultural facilities, environment, and heating.

As part of the same study, according to its residents Vinnytsia is one of the safest cities in Ukraine. The value
of the corresponding Index for Vinnytsia is 1.9 (on a scale from 0 to 3, where 0 means “I feel completely
unsafe” and 3 means “I feel completely safe”). On this metric, the city is ranked number three among the 24
cities covered by the survey. More than a half (64%) of the respondents said they felt “completely safe” or
“rather safe” in their community at night. On the other hand, a fairly large share (32%) of the respondents
said they felt “rather unsafe” or “completely unsafe”.

Results of the “Municipal Competitiveness Index” in Vinnytsia

Description of the survey sample

205 business entities took part in the survey in Vinnytsia. These were 125 (60.5%) enterprises (legal entities)
and 81 (39.5%) individual entrepreneurs (PEs) When analyzing the answers, the data array was weighed by
the types of business entities (61.5% of legal entities and 38.5% of PEs) to ensure that it was compliant with
the parameters of the target sample.

Size of the surveyed business entities

Most respondents (74.1%) were micro businesses — business entities employing from 1 to 10 people. 23.9%
were small entities with 11 to 50 employees. Medium-sized entities (from 51 to 250 employees) account for
1% of the respondents, while large entities (more than 250 employees) account for another 1%.

Surveyed businesses by size (Vinnytsia), %

80,0% 74,1%
60,0%
40,0% 23'9%
0,
0,0%
<10 employees 11 - 50 employees 51 - 250 employees >250 employees

Industry and type of activity

The surveyed business entities of Dnipro represent various sectors of the Ukrainian economy. 23.4% of the
surveyed businesses are engaged in trade (including in wholesale and retail, repair of motor vehicles). 11.7%
of the respondents are engaged in the industry, 9.5% — in the construction, and 2.9% — in the agriculture.
More than a half of the surveyed businesses account for the service sector (52.2%) 11.2% of the respondents
provide information and communication services, while professional services are provided by 8.8% of the
respondents. 32.2% of the respondents provide other services (businesses operating in the transport, arts,
sports, education, healthcare, finance, and other service-related sectors).

Surveyed businesses by sector (Vinnytsia), %

40,0% 32,2%
30,0% 23,4%
20,0%

’ 11,7% 9,8% 11,2% 3.8%
2 Hom H =

0,0% _—
Agriculture Industry Construction  Wholesale and Information and  Professional Other services
retail trade  communication services
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Year of registration
Most of the surveyed business entities were registered earlier than in 2017 (76.1%). In 2018-2019, 23.9% of
the respondents were registered.

Age and gender breakdown of business owners and managers

According to the survey findings, 65.9% of the Vinnytsia-based businesses are owned by men, while the
remaining 34.1% are owned by women. In addition, the share of men owning legal entities is even higher
(70.7% of men vs. 29.3% of women).

Men run 75.6% of legal entities, while the share of female managers accounts for 24.4%. When it comes to
PEs, who are owned and run by the same person, the quantitative advantage of men is less apparent (55.5%
vs. 44.5%). Men run 68% of legal entities, while the share of female managers accounts for 32%.

The average age of business owners in Vinnytsia is 42.2 years (the country’s average is 42.8 years). However,
individual entrepreneurs are on average five years younger than the owners of legal entities (38.8 years vs.
43.8 years) in Vinnytsia.

Municipal Competitiveness Index: assessment of Vinnytsia

According to the survey findings, r (,f\—f‘\f w“fﬂ\‘u’""’ .

Vinnytsia was ranked number four IS’ ~

scoring 65.45 points as part of MCI S: H?

2019/2020. Thus, Vinnytsia s } om

classified among cities with high MClI "/J/ o l .gf f:]\’

scores. ( i oo K J R

Vinnytsia scored 0.71 points less than {g - "; M/J/v \>

Lviv that was ranked number three thmeun,tsk,fi o T Cherkasy i ~

but 1,56 points more than its runner '\“. ' Vinnytsia . WJWA B

up —the City of Ternopil. Fj'v%:?w?"j’:,q_\ t',ff ;_"’;’
% S Lo

‘ﬂf\_)___,_,;"\__; ﬁopwny‘lskyi P')
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- e \ 3 ;

/ 7 \ L~

index for Vinnytsia and those for the i / M

A geographical comparison of the MClI

[
\s

other cities has shown that number A L
one (the City of Khmelnytskyi) is i -
located nearby. However, Vinnytsia is B
ahead of all the other neighboring
regional centers as they belong to the ~
groups of the cities assigned either a ¢ (s
medium or low MCI index. The N V

nearest competitor is the City of

Zhytomyr, which scored approximately 12 points less and hit the MCl score of 53.75.

Vinnytsia managed to obtain the high rank due to the high results within the individual components (sub-
indices).

The strongest components are:

¢ Transparency and data openness (number two)
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* Taxes and duties (number two)
* Informal payments and corruption (number three)
* Leadership of municipal authorities (number three)
* Support of innovations (number six)

The weakest components are:
* Starting a business (humber 20)
*  Compliance cost (humber 17)

1. Starting a business

Vinnytsia scored 3.99 points in Component 1 “Starting a Business.” This is only the twentieth score among all
the cities. For a number of reasons, this component has proved to be the most problematic for the city. In
particular, according to the survey findings, the registration of a business in Vinnytsia in 2018-2019 took more
time than on average in the country (7.6 days compared to 6.1 days). It appears from the results of the survey
that lengthy registrations are normal for large Ukrainian cities, where a huge number of enterprises and
individual entrepreneurs are registered. On the other hand, it took on average 3.3 days to have changes
entered into the register, which is slightly less than the cities’ average of 3.6 days.

In Vinnytsia, 10.3% of the respondents who registered a business in 2018-2019 reported problems and
barriers during the registration procedure. This share is higher than the cities’ average of 8.8%. 69.1% of the
respondents received necessary advice during the registration process, which almost corresponds to the
country’s average of (70.7%). It took 34.7 days to launch a business (from the date of submission of
documents for registration to the date of the first sale of goods or services) in Vinnytsia, which is more than
two days longer than on average in the country (32.1 days).

The time required to obtain certain permits is yet another problem in Vinnytsia. The obtaining of construction
permits and registrations took, on average, 37.2 days in the country and 69.8 days In Vinnytsia, which is one
of the highest scores in the cities covered by the survey. However, it took less time in Vinnytsia to obtain a
declaration of conformity to the requirements of the fire safety legislation in respect of a business entity’s
facilities (8.8 days compared to the cities’ average of 11.8 days).

A heavier workload of registrars in the city can be one of the reasons for its low score on the business
registration component. There are about 5.7 registrars per 10 thousand business entities in Vinnytsia
(including government authorities, local self-government authorities and notaries public). However, the city
has one of highest numbers of businesses per 10 thousand inhabitants.®

2. Access to public property

Vinnytsia scored 5.55 points and was ranked number nine on the component (sub-index) titled “Access to
public property”. Vinnytsia demonstrated mainly average results in respect of individual indices compared to
all the other cities and, consequently, failed to come closer to the leaders.

In particular, 32.8% of the respondents reported that they had documents certifying the ownership / lease
of the land where their business operates (compared to the country’s average of 30%). This makes 50.4% of

6 Data on the number of state registrars in the field of state registration of legal entities, individual entrepreneurs and
public organizations, who are provided with access to the Uniform State Register, were provided by the Ukrainian
Ministry of Justice in response to a request for public information. The number of business entities is provided according
to the data of the State Statistics Service of Ukraine. See more information in the field report.

12



the respondents believing that land documents are their concern (compared to the country’s average of
46.8%). In 2018-2019, it took on average 73 days to obtain documents certifying the ownership / lease of the
land in Vinnytsia, which also approximately corresponds to the country’s average (72.4 days).

When it comes to the accessibility of information on community-owned property, Vinnytsia demonstrated
results similar to the average result of all the respondents. 18.5% of the respondents reported the
accessibility of information on available community-owned land plots, which can be provided for use or used
for construction, etc (18.1% of the total respondents). In addition, 29.8% of the respondents indicated that
information on the municipal real property (including non-residential facilities) was available (29.2% of the
total respondents).

3. Transparency and data openness

Vinnytsia was ranked number two and scored 8.34 points on the “Transparency and data openness,” and,
therefore, is one of the leaders in this component. In Vinnytsia, the majority of the respondents expressed a
high opinion of the access to information on the local budget, local regulations, and public procurements.

In particular, the access to information on local regulations got the top score in Vinnytsia with 22% of the
respondents giving ‘good’ and ‘excellent’” marks compared to 13.9% of all the respondents surveyed. The
access to information on the local budget was assessed positively by 12.7% of the respondents surveyed in
Vinnytsia compared to, on average, 10.2% of the total respondents in all the other cities. The accesses to
information on public procurements was found as ‘good’ and ‘excellent’ by 22.9% of the respondents, which
is one of the best scores among the cities covered by the survey (17.3% of the respondents surveyed).

4. Compliance cost
The compliance cost is one of the problematic components for Vinnytsia. The city was ranked number
seventeen and scored 6.16 points on this component. The result of the city was determined by low
(compared to the other cities) scores assigned by the respondents in respect of time and money spent on
compliance with the requirements of local regulations and time spent on communications with inspectors.

In Vinnytsia, entrepreneurs spend on average 4.1 days for compliance with local regulations, which is slightly
longer than on average in the country (four days). 4.3% of an annual income is, on average, spent on
compliance with the requirements of local regulations in Vinnytsia, which is higher than 3.7% spent on
average by all the respondents.

The findings of the survey show that entrepreneurs in Vinnytsia are somewhat more frequently visited by
local inspectors (0.8 times per year on average compared to the country’s average of 0.7 times per year).
Consequently, the average time spent on communications with the inspectors was 5.8 days, which is almost
one day more compared to the country’s average (five days).

5. Taxes and duties
The “Taxes and duties” component is one of the strength areas of Vinnytsia. The city was ranked number two
and scored 8.28 points on this component. The high score of Vinnytsia was due to a combination of such
factors as low expenses for payment of taxes, low time spending for administration of taxes and duties, a
lower local tax burden, and the availability of local tax exemptions.

As part of the survey in Vinnytsia, the respondents said that they spent, on average, 25.1% of their annual
income on taxes and duties (including Unified social contribution (USC)), which is somewhat less compared
to the average for all the cities (26.8% of the annual income). Entrepreneurs in Vinnytsia spent, on average,
53.9 days on the administration of taxes and duties, which is less than the average for all the cities (59 days).
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Only 15.2% of the respondents in Vinnytsia said that local taxes are a barrier for their business, while the
average for all the cities was 20.4%. In addition, 5.9% of the respondents in Vinnytsia reported being exempt
from local taxes and duties in 2018-2019, which is one of the highest scores among the cities covered by the
survey (the average for all the cities surveyed is 3.6%).

6. Informal payments and corruption
According to the survey findings, Vinnytsia was ranked number three and scored 7.69 points on the
component (sub-index) titled “Informal payments and corruption.” Vinnytsia’s high score is due to an
approximately average prevalence of “informal payments” and high awareness of entrepreneurs about
existing anti-corruption measures taken by the city.

In particular, as part of Dimension 1 “Bribes / Gifts” 10.3% of the respondents reported situations related to
“informal payments” when approaching the municipal officials for any issues concerning the running of a
business in 2018-2019. On average, 9.9% of the respondents faced such situations. On the other hand, as
part of Dimension 2 “Anti-corruption efforts,” 44.9% of the respondents were informed about the
implementation of specific anti-corruption measures by the city authorities (open budget, digital reception,
municipal anti-corruption program, etc.), while the average for all the cities surveyed was 31.8%.

7. Security of operating a business
Vinnytsia was ranked number eight among the cities covered by the survey and scored 6.18 points on
Component (sub-index) 7 “Security of operating a business.” Vinnytsia’s high score on this component is due
to a relatively low prevalence of illegal takeovers and other criminal acts against businesses. One of the
problems encountered by the city in this relates to its shadow economy and a high level of loss caused by
criminal acts.

According to the survey findings, nearly every second respondent (46.9%) in Vinnytsia believes that
competitors run shady businesses, which is two p.p. higher than the country’s average (45.1%). 2.5% of the
total respondents experienced attempts of illegal takeovers at the country level in 2018-2019. However, the
problem of illegal takeovers in Vinnytsia seems to be less critical as only 1% of the respondents reported that
they faced such acts. This is one of the best scores among all the cities covered by the survey.

Only 10.8% of the respondents in Vinnytsia reported that they suffered losses as a result of extortions, thefts,
robberies, or acts of vandalism or arson in 2018-2019. This is the lowest index among all the cities covered
by the survey. The corresponding country’s average was 14.3% of the respondents. However, the Vinnytsia
entrepreneurs suffered the most from the above criminal acts. Such losses accounted for 16.7% of the annual
income of the respondents who reportedly suffered them, which is one of the highest indices in Ukraine (the
country’s average is 10.8%).

In Vinnytsia, businesses spend, on average, 2.9% of their annual income on security / protection, which is
somewhat higher compared to the country’s average of 2.7%.

8. Leadership of municipal authorities

Vinnytsia was ranked number three and scored 8.07 points on the component (sub-index) titled “Leadership
of municipal authorities.” The high rating of Vinnytsia is due to its high scores on two dimensions of which
the sub-index consists — “Business development support” and “Public-private dialogue.”

Vinnytsia scored 7.80 points (was ranked number three) on the “Business development support” dimension.
The Vinnytsia-based entrepreneurs have a high opinion of the attitude of representatives of the municipal
authorities towards private businesses. 26.3 % of the respondents believe that the attitude of the municipal
authorities towards businesses is “very good” or “good” (the average for all the cities is 20%). 56.5% of the
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respondents agree that the municipal authorities support start-ups (compared to 38.3% at the country level),
and 50.1% indicate that the municipal authorities support existing businesses (compared to the average of
35.5% for all the cities covered by the survey). The survey results are also complemented by “hard data” on
the activities of the city council. According to the “hard data,” Vinnytsia scored 9 of 10 points and is ranked
among the leaders. The sole problem relates to outdated technical documents on the standard monetary
appraisal of the city’s land.

The score obtained on the “Public-private dialogue” dimension shows that businesses face less problems in
their communications with the local government in Vinnytsia compared to most other cities. On this
dimension, the city was ranked number three and scored 8.35 points. 10.7% of business representatives
believe that they have “extensive” or “very extensive” opportunities to participate in the development of
local documents (strategies, plans, programs, etc.), while the average for all the cities surveyed is 6.5%. In
addition, 14.1% of the respondents in Vinnytsia (the second highest index) indicate that the city always or
often holds consultations with entrepreneurs before passing new or amending existing regulations that may
affect business (compared to 7.4% on average for all the cities)

9. Development resources

Vinnytsia was ranked number seven and scored 4.98 points on the component (sub-index) titled
“Development resources.” The city’s assessment is based on the results of three dimensions that form a
single component. Those dimensions are Human resources, Financial resources and infrastructure, and
Business support infrastructure.

Vinnytsia was ranked only number 19 and scored 5.14 points on Dimension 1 (Human resources). An analysis
of individual indicators of this dimension has demonstrated that only 5.7% of the respondents in Vinnytsia
rate the quality of the local workforce as “excellent” or “good” (the country’s average is 7.6%). In addition,
only 7.2% of the respondents give positive assessments of vocational education of employees in the local
labor market (the country’s average is 10%). Accordingly, just as in the other cities, an insignificant
percentage of individual entrepreneurs in Vinnytsia rate high the available workforce.

However, two thirds of the respondents (64%) believe that insufficient workforce training is a serious barrier
to doing business (the country’s average is 60.7%). In addition, 74.3% of the surveyed businesses in Vinnytsia
experience lack of workforce, which is one of the highest rates (the country’s average is 70%). It follows that
the lack of qualified workforce is the most severe problem faced by entrepreneurs in Vinnytsia, according to
the rating of barriers to doing business (according to 37.2% of the respondents).

The analysis of the number of workforce in the city is supplemented by statistical data. For example, at the
end of 2019 there were 0.6 vacancies per 100 businesses in Vinnytsia, which may point to a low demand for
workforce compared to the other cities (the average for the cities surveyed is 3.6 vacancies).” On the other
hand, it may also point to a decreased popularity of employment centers as a platform for staff searching. In
addition, the share of working age population (aged 15-64) is quite high in Vinnytsia and makes 70.3% (as of
January 1, 2019), which is one of the highest percentages among all the cities surveyed.® The corresponding
country’s average was 67.8%. Thus, the problem of population aging may be less tangible in Vinnytsia than
at the country level.

7 Sources for calculations: 1) Number of vacancies: The situation in the labor market and the results of activities of the
state employment service. Data on the page of the Vinnytsia Region Employment Center,
https://vin.dcz.gov.ua/analitics/75 2) Number of businesses: According to the Vinnytsia Region Statistics Headquarters
8 According to the Vinnytsia Region Statistics Headquarters of the State Statistics Service of Ukraine
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Vinnytsia was ranked number four and scored 4.63 points on Dimension 2 (Financial resources and
infrastructure). According to the survey findings, only 1.2% of the respondents at the country level received
financial support from municipal authorities in 2018-2019. When it comes to individual cities, the share of
such respondents in Vinnytsia accounts for 3.4%, which is the highest percentage among all the cities
surveyed. It should be noted that it is business entities in Vinnytsia who agree the most that the lack of
financial resources is a serious barrier to doing business. The relevant city’s percentage is 85.4%, while the
country’s average has reached 77.8% of the respondents.

Data on the city’s budget expenditures complete the picture of financial resources allocated to support
businesses in the city. In 2019, actual spending on support for small and medium-sized enterprises reached
approximately UAH 371,000 per 10,000 businesses.’ However, this is the second-best indicator among the
cities covered by the survey. It should be noted that, in general, SME support expenditures are low or non-
existent in most of the cities. However, a higher amount of expenditures or even the existence of such
support in general may point to a higher level of leadership of municipal authorities in relation to business
support

When it comes to the infrastructure, the entrepreneurs surveyed in the cities covered by the study had
reportedly a different experience in relation to connection to electricity grids. In Vinnytsia, it took on average
approximately 98 full days to connect to the electricity grid, from the date of an application until the date of
actual connection. The corresponding country’s average was 85 days. It follows that it is more complicated
to have a business connected to the electricity grid in Vinnytsia compared to all the other cities surveyed.

Vinnytsia was ranked only number 5 and scored 5.18 points on Dimension 3 (Business support
infrastructure). According to the survey data, 12.6% of the respondents personally received business support
services from the municipal authorities (information, advice, training, etc.), which is higher than all the cities’
average (11%). At the same time, 53.9% of them rated such services as “good” and “excellent” (48.6% of the
total respondents).

Vinnytsia has the largest share of entrepreneurs who reported the existence of business support centers in
the city (47.3% in the city compared to all the cities’ average of 32.6%). It should, however, be noted that,
notwithstanding the high score, the city does not have any active business support infrastructure created
with the participation of the city council.® Thus, entrepreneurs’ awareness of business support centers may
also relate to infrastructure facilities created with support of donors etc.

Individual entrepreneurs (61.5%) surveyed in Vinnytsia are also the most aware of the activities of business
associations and business clubs in their city (45.9% of the total respondents). However, only 11.9% of the
surveyed organizations and individual entrepreneurs are members of such organizations, which nearly
corresponds to the percentage recorded for all the respondents in general (11.5%).

10. Support of innovations
The city of Vinnytsia was ranked number six and scored 6.20 points on Component (sub-index) 10 “Support
of innovations”

% Reports on the implementation of local budgets (expenditures under program classification code 7610 - Promotion of
small and medium entrepreneurship), as well as responses of the city councils to requests for public information were
used. For some cities, information on expenditures was updated through telephone interviews with the employees of
executive authorities of the city councils.
10 Information on the number of infrastructure facilities, as used here and below, is based on official responses from the
city councils. The information provided was verified by the authors of the research. See more information in the field
report.
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16.2% of the respondents in the city reported that their businesses interacted with research institutions or
technology companies in 2018-2019, which is one of the lowest indices among all the cities (18.9%). The
representatives of businesses in Vinnytsia are also less satisfied with the transfer of technologies. 7.3% of the
respondents pointed out that the related needs (the transfer of patents for inventions, etc.) are “met to a
significant extent” or “fully met” (compared to the country’s average of 8%)

The respondents in Vinnytsia give one of the highest assessments of the local government support for local
innovation programs (funded from the local budget) with the city scoring 2.12 of five points compared to the
average of 1.91 for all the cities. In addition, Vinnytsia introduced new technologies, solutions, or products
more often than all the other cities on average in 2018-2019 (43.6% compared to 40.2%). Further, 4.4% of
the surveyed enterprises and entrepreneurs reported that they belonged to clusters. This is the second
highest index that is twice the average recorded for all the cities in general (2.1%). In general, all the factors
provide a relatively high satisfaction with support for innovations in the city among entrepreneurs.

Barriers to doing business

The surveyed business entities named the main barriers they face when doing business in Vinnytsia.
According to the survey findings, three most important barriers included such factors as the lack of qualified
workforce, high taxes, and low consumer demand. Each of these barriers was reported by nearly a third of
the respondents (37.2%, 33.8% and 33.2%, respectively). Accordingly, the lack of qualified workforce is a
major concern in Vinnytsia as just in a number of other cities, and, therefore, it outweighed the problems of
high taxes and low consumer demand that are on the top of the barriers rating following the survey of all the
respondents in general. The lack of finds was reported to be a barrier by 28.8% of the respondents (number
four).

TOP-10 barriers to doing business in Vinnytsia, %
0,0% 10,0% 20,0% 30,0% 40,0%

Lack of qualified workforce _ 37,2%
High taxes | 53 5%
Low consumer demand _ 33,2%
Lack of funds _ 28,8%
Complexity of legislation _ 15,2%
Municipal government corruption _ 13,8%

High cost of the raw materials and supplies _ 9,8%

Complexity of connecting the electric grid, water, gas supply
I 3%
systems, and sewage

political risks ||| | NI 8.3%

Complicated procedures of obtaining permits for certain
0,
business operations - 6,4%
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Compared to the abovementioned barriers, about half as many of the respondents reported the complexity
of legislation (15.2%) and municipal government corruption (13.8) to be a barrier. The high cost of raw
materials and supplies (9.8%) and the complexity of connection to the electricity, water and gas supply
systems and the water sewerage system (9.3%) are barriers for one in ten surveyed entrepreneurs. Political
risks affect 8.3% of the respondents, which is half as much as the country’s average. Complex procedures for
obtaining permits to engage in certain business activities were ranked as number ten barrier (6.4%). As
compared to the findings in respect of the entire sample, the top ten barriers in Vinnytsia exclude “military
actions in the East of Ukraine” and “poor transport infrastructure.” They were replaced by the “high cost of
raw materials and supplies” and the “complexity of connection to utility networks.”

Expectations and assessments of the business climate and economic
conditions in Vinnytsia

Regional SME Business Climate Index. ABCA SME Business Climate Index in Vinnytsia is 0,15 (the city was
ranked only number 18 among all the cities covered by the survey). This is less than in 2017 (0.25), which
indicates a deterioration in perception of the business climate. This contradicts the national trend as the
majority of the cities improved the perception of their business climate.

ABCA Regional Index of Business Climate (Vinnytsia)

0,3 0,25
0,2 0,15
=
0
2016-17 2019-20

Long-term expectations for business activity. Business in Vinnytsia has optimistic long-term development
plans for the next two years. More than half of the respondents (53.2%) reportedly plan to expand their
business, and 39.3% want to stay at the current level. At the same time, only 4.5% of the respondents plan
to reduce their business, and 3.4% want to close it. The balance index*! is +0.46 (+0.45 at the country level).

Business activity expectations in the two-year perspective in Vinnytsia, % of the

respondents
100,0%
53,2% .
50,0% 39,3%
0,0%
Increase No changes Decrease Close the business

Assessment of the financial and economic situation of business entities. In Vinnytsia, the majority of the
respondents (54.9%) assessed their current financial and economic situation as satisfactory. The rest of the
respondents rated it as good (26.2%) or bad (19%). It follows that the positive assessments outweigh the

11 Calculated as the average of all responses on a scale from -1 to 1, where 1 corresponds to a simplification of this
procedure, 0 - no change, and -1 to a complication.
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negative ones, and the balance index of the financial and economic situation is +0.07 (compared to the
country’s average of +0.05).

Assessment of the business situation of business entities in Vinnytsia, % of the

respondents
o o 54,9%
) (1]
0, 0,
40,0% 26,2% 19,0%
0,0%

Good Satisfactory Bad

Assessment of the current overall economic environment for business activities More than a half of
the surveyed business entities (54.8%) assessed the current overall economic environment as satisfactory.
27.1% of the respondents rate the overall economic environment as bad, and 18.1% as good. Thus, the index
of assessment of the overall economic environment for business activities is negative (-0.09). However, the
value of the index for the city is somewhat higher compared to the country’s average (-0.12).

Assessment of the overall economic situation (Vinnytsia),
% of the respondents
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Change in the production output over the past two years. Almost a half (48.5%) of the surveyed business
entities indicated that they increased their production or service output in 2018-2019. Almost a third (33.9%)
of the respondents did not change the output while 18.4% of the respondents reduced it. Thus, the index of
business activity is +0.31 (at the level of the total respondents surveyed), which reflects the predominance
of the share of business entities that expanded their output over the share of those who reduced it.

Change in the industrial/services output and in the number of employees
in Vinnytsia, % of the respondents
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Change in the number of employees of the business entities over the past two years. Almost a half of the
surveyed business entities (47.5%) indicated that the number of their employees did not change in 2018-
2019. The share of business entities that increased the number of their employees (36.7%) is almost two
times higher than the share of those where the number of employees decreased (15.8%) Thus, the index of
changes in the number of employees is +0.27, which is higher than the average of +0.16 for all the cities
surveyed.

Deregulation: changes in administrative procedures According to the respondents, the process and
conditions of business registration have been simplified the most in the last two years, while the situation
with inspections and tax administration has not improved.
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37.2% of the businesses surveyed point out the simplification of business registration in the previous two
years. The rest of the respondents did not feel any changes in this procedure, and only a small share of the
respondents (4.9%) said that, in their opinion, business registration has become more difficult. As a result,
the index of change in the registration procedures is +0.28'2. This is the highest value of the index compared
to the other two procedures, which include the passing of inspections and the administration of taxes.

When it comes to the administration of taxes, more than a half of business entities (67.2%) say that they
have not noticed any changes in the complexity of this procedure. The rest of the business entities are divided
into two equal parts, which include those for whom the payment of taxes has become easier (15.1%), and
those for whom it has become more difficult (17,7%). Therefore, the index of change in the procedures for
administration of tax payments tends towards zero and equals -0.03.

The index of changes in passing inspections also tends towards zero and equals -0.02. 13.8% of business
managers and individual entrepreneurs claim that inspections have become more difficult. This is slightly
higher than the share of businesses according to which inspections have become easier compared to 2018
(11.5%). However, the largest share of the surveyed businesses (74.7%) did not notice any changes in relation
to inspections.

As a result, the value of the general index of changes in administrative procedures, which is calculated as an

average value of the indices of change of these three procedures, is +0.08.

Assessment of changes in administrative procedures (Vinnytsia),
% of the respondents
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Recommendations

According to the MCI results (subject to the weak components and dimensions) the following key
recommendations have been formulated for the city. In addition, the city government should pay attention
to recommendations that are common for all the cities in general.

Component 1. Starting a business.

e Faster business registration should be encouraged. It is necessary to increase the number of business
registrars in local self-government authorities.

12 Calculated as the average of all responses on a scale from -1 to 1, where 1 corresponds to a simplification of this
procedure, 0 - no change, and -1 to a complication.
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* Itis necessary to improve the quality and availability of consulting services when starting a business,
in particular, by expanding the capacity of consulting services in the centers of administrative
services.

* The quality of services provided as part of issue of various permits must be improved to reduce the
time required to obtain such documents.

Component 2. Access to public property

* It is necessary to ensure timely update of technical documentation on the standard monetary
appraisal of land

Component 4. Compliance cost

* Deregulation measures need to be continued to reduce the time and money costs of businesses on
compliance with local regulations.

Component 9. Development resources
* Itis necessary to analyze the needs of local businesses for workforce.

* It is necessary to conduct an audit of business support infrastructure facilities to determine their
efficiency and development pattern.

* It is necessary to use best practices applied by other cities to organize the operation of business
support centers, co-workings, business hubs, clusters, etc.
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Dnipro

General information

Dnipro is the administrative center of the T
Dnipropetrovsk Region and a city of regional i
significance. .
)
o ;"'\'“XV"/\ :
The city is also the administrative center of ‘”‘\x\@
Dniprovskyi district, although it is not part 9 N
thereof. e Dnl‘pro f‘},
Lt MCI Ranking-__ {
T : ing
The regional center is divided into eight inner L /J,f%
districts: Amur-Nyzhnio-Dniprovskyi, ' < _tf,\,ﬁ
Industrialnyi, = Novokodatskyi,  Samarskyi, \f\ﬂ%}ﬁ
Sobornyi, Tsentralnyi, Chechelivskyi, and &

Shevchenkivskyi. As of May 2020, the inner
districts have retained their own district councils.

The Aviatorske Village also falls within the jurisdiction of the Dnipro City Council.
Location

The City of Dnipro is located in the central part of the Dnipropetrovsk Region on the banks of the Dnipro
River.

The nearest regional centers are Donetsk, Zaporizhzhia, Kropyvnytskyi, Poltava, and Kharkiv. Near Dnipro,
there are large cities forming the so-called Dnipro agglomeration. Among these settlements, the cities of
Kamianske and Novomoskovsk with 240 thousand and 70 thousand inhabitants (as of January 1, 2019),
respectively, deserve a special attention.

There are also other cities in the region, including Kryvyi Rih (628 thousand inhabitants), Nikopol (113
thousand inhabitants), and Pavlohrad (107 thousand inhabitants).

Demographic situation

As of January 1, 2019, the permanent population of Dnipro (including territories falling within the jurisdiction
of the Dnipro City Council) was 990.4 thousand people. The city is the fourth largest city by population after
Kyiv, Kharkiv, and Odesa. 13

13 Here and below in the report, the statistical data of the Dnipropetrovsk Region Statistics Headquarters of the State
Statistics Service of Ukraine are used.
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In addition, the current population of the city exceeds 1 m people. Of that m, only nearly two thousand

people live in the Aviatorske Village, which falls within the jurisdiction of the Dnipro City Council. Dnipro is

the largest city in the Dnipropetrovsk Region. It accounts for almost a third of the region’s population (30.9%).

The population of Dnipro, as just in Ukraine generally, is dominated by women (54.7%). There are 828 men

per 1,000 women (864 men at the country level). The share of the population aged from 15 to 64 is 68.2%

(67.8% at the country level). In total, there are 467 people (475 at the country level) aged 0-14 and over 65

per 1,000 people of working age.

Dnipro demonstrated one of the highest rates of natural population decline in 2018 was (-6.8 per 1,000
inhabitants). This is due to one of the highest death rates (14.5) and a low birth rate (7.7).

Development of entrepreneurship

Key structural business statistics in Dnipro in 2018

Absolute figures

Relative figures

Number
of Employment,
. thsd persons
entities
Large
enterprises 25 66.8
SMEs 65252 283.1
Medium
enterprises 671 122.3
Small
15545
enterprises 74.7
In which
. 13345
micro 32.9
IEs 49036 86.2
Total 65277 349.9

Turnover,
UAH bn

216.8
317.0

182.2
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40.0
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19.1%
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9.4%
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Share in
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turnover

40.6%
59.4%
34.1%

19.4%

7.5%
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Source: Own calculations based on the data of the Dnipropetrovsk Region Statistics Headquarters of the

State Statistics Service of Ukraine

Number of business entities

In 2018, Dnipro counted 65.3 thousand
small and medium-sized enterprises
(including 671 medium-sized enterprises,
15.5 thousand small enterprises and 49
thousand individual entrepreneurs).
However, there were only 25 large
enterprises, corresponding to the second

highest rate after Kyiv.

Dnipro was ranked number four among
the cities surveyed for the number of
business entities. In addition, the city
accounts for almost a half (46.5%) of the
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total number of business entities in the Dnipropetrovsk Region, which highlights the pivotal role the city plays
in the region’s economics. On the other hand, there were 651 small and medium-sized enterprises per 10,000
locals. This is the twelfth highest index among the cities covered by the survey.

In 2018, the number of SMEs in the city increased by 0.9% compared to 2017, which is somewhat less
compared to the country’s average (1.9%). This is primarily due to a 6% growth in the quantity of small
businesses (the country’s average reached 5.1%). The share of medium-sized enterprises increased by 2.1%
(compared to the country’s average of 7.5%). However, the share of individual entrepreneurs decreased by
0.6% although it demonstrated a 1.2% growth at the country level.

In 2018, 24.9% (the country’s average is 19.3%) of business entities were registered as legal entities, while the
others had the status of individual entrepreneurs. This is the second highest share of businesses after Kyiv.

Employment

In 2018, the Dnipro-based business
The share of SMEs in the total number of P

persons employed at economic entities in
Dnipro, %

entities employed 349.9 thousand
persons, which is 4.4% higher than in 2017
84,1% (compared to the country’s average of

85,0% 83,3% . .
’ 4.8%). The city provides 42.6% of the total
80.0% employment at business entities in the
' Dnipropetrovsk Region.
75,0%
The city is ranked number three by the
70,0% number of persons employed by large

2015 2016 2017 2018 businesses (66.8 thousand people) after
e=@==Dnipro ==@==Ukraine

Source: SSSU, Main Statistical Office in the Dnipropetrovsk region

Kyiv and Zaporizhzhia. The share of people
employed at SMEs in Dnipro reached
80.9% of the total quantity of people employed at all business entities, which approximately corresponds to
the country’s average (81.5%). Medium-sized businesses provide more than a third (122.3 thousand persons
employed or 34.9%) of the total quantity of people employed by business entities (the country’s average is
32.2%). Almost a fourth of the persons employed (24.6%) accounts for individual entrepreneurs and a fifth
(21.3%) of the persons employed is provided by small enterprises. If follows that small businesses employ
somewhat less than a half of the employed population.

Compared to 2017, the number of people employed by SMEs in Dnipro increased by just 0.4% (compared to
the country’s average of 5.7%) This is one of the lowest growth rates among the cities in respect of which
information on the quantity of people employed in the SMEs sector is available. In addition, it is lower than
the growth rate of employment at all the business entities in Dnipro.

The increase was mainly driven by small enterprises (0.6 thousand people or 0.9%) and individual
entrepreneurs (6.6 thousand people or 8.3%), while medium-sized enterprises demonstrated a decline in the
number of their employees by 6.1 thousand people or 4.7%. However, at the country level, the share of the
population employed at medium-sized enterprises increased by 5.8%, while the share of the people working
at small businesses demonstrated a 1.1% decline. Large enterprises in Dnipro increased the number of their
employees by 25.7% or 13.6 thousand people.

Statistics show that the Dnipropetrovsk Region, taken as a whole, shows a slightly lower unemployment rate
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among working age population than Ukraine as a whole. In 2019, the corresponding indicator for the region
was 7.9% compared to 8.6% for the country. In late 2019, 1,663 people were officially unemployed in Dnipro,
while the number of vacancies was only 2,288. Accordingly, the registered unemployed persons created a load
of nearly 2 people per a vacancy. However, the quarantine measures and crisis developments caused by the
COVID-19 pandemic may deteriorate the employment situation in the city in 2020.

Turnover

At the end of 2018, the
turnover of goods and
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(8.1%). The business entities of the city accounted for nearly a half (48%) of the total turnover in the
Dnipropetrovsk Region.

The SMEs sector of the city accounted just for 59.4% of the total turnover of all business entities (compared
to the country’s average of 64.7%). This is, in particular, due to an important role of large businesses in the
city. In 2018, the Dnipro-based SMEs demonstrated a real growth of their turnover by 4.6% compared to 2017
(compared to the country’s average of 8.1%). However, large enterprises increased their turnover by 15.5%.

The increase in the turnover of the SMEs sector was primarily due to the growth of turnover of small
enterprises (by 10.6%) and individual entrepreneurs (10.6%). However, medium-sized enterprises increased
their turnover just by 0.8%.

Sales of industrial products

No statistical information on key performance indicators of enterprises in terms of the types of their economic
activities is available at the level of cities of regional significance and districts. However, there are statistical
data on the sales of industrial products by the types of activities. Such information allows us to determine key
industries of Dnipro.

According to the data provided by the Dnipropetrovsk Region Statistics Headquarters, the sales of industrial
products in Dnipro reached UAH 134.9 billionin 2018. 66.4% or UAH 86.9 billion of those sales were accounted
for the processing industry. Of these, 33.7% or UAH 50.9 billion were generated by metallurgical products and

t14

the manufacture of finished metal products, except for machinery and equipment*. The manufacture of

foodstuffs, beverages and tobacco products come second in the processing industry (8.8% or UAH 11.9 billion).

14 Data by types of activities are generated for homogeneous products.
25



Also, significant sales were recorded in respect of the manufacture of rubber and plastic products and other
non-metal items (UAH 9.4 billion or 7%); the manufacture of wood and paper products and the printing
industry (UAH 3.4 billion or 2.5%); the manufacture of chemicals and chemical products, basic pharmaceutical
products and pharmaceuticals (UAH 2.5 billion or 1.8%); and the manufacture of vehicles (UAH 2.3 billion or
1.7%).

Capital investments

In 2018, Dnipro accounted for more than UAH 21.9 billion in capital investment. This is the second highest
result among the Ukrainian cities after Kyiv. Dnipro accounts for more than a third (36.4%) of the total capital
investment in the Dnipropetrovsk Region. In 2018, the amount of capital investment per capita was
approximately UAH 22,122, which is almost twice as much as the country’ average of UAH 13,746. This is the
second best indicator among the cities covered by the survey.

Almost two thirds (64.9%) of the capital investments were funded by enterprises and organizations at their
own expense. Almost a fourth (24.1%) was funded from the local budget, 5.7% was funded from the state
budget, and 4.3% was funded using bank and other loans.

Exports

According to the State Statistics Service
Goods and services exports from Dnipro
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In 2018, almost USD 806 m or 47.6% of the Dnipro exports were accounted for metallurgical products (basic
metals and products made of them). 24.7% were accounted for agricultural and food products and 11.3% were
attributed to products classified under Section XVII of the Ukrainian Classification of Goods in Foreign Trade
(UKTZED) (ground vehicles, aircraft, and watercraft).

Foreign direct investments

As of December 31, 2018, the city of Dnipro accounted for USD 1,416.4 m of foreign direct investments
(equity). The specified amountis USD 139.0 m or 8.9% lower than at the beginning of 2018. This is the highest
rate of reduction of direct investments among all the cities covered by the survey. On the other hand, there
were USD 1,428.4 of FDI per capita in Dnipro as of the end of December 2018. This is one of the best scores
among all the cities covered by the survey.

According to the statistics, the Dnipropetrovsk Region, taken a as a whole, is accounted for almost a tenth of
the foreign direct investments in Ukraine. The region is therefore ranked number two after Kyiv by
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investment volumes. On the other hand, 42% of direct investment in the region were concentrated in Dnipro
at the beginning of 2018.

Safety and comfort

The results of other studies allow us to look at the level of safety and comfort of living in the selected cities
based on the assessments of their inhabitants These factors are important for understanding the overall
situation in the city. In addition, it is possible to compare those research studies with some results of MCI.

According to the study titled “Sixth Annual Ukrainian Municipal Survey” **, the city of Dnipro was ranked
number fifteen on the Quality of Public Goods and Services Index with a score of 2.8 points (on as scale from
1 (terrible) to 5 (excellent)), indicating that the residents are dissatisfied with the level of comfort in their
city. For example, Dnipro is ranked second to last (number twenty-three among the twenty-four cities) by
the quality of health services. The situation is somewhat better in the city’s transport infrastructure (number
eleven) and roads (number eleven).

As part of the same study, according to its residents Dnipro lags in terms of security. The value of the
corresponding Index for Dnipro is 1.6 (on a scale from 0 to 3, where 0 means “I feel completely unsafe” and
3 means “| feel completely safe”). On this metric, the city is ranked number 13 among the 24 cities covered
by the survey. Less than a half of the respondents reported that they feel rather unsafe or completely unsafe,
while slightly more than a half of the respondents said that they feel rather safe or completely safe (42% and
54%, respectively).

Results of the “Municipal Competitiveness Index” in Dnipro

Description of the survey sample

215 business entities took part in the survey in Dnipro. These were 163 (75.8%) enterprises (legal entities)
and 52 (24.2%) individual entrepreneurs (PEs) When analyzing the answers, the data array was weighed by
the types of business entities (75.5% of legal entities and 24.5% of PEs) to ensure that it was compliant with
the parameters of the target sample.

Size of the surveyed business entities

Most respondents (80.5%) were micro businesses — business entities employing from 1 to 10 people. 16.7%
were small entities with 11 to 50 employees. Medium-sized entities (from 51 to 250 employees) account for
2.3% of the respondents, while large entities (more than 250 employees) account for 0.5%.

Surveyed businesses by size (Dnipro), %
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15 The survey was conducted by the Sociological Rating Group on behalf of the International Republican Institute’s
Center for Insights in Survey Research; The survey was funded by the United States Agency for International
Development (USAID). Please see
http://ratinggroup.ua/research/regions/shestoy_vseukrainskiy_municipalnyy_opros.html

27



Industry and type of activity

The surveyed business entities of Dnipro represent various sectors of the Ukrainian economy. 34.4% of
surveyed business are engaged in trade (including in wholesale and retail, repair of motor vehicles). 13.5% of
the respondents are employed in the industry, 10.7% — in the construction, and 1.9% — in the agriculture.
39.5% are employed in the service sector. 14.0% of the respondents provide information and communication
services, while professional services are provided by 6.0% of the respondents. 19.5% of the respondents
provide other services (businesses operating in the transport, arts, sports, education, healthcare, finance,
and other service-related sectors).

Surveyed businesses by sector (Dnipro), %
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Year of registration

Most of the surveyed business entities were registered earlier than in 2017 (78.1%). In 2018-2019, 21.9% of
the respondents were registered.

Age and gender breakdown of business owners and managers

According to the survey findings, 69.2% of the Dnipro-based businesses are owned by men, while the
remaining 30.8% are owned by women. In addition, the share of men owning legal entities is even higher
(71.9% of men vs. 28.1% of women).

Men run 70.7% of legal entities, while the share of female managers accounts for 29.3%. When it comes to
PEs, who are owned and run by the same person, the quantitative advantage of men is less apparent (57.8%
vs. 42.2%). Men run 67.3% of legal entities, while the share of female managers accounts for 32.7%.

The average age of business owners in Dniprois 41.8 years (compared to the country’s average of 42.8 years).
However, individual entrepreneurs are on average six years younger than the owners of legal entities (37.1
years vs. 43.0 years) in Dnipro.

Municipal Competitiveness Index: assessment of Dnipro

According to the survey findings, Dnipro was ranked number 15 scoring 50.68 points as part of MCI
2019/2020. Thus, Dnipro is classified among cities with average MCI scores.
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A geographical comparison of the MCI index for Dnipro and those for the other cities has shown that the
cities classified under average and low MCl score groups are located nearby. In particular, the city of Kherson,
which ranks the worst in the rating (number 24), is located in the southwest, the city of Zaporizhzhia (humber
22) is located in the south, and the city of PEP oo i)

Poltava (number 20) is located in the north. E
Such cities as Mykolaiv, Kropyvnytskyi and \/

Kharkiv
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Dnipro has mostly demonstrated average

and low results on all the components (sub- > =

indices).
The strongest components are:
* Support of innovations (number four)
*  Corruption and informal payments (number four)
* Compliance cost (humber six)
The weakest components are:
* Taxes and duties (number 23)
*  Starting a business (number 22)
*  Access to public property (number 21)
* Development resources (humber 19)
* Leadership of municipal authorities (number 18)

1. Starting a business

Dnipro scored 3.71 points on Component 1 “Starting a Business.” This is only the twenty-second score among
all the cities. The reasons for the city’s low score relate to lengthier registration and permit obtaining
procedures. In particular, according to the survey findings, the registration of a business in Dnipro in 2018-
2019 took more time than on average in the country (7.6 days compared to 6.1 days). On the other hand, it
took on average 3.6 days to have changes entered into the register, which corresponds to the average for all
the cities. It appears from the results of the survey that lengthy registrations are normal for large Ukrainian
cities, where a huge number of enterprises and individual entrepreneurs are registered. Dnipro is ranked
number four by the number of businesses among the cities covered by the survey.

In Dnipro, 12.7% of the respondents who registered a business in 2018-2019 reported problems and barriers
during the registration. This share is higher than the average of 8.8% for all the cities. Only 61.7% of the
respondents received necessary advice during the registration, which is 9 p.p. less compared to the country’s
average of 70.7%. It took 33.7 days to launch a business (from the date of submission of documents for
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registration to the date of the first sale of goods or services) in Dnipro, which is more than one day longer
compared to the average for all the cities (32.1 days).

The time required to obtain certain permits is a separate issue in Dnipro. The obtaining of construction
permits and registrations took, on average, 37.2 days in the country and 53.9 days In Dnipro, which is one of
the highest scores in the cities covered by the survey. However, the obtaining of a declaration of conformity
to the requirements of the fire safety legislation in respect of a business entity’s facilities required on average
11.7 days, which approximately corresponds to the cities’ average of 11.8 days.

A heavier workload of registrars in the city can be one of the reasons for its low rating on the business
registration component. There are only 5.7 registrars per 10 thousand business entities in Dnipro (including
government authorities, local self-government authorities and notaries public).

2. Access to public property

Dnipro scored 3.72 points and was ranked number 21 on the component (sub-index) titled “Access to public
property.” The city mostly showed lower than average results in terms of certain sub-indices among all the
cities selected for the survey.

22.8% of the respondents reported that they had documents certifying the ownership / lease of the land
where their business operates (compared to the country’s average of 30%). This makes 38% of the
respondents believing that land documents are their concern (compared to the country’s average of 46.8%).
In 2018-2019, it took on average 170.9 days to obtain documents certifying the ownership / lease of the land
in Dnipro, which is one of the highest indices among the cities surveyed (compared to the average of 72.4
days for all the respondents surveyed).

In Dnipro, 17.8% of the respondents reported the accessibility of information on available community-owned
land plots, which can be provided for use or used for construction, etc (18.1% of the total respondents
surveyed). In addition, 28.9% of the respondents indicated that information on the municipal real property
(including non-residential premises) was available (29.2% of the total respondents surveyed). If follows that
the accessibility of information on the municipal property in Dnipro corresponds to the average recorded for
all the respondents surveyed.

3. Transparency and data openness
Dnipro was ranked number 13 and scored 5.44 points on the “Transparency and data openness.” In Dnipro,
the highest score was assigned to the access to information on public procurement, which was assessed as
‘good’ or ‘excellent’ by 21% of the respondents, compared to 17.3% for all the respondents surveyed. This
represents a minor difference from the scores received by the leaders of this component.

However, the access to information on the local budget and local regulations was rated less than average by
the respondents in Dnipro. Although the access to information on local regulations was assessed positively
by on average 13.9% of all the respondents surveyed, the relevant share of such respondents in Dnipro was
11.2%. The access to information on the local budget in Dnipro was rated worst — 8.8% compared to 10.2%
of all the respondents surveyed.

4. Compliance cost
The compliance cost is not a problematic component for Dnipro. The city was ranked number six and scored
7.60 points on this component. The result of the city was determined by high (compared to the other cities)
scores assigned by the respondents in respect of time and money spent on compliance with the requirements
of local regulations.
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In Dnipro, entrepreneurs spend on average 5.6 days for compliance with local regulations, which is somewhat
longer than the country’s average (four days). 4.4% of an annual income is, on average, spent on compliance
with the requirements of local regulations in Dnipro, which is higher than 3.7% spent on average by all the
respondents.

The findings of the survey show that entrepreneurs in Dnipro are rarely visited by local inspectors (0.4 times
per year on average compared to the country’s average of 0.7 times per year). Consequently, the average
time spent on communications with the inspectors was five days, which is in line with the country’s average
(five days).

5. Taxes and duties
The “Taxes and duties” component is one of the weaknesses of Dnipro. The city was ranked number 23 and
scored 2.93 points on this component. The low score of Dnipro was due to a combination of such factors as
quite high expenses for payment of taxes, considerable amount of time spent on administration of taxes and
duties, high local tax burden, and virtual unavailability of local tax exemptions.

As part of the survey in Dnipro, the respondents said that they spent, on average, 29.7% of their annual
income on taxes and duties (including USC), which is higher than the average for all the cities (26.8% of the
annual income). Entrepreneurs in Dnipro spent, on average, 75.3 days on the administration of taxes and
duties, which is much longer compared to the average for all the cities (59 days).

Only 22.8% of the respondents in Dnipro said that local taxes are a barrier to their business, while the average
for all the cities was 20.4%. In addition, 1.9% of the respondents in Dnipro reported being exempt from local
taxes and duties in 2018-2019, which is one of the lowest scores among the cities covered by the survey (the
average for all the respondents is 3.6%).

6. Informal payments and corruption
According to the survey findings, Dnipro was ranked number four and scored 7.26 points on Component (sub-
index) 6 titled “Informal payments and corruption.” Dnipro’s score is due to an approximately average
prevalence of “informal payments” and high awareness of entrepreneurs about existing anti-corruption
measures taken by the city.

In particular, as part of Dimension 1 “Bribes / Gifts” 9.7% of the respondents reported situations related to
“informal payments” when approaching the municipal officials for any issues concerning the running of a
business in 2018-2019. On average, 9.9% of the respondents faced such situations. On the other hand, as
part of Dimension 2 “Anti-corruption efforts,” 40.9% of the respondents were informed about the
implementation of specific anti-corruption measures by the city authorities (open budget, digital reception,
municipal anti-corruption program, etc.), while the average for all the cities surveyed was 31.8%.

7. Security of operating a business
Dnipro was ranked number 11 among the cities covered by the survey and scored 5.71 points on Component
(sub-index) 7 titled “Security of operating a business.” In general, this score of Dnipro is slightly different from
the country’s average, although the city has one of the lowest shadow economy rates.

The survey data show that Dnipro has one of the lowest shadow economy levels (38.3% compared to the
country’s average of 45.1%). 2.5% of the total respondents experienced attempts of illegal takeovers at the
country level in 2018-2019. However, in Dnipro the share of such respondents was 3.2%.

Only 13.3% of the respondents in Dnipro reported that they suffered losses as a result of extortions, thefts,
robberies, or acts of vandalism or arson in 2018-2019. This is only one per cent less compared to the country’s
average (14.3% of the respondents). The respondents estimated the loss they suffered as a result of similar
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offences at 11.8%, which is one per cent more compared to the country’s average (10.8% at the country
level).

In Dnipro, businesses spend, on average, 2.9% of their annual income on security / protection, which is
somewhat higher compared to the country’s average of 2.7% of the annual income.

8. Leadership of municipal authorities
Dnipro was ranked number 18 and scored 3.98 points on Component (sub-index) 8 titled “Leadership of
municipal authorities.” The low rating of the city is due to its low scores on two dimensions of which the sub-
index consists — “Business development support” and “Public-private dialogue.”

Dnipro scored 4.64 points (was ranked number 18) on the “Business development support” dimension. The
Dnipro-based entrepreneurs are more pessimistic about the attitude of representatives of the municipal
authorities towards private business. Only 18.1 % of the respondents believe that the attitude of the
municipal authorities towards businesses is “very good” or “good” (the average for all the cities is 20%). In
addition, 35.5% of the respondents agree that the municipal authorities support start-ups (compared to the
average of 38.3% for all the cities), and 31.2% indicate that the municipal authorities support existing
businesses (compared to the average of 35.5% for all the cities. The low score of the city is further
complemented by “hard data” on the activities of the city council. According to the “hard data,” Dnipro
scored only 6 points. The Dnipro City Council does not have an anticorruption hotline, for instance.

The score obtained on the “Public-private dialogue” dimension shows that businesses face more problems
in their communications with the local government in Dnipro compared to most other cities. On this
dimension, the city was ranked number 16 and scored 3.32 points. Only 4.6% of business representatives in
Dnipro believe that they have “extensive” or “very extensive” opportunities to participate in the
development of local documents (strategies, plans, programs, etc.), while the average for all the cities
surveyed is 6.5%. In addition, 6.5% of the respondents indicate that the city always or often holds
consultations with entrepreneurs before passing new or amending existing regulations that may affect
businesses (compared to 7.4% on average for all the cities).

9. Development resources

Dnipro was ranked number 19 and scored 3.88 points on Component (sub-index) 9 titled “Development
resources.” The city’s assessment is based on the results of three dimensions that form a single component.
Those dimensions are Human resources, Financial resources and infrastructure, and Business support
infrastructure.

Dnipro was ranked number 11 and scored 5.71 points on Dimension 1 (Human resources). An analysis of
individual indicators of this dimension has demonstrated that 9.8% of the respondents in Dnipro rate the
quality of the local workforce as “excellent” or “good” (the average for all the respondents surveyed is 7.6%).
13.6% of the respondents give positive assessments of vocational education of employees in the local labor
market (10% of all the respondents surveyed), which is the third highest rate among all the cities. Accordingly,
just as in the other cities, an insignificant percentage of individual entrepreneurs in Dnipro rate high the
available workforce.

However, two thirds of the respondents (62.4%) believe that insufficient workforce training is a serious
barrier to doing business (the country’s average is 60.7%). 68.1% of the respondents reported that they face
a lack of workforce (70% of all the respondents surveyed). It follows that the lack of qualified workforce is
the second most severe problem faced by entrepreneurs in Dnipro, according to the rating of barriers to
doing business (according to 27.4% of the respondents).
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The analysis of the number of workforce in the city is supplemented by statistical data. In particular, there
were approximately 3.5 vacancies per 100 businesses in Dnipro at the end of 2019, which approximately
corresponds to the average for all the cities surveyed (3.6 vacancies).® In addition, the share of working age
population (aged 15-64) in Dnipro is only 68.1% (as of January 1, 2019), which nearly corresponds to the
country’s average of 67.8%"’. This is one of the lowest rates in the survey. Thus, the problem of population
aging may be more tangible in Dnipro compared to the other cities.

Dnipro was ranked only number 20 and scored 3.56 points on Dimension 2 (Financial resources and
infrastructure). According to the survey findings, only 1.2% of the respondents at the country level received
financial support from municipal authorities in 2018-2019. When it comes to individual cities, the share of
such respondents in Dnipro accounts for 2.8%. However, 76.3% of the individual entrepreneurs surveyed in
Dnipro believe that the lack of financial resources is a serious barrier to doing business (the average for all
the cities is 77.8%).

Data on the city’s budget expenditures complete the picture of financial resources allocated to support
businesses in the cities surveyed. However, no money was allocated to support small and medium-sized
enterprises in Dnipro in 2019 (five of the total number of the cities covered by the survey did not allocate
money to support businesses).®

When it comes to the infrastructure, the entrepreneurs surveyed in the cities covered by the study had
reportedly a different experience in relation to connection to electricity grids. In Dnipro, connection to the
electricity grid took on average 200 full days from the date of an application until the date of actual
connection. This is the highest indicator among all the cities surveyed. The corresponding country’s average
was 85 days. It follows that it is more complicated to have a business connected to the electricity grid in
Dnipro compared to the other cities.

Dnipro was ranked only number 23 and scored 2.38 points on Dimension 3 (Business support infrastructure).
According to the survey data, only 8.3% of the respondents in Dnipro personally received business support
services from the municipal authorities (information, advice, training, etc.), which is lower than all the cities’
average (11%). At the same time, only 38.5% of them rated such services as “good” and “excellent” (48.6%
of the total respondents surveyed). Only 27.4% of the entrepreneurs surveyed reported the existence of
business support centers in the city (32.6% of the total respondents surveyed). Further, the respondents
reported a lack of information on business support infrastructure as created with the participation of the city
council.

44.7% of the entrepreneurs surveyed in Dnipro are aware of the activities of business associations and
business clubs in their city (45.9% of the total respondents surveyed). However, only 10.1% of the surveyed
organizations and individual entrepreneurs are members of such organizations, which is lower than the
percentage recorded for all the respondents surveyed in general (11.5%).

16 Sources for calculations: 1) Number of vacancies: The situation in the labor market and the results of activities of the
state employment service. Data on the page of the Vinnytsia Region Employment Center,
https://dnp.dcz.gov.ua/analitics/69 2) Number of businesses: According to the Dnipropetrovsk Region Statistics
Headquarters

17 According to the Dnipropetrovsk Region Statistics Headquarters of the State Statistics Service of Ukraine

18 Reports on the implementation of local budgets (expenditures under program classification code 7610 - Promotion
of small and medium entrepreneurship), as well as responses of the city councils to requests for publicinformation were
used. For some cities, information on expenditures was updated through telephone interviews with the employees of
executive authorities of the city councils.
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10. Support of innovations
The city of Dnipro was ranked number four and scored 6.43 points on Component (sub-index) 10 “Support
of innovations.”

22.3% of the respondents in the city reported that their businesses interacted with research institutions or
technology companies in 2018-2019, which is one of the highest indices among all the cities (compared to
the average of 18.9% for all the cities). Businesses in Dnipro are, on average, more satisfied with technology
transfer compared to the other cities. 12.2% of the respondents pointed out that the related needs (the
transfer of patents for inventions, etc.) are “met to a significant extent” or “fully met” (compared to the
country’s average of 8%).

The respondents in Dnipro give an average assessment of the local government support for local innovation
programs (funded from the local budget) with the city scoring 1.91 of five points compared to the average
score of 1.91 for all the cities. In addition, in 2018-2019 Dnipro introduced new technologies, solutions or
products with a frequency that was similar to that observed on average for all the cities (39.0% compared to
40.2%). Further, 2.7% of the surveyed enterprises and individual entrepreneurs reported that they belonged
to clusters. This slightly exceeds the index recorded for all the cities in general (2.1%). In general, all the
factors provide a relatively high satisfaction with support for innovations in the city among entrepreneurs.
Barriers to doing business

The surveyed business entities named the main barriers they face when doing business in Dnipro. Three most
important barriers included such factors as high taxes, the lack of qualified workforce and low consumer
demand. Each of these barriers to doing business was reported by 35.2%, 27.4% and 26.9% of the
respondents, respectively). Accordingly, just as in a number of the other cities, high taxes are the most severe
problem in Dnipro. The lack of qualified workforce left behind the low consumer demand although it follows
this problem in the rating of barriers in respect of the entire sample.

TOP-10 barriers to doing business in Dnipro, %
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The lack of funds was rated as barrier number four (19.6%). One in six respondents reported barriers that
include political risks (16.4%), municipal government corruption (16.3%) and complexity of legislation
(15.8%). The three lowest rates were assigned to such barriers as ‘Military actions in the East of Ukraine’
(13.9%), ‘Complex permit obtaining procedures’ (10.6%) and ‘Poor transport infrastructure’ (10.3%).

Expectations and assessments of the business climate and economic

conditions in Dnipro

Regional SME Business Climate Index. ABCA SME Business Climate Index in Dnipro is 0,21 (the city was
ranked number 11 among all the cities covered by the survey). This is more than in 2017 (0.08), which
indicates an improvement in perception of the business climate. This is in line with the all-Ukrainian trend.

ABCA Regional Index of Business Climate (Dnipro)

0,4
0,21
0,2 0,08
O - ]
2016-17 2019-20

Long-term expectations for business activity. Business in Dnipro has optimistic long-term development plans
for the next two years. More than half of the respondents (59.2%) reportedly plan to expand their business,
and 35.3% want to stay at the current level. At the same time, only 2.5% of the respondents plan to reduce
their business, and 3.4% want to close it. The balance index!® is +0.54 (+0.45 at the country level).

Business activity expectations in the two-year perspective in Dnipro, % of the

respondents
100,0%
59,2%
50,0% 35,3%
0,0%
Increase No changes Decrease Close the business

Assessment of the financial and economic situation of business entities. In Dnipro, the majority of the
business entities surveyed (67.5%) assessed their current financial and economic situation as satisfactory.
The rest of the respondents rated it as good (16%) or bad (16.5%) It follows that the negative assessments
outweigh the positive ones, and the balance index of the financial and economic situation is 0.00 (compared
to the country’s average of +0.05).

Assessment of the business situation of business entities in Dnipro, % of the

respondents
100,0% 67,5%
0,0% | |
Good Satisfactory Bad

19 Calculated as the average of all responses on a scale from -1 to 1, where 1 corresponds to a simplification of this
procedure, 0 - no change, and -1 to a complication.
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Assessment of the current overall economic environment for business activities More than a half of the
surveyed business entities (55.8%) assessed the current overall economic environment as satisfactory. 29.1%
of the respondents rate the overall economic environment as bad, and 15.1% as good. Thus, the index of
assessment of the overall economic environment for business activities is negative (-0.14). However, the
value of the index is somewhat lower compared to the country’s average (-0.12).

Assessment of the overall economic situation (Dnipro),
% of the respondents

55,8%
60,0% °
40,0% 29,1%
,U7%
0,0% I
Good Satisfactory Bad

Change in the production output over the past two years. Almost a half (48.0%) of the surveyed business
entities indicated that they increased their production or service output in 2018-2019. Approximately a third
(36.3%) of the respondents did not change the output while 18.4% of the respondents reduced it. Thus, the
index of business activity is +0.32 (at the level of the total respondents surveyed), which reflects the
predominance of the share of business entities that expanded their output over the share of those who
reduced it.

Change in the industrial/services output and in the number of employees in
Dnipro, % of the respondents

60,0% 48,0% 3 >41%
40,0% 30,3% 32,6%
= I B = m
,U7%
0,0% [ [
Increased Did not change Decreased Increased Did not change Decreased
Industrial/services output Number of employees

Change in the number of employees of the business entities over the past two years. More than a half of
the surveyed business entities (54.1%) indicated that the number of their employees did not change in 2018-
2019. The share of business entities that increased the number of their employees (32.6%) has proved to be
more than two times higher than the share of those where the number of employees decreased (13.4%)
Thus, the index of changes in the number of employees is +0.19, which is higher than the average of +0.16
for all the cities surveyed.

Deregulation: changes in administrative procedures According to the respondents, the process and

conditions of business registration have been simplified the most in the last two years, while the situation
with inspections and tax administration has not improved.

41.0% of the businesses surveyed point out the simplification of business registration in the previous two
years. The rest of the respondents did not feel any changes in this procedure, and only a small share of the
respondents (4.9%) said that, in their opinion, business registration has become more difficult. As a result,
the index of change in the registration procedures is +0.31%. This is the highest value of the index compared
to the other two procedures, which include the passing of inspections and the administration of taxes.

20 Calculated as the average of all responses on a scale from -1 to 1, where 1 corresponds to a simplification of this

procedure, 0 - no change, and -1 to a complication.
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Assessment of changes in administrative procedures (Dnipro),
% of the respondents
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When it comes to the administration of taxes, more than a half of business entities (56.6%) say that they
have not noticed any changes in the complexity of this procedure. The rest of the business entities are divided
into two parts, which include those for whom the payment of taxes has become easier (23.7%) and those for
whom it has become more difficult (19,7%). Therefore, the index of change in the procedures for
administration of tax payments tends towards zero and equals +0.04.

The index of changes in passing inspections is positive and equals +0.01. 16.3% of business managers and
individual entrepreneurs claim that inspections have become more difficult. This share is slightly lower than
the percentage of businesses according to which inspections have become easier compared to 2018 (17.4%).
However, the largest share of the surveyed businesses (66.3%) did not notice any changes in relation to
inspections.

As a result, the value of the general index of changes in administrative procedures, which is calculated as an
average value of the indices of change of these three procedures, is +0.12.

Recommendations

According to the MCI results (subject to the weak components and dimensions) the following key
recommendations have been formulated for the city. In addition, the city government should pay attention
to recommendations that are common for all the cities in general.

Component 1. Starting a business.

e Faster business registration should be encouraged. It is necessary to increase the number of business
registrars in local self-government authorities.

* Itis necessary to improve the quality and availability of consulting services when starting a business,
in particular, by expanding the capacity of consulting services in the centers of administrative
services.

* The quality of services provided as part of issue of various permits must be improved to reduce the
time required to obtain such documents.

Component 2. Access to public property
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* Itis necessary to ensure transparent access to information on the availability of community-owned
land that can still be used for construction, though, in particular, the official website of the city
council.

* Itis necessary to ensure transparent access to information about community-owned real property,
though, in particular, the official website of the city council.

Component 5. Taxes and duties

* It is necessary to regularly analyze the burden of local taxes and duties and its impact on local
businesses.

Component 8. Leadership of municipal authorities

* It is necessary to ensure constant communication and dialogue between businesses and local
authorities, in particular, through the establishment and operation of special advisory bodies with
the participation of entrepreneurs.

* It is necessary to ensure a higher level of business involvement in the development of local
documents (strategies, plans, programs, etc.) and consultations on regulations.

Component 9. Development resources

* It is necessary to increase expenses on support for entrepreneurs to ensure the operation of the
business support infrastructure and financial support programs.

* It is necessary to conduct an audit of business support infrastructure facilities to determine their
efficiency and development pattern.

* It is necessary to use best practices applied by other cities to organize the operation of business
support centers, co-workings, business hubs, clusters, etc.
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Zhytomyr

General information
Zhytomyr is the administrative center of the T
Zhytomyr Region and a city of regional K/JT-H\"L?M@/\ Rt ' ?
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significance. : 9 DU ':P
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The city is also the administrative center of the ( O T Y _ ~
Zhytomyrskyi district, although it is not part < Lo U (P ;f
thereof. «\m\,‘\_:'fr/ff\“% o f

In September 2018, the Zhytomyr City ek r‘%i: = f
Amalgamated Territorial Community was T{; 7 P %\h
established. The community encompasses the ~ Qﬁ friff
Zhytomyr City Council (the city of Zhytomyr) ~

and the Veresy Village Council (the village of Veresy).?

The city is divided into two inner districts — the Bohunskyi District and the Koroliovskyi District. Pursuant to
the resolution of the City Council, the Bohunskyi District Council and the Koroliovskyi District Council will
perform their functions until next local elections in Zhytomyr.??

Location
The city of Zhytomyr is located on the Teteriv River in the north-western part of Ukraine.

Zhytomyr is located in the south of the region. The territory of the city is enclosed by the Zhytomyr District.
Berdychiv, which is the second largest city by population in the Zhytomyr Region (75 thousand inhabitants as
of January 1, 2019), is located near Zhytomyr . Other large cities of the region include Korosten (64 thousand
inhabitants) and Novohrad Volynskyi (57 thousand inhabitants).

The closest regional centers to Zhytomyr are Rivne, Khmelnytskyi, Vinnytsia, and Kyiv.
Demographic situation

As of January 1, 2019, the permanent population of Zhytomyr was 264 thousand people. The city is the
largest settlement of the Zhytomyr Region. It accounts for almost a fifth of the region’s population (21.6%).%3

The population of Zhytomyr, as just in Ukraine generally, is dominated by women (54%). There are 853 men
per 1,000 women (864 men at the country level). The share of the population aged from 15 to 64 is 70.4%

21 please see https://decentralization.gov.ua/gromada/685#

22 please see http://zt-rada.gov.ua/?3398[0]=6021.
2 Here and below in the report, the statistical data of the Zhytomyr Region Statistics Headquarters of the State Statistics
Service of Ukraine are used.
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(67.8% at the country level). In total, there are 421 people (475 at the country level) aged 0-14 and over 65
per 1,000 people of working age.

A natural decline of the population was observed in Zhytomyr in 2018 (-4 per 1,000 inhabitants). The death
and birth rates reached 12.3 and 8.3, respectively.

Development of entrepreneurship

Key structural business statistics in Zhytomyr in 2018

Absolute figures Relative figures
Number . ) Share in
of Employment, Turnover, Share in total  Share in total total
. thsd persons UAH bn number employment
entities turnover
Large
0.02% 6.8% 16.7%
enterprises 3 4.6 7.7 0 0 ’
SMEs 16167 63.5 38.3 99.98% 93.2% 83.3%
Medium o o o
enterprises 126 245 195 0.78% 36.0% 42.3%
Small o o o
enterprises 2560 141 115 15.83% 20.7% 25.0%
In which
. 13.20% 7.9% 9.3%
micro 2135 54 4.3
IEs 13481 24.9 7.4 83.37% 36.6% 16.0%
Total 16170 68.1 46.0 100.00% 100.0% 100.0%

Source: Own calculations based on the data of the Zhytomyr Region Statistics Headquarters of the State
Statistics Service of Ukraine

Number of business entities

In 2018, Zhytomyr counted 16.2

) . Number of enterprises and IEs in Zhytomyr (2015-
thousand small and medium-sized

2018), thous.

enterprises (including 126
medium-sized enterprises, 2.6

20,0 17,4
thousand small enterprises and ’ 16,8 143
13.5 thousand individual = 15,0 ' 13,5
entrepreneurs) but only three 10,0
large-scale enterprises. It follows
that only 16.6% of business entities =~ >0 2,5 2,3 2,5 2,7
were registered as legal entities 0,0 [ ] [ ] I
(compared to the country’s 2015 2016 2017 2018
average of 19.3%), which is one of B Enterprises IEs

the lowest rates among the cities Source: SSSU, Main Statistical Office in the Zhytomyr region

selected for the survey.

Zhytomyr is ranked number 17 for the number of business entities among the cities selected for the survey.
The city accounts for 32.8% of the total number of business entities in the Vinnytsia Region. Accordingly,
Zhytomyr has a somewhat lower concentration of businesses compared to other regional centers, which
potentially can be explained by the presence in the region of other large cities such as Berdychiv, Korosten,
and Novohrad Volynskyi.
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In 2018, the number of SMEs in the city decreased by 3.9% compared to 2017, although their share increased
by 1.9% at the country level. This was due to a 5.9% decrease in the number of individual entrepreneurs,
which share increased by 1.2% at the national level. In addition, the shares of small and medium-sized
enterprises increased by 8% and 3.3% respectively

There were 606 SMEs per 10,000 inhabitants in Zhytomyr, which is one of lowest rates among the selected
cities (ranked number 18) This indicates that small and medium-sized enterprises in Zhytomyr is less active
compared to the other regional centers.

Employment

In 2018, the Zhytomyr-based business
entities employed 68.1 thousand persons,
which is 0.5% higher than in 2017 (the

The share of small enterprises in the total
number of persons employed at economic

22,0% entities in Zhytomyr, % . ]
corresponding country’s average is 4.8%).
20.8% The city accounts for almost a third
21.0% 0% 20,7%
’ 203% (34.7%) of the total number of persons
; employed at business entities in the
20,0% Zhytomyr Region.
19,3% 19,2%
19,0% 19,3% The share of people employed at SMEs in

2015 2016 2017 2018 Zhytomyr reached 93.2% of the total

&= Zhytomyr = Ukraine quantity of people employed at all

Source: SSSU, Main Statistical Office in the Zhytomyrregion business entities, which is 11.7 p.p. higher
than the country’s average (81.5%). This is, in particular, due to a lesser role of large businesses in the creation
of jobs in the city. More than a half of people employed work for small businesses. In particular, individual
entrepreneurs provided 36.6% of the total jobs, while 20.7% of the persons employed work for small

enterprises.

For the reasons of confidentiality of data in 2017, no information about increase in employment in the SME
sector in general and at large enterprises in Zhytomyr is available. In 2018, the number of persons employed
at small enterprises of the city remained at the 2017 level (although their share decreased by 1.1% at the
country level). Employment by individual entrepreneurs grew by 1.5 thousand people or 5.5% (10.5% at the
country level).

Statistics show that the Zhytomyr region in general shows a somewhat higher unemployment rate among
working age population than Ukraine as a whole. In 2019, the corresponding indicator for the region was 10%
compared to 8.6% at the country level. In late 2019, 1,321 people were officially unemployed in Zhytomyr,
while there were only 639 vacant jobs. Accordingly, the registered unemployed persons created a load of
nearly 2 people per a vacancy. However, the quarantine measures and crisis developments caused by the
COVID-19 pandemic may deteriorate the employment situation in the city in 2020.

Turnover

At the end of 2018, the turnover of goods and services by business entities in Zhytomyr reached UAH 46
billion based on current prices. Compared to 2017, the real growth (i.e. adjusted for inflation) of turnover
reached 10.3%, which is 2.2 percentage points higher than Ukraine’s average (8.1%). The business entities of
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the city accounted for 36% of
the total turnover in the region. The share of small enterprises in the total turnover
of economic entities in Zhytomyr, %
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confidentiality of data in 2017, Source: SSSU, Main Statistical Office in the Zhytomyr region

no information about increase in the turnover by the SME sector in general and by large enterprises in
Zhytomyr is available. However, in 2018 small enterprises demonstrated a real growth of turnover (goods
and services) by just 12.6% compared to 2017 (the country’s average is 7.5%). In addition, the turnover of
individual entrepreneurs in the city increased by 10% (compared to Ukraine’s average of 13.5%).

Sales of industrial products

No statistical information on key performance indicators of enterprises in terms of the types of their
economic activities is available at the level of cities of regional significance and districts. However, there are
statistical data on the sales of industrial products by the types of activities. Such information allows us to
determine key industries of Zhytomyr.

According to the data provided by the Zhytomyr Region Statistics Headquarters?*, the 2018 sales of industrial
products in Zhytomyr reached UAH 17.5 billion. 58.2% or UAH 9.9 billion of those sales were accounted for
the processing industry. In particular, 21% or UAH 3.6 billion were generated by the manufacture of
foodstuffs, beverages, and tobacco products®. The manufacture of rubbers and plastics and other non-metal
products come second in the processing industry (10.5% or UAH 1.8 billion). Other important types of
activities are metallurgical products and the manufacture of finished metal products (approximately UAH 1.4
billion or 8.3%), textile products, clothing, leather, leather products and products made of other materials
(UAH 1.1 billion or 6.6%) , manufacture of wood and paper products, and the printing industry (UAH 0.9
billion or 5.3%).

Capital investments

In 2018, Zhytomyr accounted for more than UAH 2.3 billion in capital investment. This is more than a third
(35.3%) of the total capital investment in the Zhytomyr Region. In 2018, the amount of capital investment
per capita was approximately UAH 11.7 thousand, which is slightly less than the country’ average of UAH
13.7 thousand per capita. This is the sixteenth best indicator among the cities covered by the survey.

24 Sales data by types of industrial activities are generated in accordance with the functional principle (based on
homogeneous products). Zhytomyr — 2018. Statistical compilation.
25 Data by types of industrial activities are generated based on homogeneous products).
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In particular, almost two thirds (62.3%) of the capital investments were funded by enterprises and
organizations at their own expense. 17.7% was funded from the local budget, 11.1% was funded from the
state budget, and 6.8% was funded using bank and other loans.

Exports

According to the State Statistics Service of
Goods and services exports from Zhytomyr

Ukraine, Zhytomyr's exports of goods
(2015-2018), USD m

amounted to nearly USD 176.6 billion in

2018, which is 13.1% higher than in 2017. 200 1561 176,6
Zhytomyr was ranked number 15 on this 1251 1312 )
metric among the surveyed cities in
respect of which relevant statistical data 100

ere available.
W vl >0 16,9 16,6 20,6 24,7
On the other hand, the exports of services 0
. 2015 2016 2017 2018
increased by 19.9% and reached USD 24.7

B Goods Services

m (also ranked number 15).
( ) Source: SSSU, Main Statistical Office in the Zhytomyr region

An analysis of the foreign trade structure of Zhytomyr has demonstrated that in 2018 approximately a third
of exports (34.2%) was provided by agricultural and food products. When it comes to other products, then
16.3% accounted for products made of ferrous metals, 14.5% accounted for wood and wood products, and
6.5% accounted for textile clothes and other textile products.

Foreign direct investments

As of December 31, 2018, the city of Zhytomyr accounted for USD 95.2 m of foreign direct investments
(equity). The specified amount was USD 10.7 m or 12.7% higher than at the beginning of 2018. This is one of
the highest growth rates among the cities covered by the survey. On the other hand, there was USD 359,4 of
FDI per capita in Zhytomyr as of the end of December 2018.

It should be noted that in general the Zhytomyr Region is ranked only number 17 by the volume of FDI (equity)
among all the regions of Ukraine However, 37.3% of direct investments in the Zhytomyr Region are
concentrated in the city.

Safety and comfort

The results of other studies allow us to look at the level of safety and comfort of living in the selected cities
based on the assessments of their inhabitants These factors are important for understanding the overall
situation in the city. In addition, it is possible to compare those research studies with some results of MCI.

According to the study titled “Sixth Annual Ukrainian Municipal Survey” %6, the city of Zhytomyr was ranked
number 14 on the Quality of Public Goods and Services Index with a score of 2.8 points (on as scale from 1
(terrible) to 5 (excellent)), indicating that the residents are somewhat dissatisfied with the level of comfort

%6 The survey was conducted by the Sociological Rating Group on behalf of the International Republican Institute’s
Center for Insights in Survey Research; The survey was funded by the United States Agency for International
Development (USAID). Please see
http://ratinggroup.ua/research/regions/shestoy_vseukrainskiy_municipalnyy_opros.html
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in their city. Zhytomyr is ranked number 11 for the quality of health services, number 12 — for industrial
development, and number 9 — for sports services.

As part of the same study, Zhytomyr lags in terms of security, according to its residents. The value of the
corresponding Index for Zhytomyr is 1.4 (on a scale from 0 to 3, where 0 means “I feel completely unsafe”
and 3 means “I feel completely safe”). The city is ranked number 20 on this metric among the 24 cities
covered by the survey. Approximately a half (46%) of the respondents said they felt rather safe or completely
safe at night. The same percentage of the respondents reported that they felt rather unsafe or completely
unsafe.

Results of the “Municipal Competitiveness Index” in Zhytomyr

Description of the survey sample

212 business entities took part in the survey in Zhytomyr. These were 156 (29.4%) enterprises (legal entities)
and 86 (40.6%) individual entrepreneurs (PEs). When analyzing the answers, the data array was weighed by
the types of business entities (64.0% of legal entities and 36.0% of PEs) to ensure that it was compliant with
the parameters of the target sample.

Size of the surveyed business entities

Most respondents (85.4%) were micro businesses — business entities employing from 1 to 10 people. 12.7%
were small entities with 11 to 50 employees. Medium-sized entities (from 51 to 250 employees) account for
1.4% of the respondents, while large entities (more than 250 employees) account for 0.5%.

Surveyed businesses by size (Zhytomyr), %

100,0% 85,4%
50,0% 12 79
7% 1,4% 0,5%
0,0% ]
<10 employees 11 - 50 employees 51 - 250 employees >250 employees

Industry and type of activity

The surveyed business entities in Zhytomyr operate in various sectors of the economy. 22.6% of surveyed
business are engaged in trade (including in wholesale and retail, repair of motor vehicles). 16.0% of the
respondents are employed in the industry, 10.8% —in the construction, and 1.4% —in the agriculture. Almost
a half of the surveyed businesses account for the service sector (49.1%) 11.3% of the respondents provide
information and communication services, while professional services are provided by 8.0% of the
respondents. 29.7% of the respondents provide other services (businesses operating in the transport, arts,
sports, education, healthcare, finance, and other service-related sectors).

Surveyed businesses by sector (Zhytomyr), %

40,0%
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retail trade  communication services
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Year of registration
Most of the surveyed business entities were registered earlier than in 2017 (79.2%). In 2018-2019, 20.8% of
the respondents were registered.

Age and gender breakdown of business owners and managers

According to the survey findings, 70.0% of the Zhytomyr-based businesses are owned by men, while the
remaining 30.0% are owned by women. In addition, the share of men owning legal entities is even higher
(72.8% of men vs. 27.2% of women).

Men run 71.9% of legal entities, while the share of female managers accounts for 28.1%. When it comes to
PEs, who are owned and run by the same person, the quantitative advantage of men is less apparent (62.8%
vs. 37.2%). Men run 67.7% of legal entities, while the share of female managers accounts for 31.3%.

The average age of business owners in Zhytomyr is 42.4 years (the country’s average is 42.8 years). However,
individual entrepreneurs are on average four years younger than the owners of legal entities (39.2 years vs.
43.7 years) in Zhytomyr.

Municipal Competitiveness Index: results of Zhytomyr

According to the survey findings, Zhytomyr
was ranked number 11 scoring 53.75 points as ‘
part of MCI 2019/2020. Thus, Zhytomyr is b~y
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rating — Khmelnytskyi (number one) and \, oh g
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Vinnytsia (number four) — are located close
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to Zhytomyr. On the other hand, Kyiv, whichis Vinnytsia

classified under the group of cities with low \
MCI scores (ranked number 21), is located s

near Zhytomyr. TP

The average score of the city is due to different scores obtained on different components (sub-indices) of the
rating.

The strongest components are:
* Transparency and data openness (number five)
*  Access to public property (number seven)
* Development resources (number eight)

The weakest components are:

*  Compliance cost (humber 21)
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*  Security of operating a business (humber 20)
* Starting a business (hnumber 15)
* Informal payments and corruption (number 15)

1. Starting a business
Zhytomyr scored 4.49 points on Component 1 “Starting a Business.” This is the fifteenth highest score among
all the cities. This component is one of the most challenging for the city due to problems that arise during
registration of businesses.

In particular, according to the survey findings, the registration of a business in Zhytomyr in 2018-2019 took
more time than on average in the country (6.7 days compared to 6.1 days). On the other hand, it took on
average 2.5 days to have changes entered into the register, which is more than one day less than all the cities’
average of 3.6 days. In Zhytomyr, 13.8% of the respondents who registered a business in 2018-2019 reported
problems and barriers during the registration. This corresponds to one of the highest rates among the cities
surveyed. This is also five pp higher compared to all the cities’ average (8.8%). However, 75.2% of the
respondents received necessary advice during the registration process, which exceeds the country’s average
of 70.7%.

It took 34.6 days to launch a business (from the date of submission of documents for registration to the date
of the first sale of goods or services) in Zhytomyr, which is more than two days longer than on average in the
country (32.1 days).

On the other hand, the city faces less serious problems related to the time necessary to obtain certain
permits. The obtaining of construction permits and registrations took, on average, 37.2 days in the country
and 20.9 days in Zhytomyr, which is one of the lowest indices among the cities covered by the survey. It took
less time in Zhytomyr to obtain a declaration of conformity to the requirements of the fire safety legislation
in respect of a business entity’s facilities (10.7 days compared to the cities’ average of 11.8 days).

A heavier workload of registrars in the city can be one of the reasons for its low score on the business
registration component. There are only five registrars per ten thousand business entities in Zhytomyr
(including government authorities, local self-government authorities and notaries public).

2. Access to public property

Zhytomyr scored 5.65 points and was ranked number seven on the component (sub-index) titled “Access to
public property.” A problem related to title documents prevented Zhytomyr from being ranked among the
leaders. 28.2% of the respondents reported that they had documents certifying the ownership / lease of the
land where their business operates (compared to the country’s average of 30%). This makes 44.1% of the
respondents believing that land documents are their concern (compared to the country’s average of 46.8%).
In 2018-2019, it took on average 39.1 days to obtain documents certifying the ownership / lease of the land
in Zhytomyr, which is one of the best indices among the cities surveyed (compared to the average of 72.4
days for all the respondents surveyed).

16.2% of the respondents in Zhytomyr reported the accessibility of information on available community-
owned land plots, which can be provided for use or used for construction, etc. (18.1% of the total respondents
surveyed). In addition, 34.1% of the respondents indicated that information on the municipal real property
(including non-residential facilities) was available (29.2% of the total respondents). It follows that
entrepreneurs in Zhytomyr have twice as much better access to information on the municipal real property
compared to the information on the land.
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3. Transparency and data openness
Zhytomyr was ranked number five and scored 7.23 points on the “Transparency and data openness”
component. In Zhytomyr, the majority of the respondents expressed a high opinion of the access to
information on the local budget, local regulations, and public procurements.

In particular, the highest rate in Zhytomyr were assigned to the access to information on local procurements
(23.3% of ‘good’ and ‘excellent’ rates), which is the best index among all the cities (compared to all the
respondents’ average of 17.3%). Although the access to information on local regulations was assessed
positively by on average 13.9% of all the respondents in all the cities surveyed, the share of such respondents
in Zhytomyr was 15.6%. On the other hand, the access to information on the local budget in Zhytomyr was
rated worst — 12.2% compared to 10.2% of all the respondents surveyed.

4. Compliance cost

The number of days that entrepreneurs spend on communications with inspectors and the quantity of
inspector visits are challenging components for Zhytomyr in terms of compliance cost. The city was ranked
number 21 and scored 5.87 points on this component. The city’s score was determined by high (compared
to the other cities) rates assigned by the respondents in respect of the time spent on communications with
inspectors.

In Zhytomyr, entrepreneurs spend on average 4.1 days for compliance with local regulations, which is almost
in line with the country’s average (four days). 3.1% of an annual income is, on average, spent on compliance
with the requirements of local regulations in Zhytomyr, which is less than 3.7% spent on average by all the
respondents.

The findings of the survey show that entrepreneurs in Zhytomyr are more frequently visited by local
inspectors (0.86 times per year on average compared to the country’s average of 0.7 times per year).
Consequently, the average time spent on communications with the inspectors corresponds to almost seven
days, which is two days more compared to the country’s average (five days).

5. Taxes and duties

Component (sub-index) 5 titled “Taxes and duties” is a relative weakness of Zhytomyr. The city was ranked
number nine and scored 6.97 points on this component. The average score of Zhytomyr was due to a
combination of such factors as relatively low expenses for payment of taxes, sufficiently low time spending
for administration of taxes and duties, a lower local tax burden, and the availability of local tax exemptions.

As part of the survey in Zhytomyr, the respondents said that they spent, on average, 26.6% of their annual
income on taxes and duties (including USC), which is almost in line with the average for all the cities (26.8%
of the annual income). Entrepreneurs in Zhytomyr spent, on average, 56.7 days on the administration of
taxes and duties, which is less than the average for all the cities (59 days).

Only 17.1% of the respondents in Zhytomyr said that local taxes are a barrier for their business, while the
average for all the cities was 20.4%. In addition, 5.0% of the respondents in Zhytomyr reported being exempt
from local taxes and duties in 2018-2019, which is one of the highest scores among the cities covered by the
survey (the average for all the respondents is 3.6%).

6. Informal payments and corruption

According to the survey findings, Zhytomyr was ranked number 15 and scored 4.67 points on Component
(sub-index) 6 titled “Informal payments and corruption.” Zhytomyr’s score is due to such factors as an
approximately average prevalence of “informal payments” and a low than average awareness of
entrepreneurs about existing anti-corruption measures taken by the city.
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In particular, as part of Dimension 1 “Bribes / Gifts” 9.6% of the respondents reported situations related to
“informal payments” when approaching the municipal officials for any issues concerning the running of a
business in 2018-2019. On average, 9.9% of the respondents faced such situations. On the other hand, as
part of Dimension 2 “Anti-corruption efforts,” 28.4% of the respondents were informed about the
implementation of specific anti-corruption measures by the city authorities (open budget, digital reception,
municipal anti-corruption program, etc.), while the average for all the cities surveyed was 31.8%.

7. Security of operating a business

Zhytomyr was ranked number 20 and scored 4.05 points on Component (sub-index) 7 titled “Security of
operating a business.” The low score of the city is due to a high enough percentage of businesses who
reportedly suffered from illegal takeovers or other criminal acts

According to the survey data, nearly every second respondent (44.8%) in Zhytomyr believes that competitors
run shady businesses, which is approximately one p.p. less than the country’s average (45.1%). 2.5% of the
total respondents experienced attempts of illegal takeovers at the country level in 2018-2019. However, the
problem of illegal takeovers in Zhytomyr seems to be more critical as 3.3% of the respondents reported that
they faced such acts.

16.7% of the respondents in Zhytomyr reported that they suffered losses as a result of extortions, thefts,
robberies, or acts of vandalism or arson in 2018-2019. This is one of the highest indices among all the cities
covered by the survey. The corresponding country’s average on this metric was 14.3% of the respondents.
However, according to the respondents, losses from criminal acts accounted for 14.6% of their annual
income, which is one of the highest indices in Ukraine (the country’s average is 10.8%).

In Zhytomyr, businesses spend, on average, 2.9% of their annual income on security / protection, which is
somewhat higher compared to the country’s average of 2.7% of the annual income.

8. Leadership of municipal authorities
Zhytomyr was ranked number nine and scored 5.23 points on Component (sub-index) 8 titled “Leadership of
municipal authorities.” The city was assigned an average score on two dimensions of which the sub-index
consists — “Business development support” and “Public-private dialogue.”

Zhytomyr scored 5.63 points and was ranked number 10 on the “Business development support” dimension.
Compared to an average of all the respondents, the Zhytomyr-based entrepreneurs are more optimistic
about the attitude of representatives of the municipal authorities towards private businesses. 20.5% of the
respondents believe that the attitude of the municipal authorities towards businesses is “very good” or
“good” (the average for all the cities is 20%). In addition, 41.2% of the respondents agree that the municipal
authorities support start-ups (compared to the average of 38.3% for all the cities), and 37.5% indicate that
the municipal authorities support existing businesses (compared to the average of 35.5% for all the cities. On
the other hand, according to the “hard data,” Zhytomyr scored seven points of ten. In particular, the City
Council does not have an anticorruption hotline. Further, the city does not offer tax incentives (in respect of
the unified tax) necessary for the development of certain types of activities, which would point to a higher
proactivity of the municipal authorities in relation to supporting new and existing businesses. The absence of
defined city boundaries can be another problem in Zhytomyr.

The score obtained on the “Public-private dialogue” dimension shows that businesses face less problems in
their communications with the local government in Zhytomyr compared to most other cities. On this
dimension, the city was ranked number eight and scored 4.83 points. 6.8% of business representatives in
Zhytomyr believe that they have “extensive” or “very extensive” opportunities to participate in the
development of local documents (strategies, plans, programs, etc.), while the average for all the cities
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surveyed is 6.5%. In addition, 8.3% of the respondents indicate that the city always or often holds
consultations with entrepreneurs before passing new or amending existing regulations that may affect
businesses (compared to 7.4% on average for all the cities).

9. Development resources

Zhytomyr was ranked number eight and scored 4.94 points on Component (sub-index) 9 titled “Development
resources.” The city’s assessment is based on the results of three dimensions that form a single component.
Those dimensions are Human resources, Financial resources and infrastructure, and Business support
infrastructure.

Zhytomyr was ranked number seven and scored 6.13 points on Dimension 1 (Human resources). An analysis
of individual indicators of this dimension has demonstrated that 10.1% of the respondents in Zhytomyr rate
the quality of the local workforce as “excellent” or “good” (the average for all the respondents surveyed is
7.6%). In addition, only 11.2% of the respondents surveyed give positive assessments of vocational education
of employees in the local labor market (the country’s average is 10%). Accordingly, just as in the other cities,
an insignificant percentage of individual entrepreneurs in Zhytomyr rate high the available workforce.

However, almost two thirds of the respondents (62.1%) believe that insufficient workforce training is a
serious barrier to doing business (the average for all the respondents is 60.7%). 72% of the respondents
reported that they face a lack of workforce (70% of all the respondents surveyed). It follows that the lack of
qualified workforce is the third most severe problem faced by entrepreneurs in Zhytomyr, according to the
rating of barriers to doing business (as reported by 34.9% of the respondents).

The analysis of the number of workforce in the city is supplemented by statistical data. In particular, there
were approximately flour vacancies per 100 businesses in Zhytomyr at the end of 2019, which approximately
corresponds to the average for all the cities surveyed (3.6 vacancies)27. In addition, the share of working age
population (aged 15-64) corresponds to 70.4% in Zhytomyr (as of January 1, 2019), which is one of the highest
percentages among all the cities surveyed. The corresponding country’s average on this metric was 67.8%28.
Thus, the problem of population aging may be less tangible in Zhytomyr compared to the other cities and the
country in general.

Zhytomyr was ranked number 16 and scored 3.80 points on Dimension 2 (Financial resources and
infrastructure). According to the survey findings, only 1.2% of the respondents at the country level received
financial support from municipal authorities in 2018-2019. When it comes to individual cities, the share of
such respondents in Zhytomyr accounts just for 0.5%, which is one of the lowest percentages among all the
cities surveyed. However, 78.4% of the business entities surveyed in Zhytomyr believe that the lack of
financial resources is a serious barrier to doing business (the average for all the cities is 77.8%).

Data on the city’s budget expenditures complete the picture of financial resources allocated to support
businesses in the city. In 2019, actual spending on support for small and medium-sized enterprises reached
approximately UAH 136,000 per 10,000 businesses.29 It should, however, be noted that, in general, SME
support expenditures are low or non-existent in most of the cities. However, a higher amount of expenditures

27 Sources for calculations: 1) Number of vacancies: The situation in the labor market and the results of activities of the
state employment service. Data on the page of the Zhytomyr Region Employment Center,
https://zhy.dcz.gov.ua/analitics/78 2) Number of businesses: According to the Zhytomyr Region Statistics Headquarters
28 According to the Zhytomyr Region Statistics Headquarters of the State Statistics Service of Ukraine
2% Reports on the implementation of local budgets (expenditures under program classification code 7610 - Promotion
of small and medium entrepreneurship), as well as responses of the city councils to requests for publicinformation were
used. For some cities, information on expenditures was updated through telephone interviews with the employees of
executive authorities of the city councils.
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or even the existence of such support in general may point to a higher level of leadership of municipal
authorities in relation to business support

When it comes to the infrastructure, the entrepreneurs surveyed in the cities covered by the study had
reportedly a different experience in relation to connection to electricity grids. In Zhytomyr, connection to the
electricity grid took on average 64 full days from the date of an application until the date of actual connection.
The corresponding country’s average was 85 days. It follows that it is, on average, less complicated to have
a business connected to the electricity grid in Zhytomyr than in any of the other cities surveyed.

Zhytomyr was ranked number nine and scored 4.87 points on Dimension 3 (Business support infrastructure).
According to the survey data, 7.6% of the respondents personally received business support services from
the municipal authorities (information, advice, training, etc.), which is lower than all the cities’ average (11%).
At the same time, 57.8% of them rated such services as “good” and “excellent,” which is one of the highest
percentages among the cities surveyed (48.6% of the total respondents surveyed).

36.5% of the business entities surveyed indicate the existence of business support centers in Zhytomyr, which
is higher than the average for all the cities surveyed (32.6%). In addition, according to the ‘hard data,” there
were two business support infrastructure facilities in the city at the end of 2019, which were created with
the participation of the city authorities. Those facilities are City Development Agency, a community-owned
facility, and the Center for Investment of the Zhytomyr City Council, a community-owned enterprise. Thus,
entrepreneurs’ awareness of business support centers may relate to other business support infrastructure
facilities existing in the city.

Only 36.6% of the business entities surveyed in Zhytomyr are aware of the activities of business associations
and business clubs in their city (45.9% of the total respondents surveyed). This is one of the lowest
percentages among the cities covered by the survey. However, 12.1% of the surveyed organizations and
individual entrepreneurs are members of such organizations, which nearly corresponds to the percentage
recorded for all the respondents in general (11.5%).

10. Support of innovations
The city of Zhytomyr was ranked number 13 and scored 4.65 points on Component (sub-index) 10 titled
“Support of innovations.”

22.9% of the respondents in the city reported that their businesses interacted with research institutions or
technology companies in 2018-2019, which is one of the highest indices among all the cities (compared to
the average of 18.9% for all the cities). However, businesses in Zhytomyr are, on average, less satisfied with
technology transfer compared to the other cities. 6.2% of the respondents pointed out that the related needs
(the transfer of patents for inventions, etc.) are “met to a significant extent” or “fully met” (compared to the
country’s average of 8%)

The respondents in Zhytomyr give a high assessment of the local government’s support for local innovation
programs (funded from the local budget) with the city scoring 1.97 of five points compared to the average
score of 1.91 for all the cities. In addition, Zhytomyr introduced new technologies, solutions, or products less
frequently than all the other cities on average in 2018-2019 (37.1% compared to 40.2%). Further, only 1.8%
of the surveyed enterprises and individual entrepreneurs reported that they belonged to clusters. This
percentage is lower than the country’s average of 2.1%. In general, all the factors provide an average
satisfaction with support for innovations in Zhytomyr among entrepreneurs.

50



Barriers to doing business

The surveyed business entities named the main barriers they face when doing business in Zhytomyr. Three
most important barriers included such factors as the lack of qualified workforce, high taxes, and low
consumer demand. Each of these barriers to doing business was reported by approximately a third of the
respondents (37.0%, 34.9% and 34.9%, respectively). Accordingly, just as in a number of the other cities, the
low consumer demand is the most severe problem in Zhytomyr that left behind the problem of high taxes
that leads the rating of the barriers according to all the respondents in general.

TOP-10 barriers to doing business in Zhytomyr, %

0,0% 10,0% 20,0% 30,0% 40,0%

Low consumer demand _ 37,0%
Hign taxes | 34,9%
Lack of qualified workforce _ 34,9%
tack of funds [N 21,2%
Complexity of legislation _ 15,4%
Municipal government corruption _ 13,8%

Complicated procedures of obtaining permits for
P oy BN 10,2%

certain business operations

Political risks _ 9,8%

Complexity of connecting the electric grid, water, o
gas supply systems, and sewage - 9,1%

High cost of the raw materials and supplies - 6,9%

One in five respondents (21.2%) perceives the lack of funds as a barrier. Complexity of legislation creates
barriers for 15.4% of the respondents and is followed by municipal government corruption (13.8%). One in
ten respondents complain about complex permit obtaining procedures (10.2%), political risks (9.8%) and
complexity of connection to electricity, water, and gas supply systems and sewerage systems (9.1%).
Although military actions in the East of Ukraine are among top 10 barriers for the country as a whole, in
Zhytomyr they were replaced by the high cost of raw materials and supplies (6.9% of the respondents).

Expectations and assessments of the business climate and economic conditions in Zhytomyr
Regional SME Business Climate Index. ABCA SME Business Climate Index in Zhytomyr is 0.19 (the city was
ranked number 12 among all the cities covered by the survey). This is more than in 2017 (0.08), which
indicates an improvement in perception of the business climate. This is in line with the all-Ukrainian trend.
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Long-term expectations for business activity. Business in Zhytomyr has optimistic long-term development
plans for the next two years. More than half of the respondents (52.3%) reportedly plan to expand their
business, and 41.7% want to stay at the current level. At the same time, only 3.5% of the respondents plan
to reduce their business, and 2.5% want to close it. The balance index30 is +0.46 (+0.45 at the country level).

Business activity expectations in the two-year perspective in Zhytomyr, % of the

respondents
100,0%
52,3%
’ 41,7%
50,0% >
H =
0,0% — —
Increase No changes Decrease Close the business

Assessment of the financial and economic situation of business entities. In Zhytomyr, the majority of the
business entities surveyed (56.3%) assessed their current financial and economic situation as satisfactory.
The rest of the respondents rated it as good (25.6%) or bad (18.1%) It follows that the positive assessments
outweigh the negative ones, and the balance index of the financial and economic situation is +0.07
(compared to the country’s average of +0.05).

Assessment of the business situation of business entities in Zhytomyr, % of the

respondents
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Assessment of the current overall economic environment for business activities Approximately a half of the
surveyed business entities (46.8%) assessed the current overall economic environment as satisfactory. 31.3%
of the respondents rate the overall economic environment as bad, and 21.9% as good. Thus, the index of
assessment of the overall economic environment for business activities is negative (-0.09). However, the
value of the index for the city is somewhat higher compared to the country’s average (-0.12).

30 Calculated as the average of all responses on a scale from -1 to 1, where 1 corresponds to a simplification of this
procedure, 0 - no change, and -1 to a complication.
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Change in the production output over the past two years. Almost a half (48.6%) of the surveyed business
entities indicated that they increased their production or service output in 2018-2019. Approximately a third
(33.5%) of the respondents did not change the output while 17.9% of the respondents reduced it. Thus, the
index of business activity is +0.31 (at the level of the total respondents surveyed), which reflects the
predominance of the share of business entities that expanded their output over the share of those who

reduced it.
Change in the industrial/services output and in the number of employees in
Zhytomyr, % of the respondents
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Change in the number of employees of the business entities over the past two years. More than a half of
the surveyed business entities (54.3%) indicated that the number of their employees did not change in 2018-
2019. The share of business entities that increased the number of their employees (30.9%) has proved to be
twice as much as the share of those where the number of employees decreased (14.9%) Thus, the index of
changes in the number of employees is +16, which equals the average of +0.16 for all the cities surveyed.

Deregulation: changes in administrative procedures According to the respondents, the process and
conditions of business registration have been simplified the most in the last two years, while the situation
with inspections and tax administration has not improved.

39.9% of the businesses surveyed point out the simplification of business registration in the previous two
years. The rest of the respondents did not feel any changes in this procedure. However, some respondents
(12.6%) said that, in their opinion, business registration has become more difficult. As a result, the index of
change in the registration procedures is +0.273. This is the highest value of the index compared to the other
two procedures, which include the passing of inspections and the administration of taxes.

When it comes to the administration of taxes, more than a half of business entities (53.2%) say that they
have not noticed any changes in the complexity of this procedure. The rest of the business entities are divided
into two nearly equal parts, which include those for whom the payment of taxes has become easier (25.9%),

31 Calculated as the average of all responses on a scale from -1 to 1, where 1 corresponds to a simplification of this
procedure, 0 - no change, and -1 to a complication.
53



and those for whom it has become more difficult (21.0%). The index of change in the procedure for
administering tax payments is +0.05.

The index of changes in passing inspections tends towards zero and is negative (-0.02). 19.8% of business
managers and individual entrepreneurs claim that inspections have become more difficult. This is slightly
higher than the share of businesses according to which inspections have become easier compared to 2018
(17.5%). However, the largest share of the surveyed businesses (62.7%) did not notice any changes in relation
to inspections.

As a result, the value of the general index of changes in administrative procedures, which is calculated as an
average value of the indices of change of these three procedures, is +0.10.

Assessment of changes in administrative procedures (Zhytomyr),
% of the respondents
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Recommendations

According to the MCI results (subject to the weak components and dimensions) the following key
recommendations have been formulated for the city. In addition, the city government should pay attention
to recommendations that are common for all the cities in general.

Component 1. Starting a business.

e Faster business registration should be encouraged. It is necessary to increase the number of business
registrars in local self-government authorities.

e Itis necessary to improve the quality and availability of consulting services when starting a business,
in particular, by expanding the capacity of consulting services in the centers of administrative
services.

Component 4. Compliance cost

e Deregulation measures need to be continued at the local level to reduce the time and money costs
of businesses on compliance with local regulations.

e Component 6. Informal payments and corruption

e Itis necessary to establish, and to ensure the operation of, necessary components of the local anti-
corruption system (municipal anti-corruption hotline).

e It is necessary to regularly disseminate information on corruption prevention and anti-corruption
measures to ensure the awareness of business entities thereof.

e Itis necessary to raise awareness of business entities of doing business with integrity.

Component 7. Security of operating a business
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e It is necessary to ensure cooperation with the law enforcement to improve the level of security in
the city in general, as the crime rate also impacts the security of doing business.
Component 9. Development resources

e [t is necessary to increase expenses on support for entrepreneurs to ensure the operation of the
business support infrastructure and financial support programs.

e |t is necessary to conduct an audit of business support infrastructure facilities to determine their
efficiency and development pattern.

e |t is necessary to use best practices applied by other cities to organize the operation of business
support centers, co-workings, business hubs, clusters, etc.
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Zaporizhzhia
Number 22 in MCI

General information

Zaporizhzhia is the administrative
center of the Zaporizhzhia Region and a
city of regional significance.

The city is also the administrative center

of the Zaporizkyi district, although it is
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not part thereof.
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Shevchenkivskyi. Each district has its
own district administration of the Zaporizhzhia City
Council 32

Location
The city of Zaporizhzhia is located on the banks of the Dnipro River in the southeast of Ukraine.

Zaporizhzhia is located in the northwest of the Zaporizhzhia Region. The territory of the city borders on the
Zaporizkyi and Vilnianskyi districts of the region. There are no other large settlements near Zaporizhzhia.
However, there are other cities in the region with more than 100 thousand inhabitants. Such cities are
Melitopol and Berdiansk.

The closest regional centers to Zaporizhzhia are Kherson, Dnipro, and Donetsk.

Demographic situation

As of January 1, 2019, the permanent population of Zaporizhzhia was 734.8 thousand people. The city is the
largest settlement of the Zaporizhzhia Region. Zaporizhzhia is accounted for almost a half of the region’s
population (43.1%), which is one of the highest percentages among all the regional centers in the country.3

The population of Zaporizhzhia, as just in Ukraine generally, is dominated by women (54.9%). There are 822
men per 1,000 women (864 men at the country level). The share of the population aged from 15 to 64 is
68.6% (67.8% at the country level). In total, there are 458 people (475 at the country level) aged 0-14 and
over 65 per 1,000 people of working age.

32 See more https://zp.gov.ua/uk/page/rajony.
33 Here and below in the report, the statistical data of the Zaporizhzhia Region Statistics Headquarters of the State
Statistics Service of Ukraine are used.
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Zaporizhzhia demonstrated one of the highest rates of natural population decline in 2018 (-8.2 per 1,000
inhabitants). The death rate was one of the highest among the cities surveyed (14.5), while the birth rate

reached 6.7.

Development of entrepreneurship

Key structural business statistics in Zaporizhzhia in 2018

Absolute figures

Relative figures

Number
‘ Employment,
c.) . thsd persons
entities
Large
enterprises 21 79.5
SMEs 38206 155.2
Medium
enterprises 318 64.1
Small
enterprises 8691 37.4
In which
micro 7663 17.3
IEs 29197 53.8
Total 38227 234.7

Turnover,
UAH bn

164.4
111.5

57.0

39.4

14.8
15.0
275.9

Share in total

number

0.05%
99.95%
0.83%

22.74%

20.05%

76.38%
100.00%

Share in total
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33.9%
66.1%
27.3%

15.9%

7.4%

22.9%
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Share in
total
turnover

59.6%
40.4%
20.7%

14.3%

5.4%

5.5%
100.0%

Source: Own calculations based on the data of the Zaporizhzhia Region Statistics Headquarters of the State

Statistics Service of Ukraine
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In 2018, Zaporizhzhia counted
38.2 thousand small and medium-
sized enterprises (including 318
medium-sized enterprises, 8.7
thousand small enterprises and
29.2

entrepreneurs).

thousand individual

However, there
were only 21 large enterprises,
corresponding to the third highest
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survey. In addition, the city accounts for almost a half (51.4%) of the total number of business entities in the

Zaporizhzhia Region, which highlights the pivotal role the city plays in the region’s economics. On the other

hand, there were 513 small and medium-sized enterprises per 10,000 locals (compared to Ukraine’s average

of 434).

In 2018, the number of SMEs in the city reduced by 2.8% compared to 2017 although it increased at the
country level (+1.9%). This was due to a 4.5% decrease in the number of individual entrepreneurs although

their share increased at the country level (+1.2%). In addition, the shares of small and medium-sized

enterprises in Zaporizhzhia increased by 3.9% and 3.5%, respectively.
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In 2018, 23.6% (the country’s average is 19.3%) of business entities were registered as legal entities, while
the others had the status of individual entrepreneurs. This is the third highest rate in Ukraine after Kyiv and
Dnipro.

Employment

In 2018, the Zaporizhzhia-based

The share of SMEs in the total number of . .
business entities employed 234.7
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SMEs in Zaporizhzhia reached 66.1% of the total quantity of people employed at all business entities, which
is approximately 15 p.p. lower than the country’s average (81.5%). This is, in particular, due to an important
role of large businesses in the creation of jobs in the city. In 2018, large businesses employed 79.5 thousand
people, which corresponds to more than a third (33.9%) of the total quantity of persons employed at business
entities in the city.

Compared to 2017, the number of people employed by SMEs in Zaporizhzhia reduced by 1.2% (the country’s
average is 5.7%) This is the sole negative index among the cities in respect of which information on the
quantity of people employed in the SMEs sector is available. In particular, the city saw a 5.2% decrease in
employment at medium-sized enterprises (although it increased by 5.8% at the country level) and a 3%
reduction in the number of people employed at small enterprises (which number reduced by 1.1% at the
country level). On the other hand, there was an increase in the number of people employed by individual
entrepreneurs (2.8 thousand persons or 5.5%), which was in line with the national trend (a 10.5% growth).
Similarly to SMEs, large businesses in Zaporizhzhia also reported a decrease in the number of their staff by
0.6%.

Statistics show that the Zaporizhzhia region demonstrates, in general, a somewhat higher unemployment
rate among working age population than Ukraine as a whole. In 2019, the corresponding indicator for the
region was 9.9% compared to 8.6% at the country level. In late 2019, 3,805 people were officially unemployed
in Zaporizhzhia, while there were only 595 vacant jobs. Accordingly, the registered unemployed persons
created a load of nearly six people per one vacant job, which was one of the highest indicators among the
cities selected for the survey. However, the quarantine measures and crisis developments caused by the
COVID-19 pandemic may deteriorate the employment situation in the city in 2020.

Turnover

At the end of 2018, the turnover of goods and services by business entities in Zaporizhzhia reached UAH
275.9 billion based on current prices. Compared to 2017, the real growth (i.e. adjusted for inflation) of
turnover reached 6.5%, which is 1.6 percentage points lower than Ukraine’s average (8.1%). Business entities
of the city accounted for 79.1% of the total turnover in the Zaporizhzhia Region, which is the highest index
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among the cities selected for the survey.

The SMEs sector of the city The share of SMEs in the total turnover of economic
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real growth of their turnover by 8.9% compared to 2017 (the country’s average is 8.1%). On the other hand,
large businesses demonstrated a somewhat lower increase by 4.9% (compared to the country’s average of
8.2%). The increase in the turnover of the SMEs sector was primarily due to the growth of turnover of
medium-sized enterprises (by 10.1%), small enterprises (by 7.1%), and individual entrepreneurs (by 8.9%).

Sales of industrial products

No statistical information on key performance indicators of enterprises in terms of the types of their
economic activities is available at the level of cities of regional significance and districts. However, there are
statistical data on the sales of industrial products by the types of activities. Such information allows us to
determine key industries of Zaporizhzhia.

According to the data provided by the Zaporizhzhia Region Statistics Headquarters, the sales of industrial
products in Zaporizhzhia reached UAH 157.1 billion in 2018. 91% or UAH 143 billion of those sales were
accounted for the processing industry. In particular, 53.7% or UAH 84.3 billion were generated by
metallurgical products and the manufacture of finished metal products, except for machinery and
equipment®. Engineering, except for repair and installation of machinery and equipment, comes second in
the processing industry (14.8% or UAH 23.2 billion). Other important types of activities are the manufacture
of foodstuffs, beverages, and tobacco products (UAH 13.7 billion or 8.7%) and the manufacture of rubbers,
plastics and other non-metal mineral products (UAH 4.9 billion or 3.1%).

Capital investments

In 2018, Zaporizhzhia accounted for more than UAH 9.7 billion of capital investments, which corresponds to
61.8% of the total capital investments in the Zaporizhzhia Region Among the cities selected for the survey,
the largest share of capital investments in the region is accounted for Kharkiv.

In 2018, the amount of capital investment per capita was approximately UAH 13,168, which approximately
corresponds to the country’ average of UAH 13,746. Accordingly, Zaporizhzhia is assigned the tenth highest
score among all the cities selected for the survey.

34 Data by types of activities are generated based on homogeneous products.
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Exports

According to the State Statistics
Goods and services exports from Zaporizhzhia
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five).

An analysis of the foreign trade structure of Zaporizhzhia has demonstrated that more than two thirds of
exports were provided by metallurgical products (USD 2,075.2 billion. Or 70.4%). In addition, machinery
products deserve a special attention too, as Section VXI of the Ukrainian Classification of Goods in Foreign
Trade (UKTZED) (Machinery, equipment and mechanisms, electrical equipment) accounted for 15.3% of the
exports. 7.8% of the exports were provided by agricultural and food products, while chemical and related
products accounted for 3.6% of the exports.

Foreign direct investments

As of December 31, 2018, the city of Zaporizhzhia accounted for USD 855.6 m of foreign direct investments
(equity). The specified amount is USD 8.7 m or 1% lower than at the beginning of 2018. It follows that
investment volumes remained virtually unchanged in 2018. There was USD 1,159.1 of FDI per capita in
Zaporizhzhia as of the end of December 2018.

It should be noted that the Zaporizhzhia Region is ranked number eight by foreign investments among other
regions of Ukraine. However, at the beginning of 2018, Zaporizhzhia accounted for almost 95% of direct
investments in the region, which highlights the pivotal role the city plays in the region’s economy.

Safety and comfort

The results of other studies allow us to look at the level of safety and comfort of living in the selected cities
based on the assessments of their inhabitants These factors are important for understanding the overall
situation in the city. In addition, it is possible to compare those research studies with some results of MCI.

According to the study titled “Sixth Annual Ukrainian Municipal Survey”**, the city of Zaporizhzhia was ranked
number 21 on the Quality of Public Goods and Services Index with a score of 2.6 points (on as scale from 1
(terrible) to 5 (excellent)). This indicates that the residents are dissatisfied with the level of comfort compared

35 The survey was conducted by the Sociological Rating Group on behalf of the International Republican Institute’s
Center for Insights in Survey Research; The survey was funded by the United States Agency for International
Development (USAID). Please see
http://ratinggroup.ua/research/regions/shestoy_vseukrainskiy_municipalnyy_opros.html
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to other Ukrainian cities. A somewhat better situation is observed in the transport infrastructure (number
seven), road (humber 16) and industrial development (number 15) sectors.

As part of the same study, according to its residents, Zaporizhzhia is one of the least secure cities in Ukraine.
The value of the corresponding Index for Zaporizhzhia is 1.4 (on a scale from 0 to 3, where 0 means “I feel
completely unsafe” and 3 means “I feel completely safe”). On this metric, the city is ranked number 22 among
the 24 cities covered by the survey. 52% of the respondents said they felt rather unsafe or completely unsafe
at night. 43% of the respondents said they felt rather safe or completely safe.

Results of the “Municipal Competitiveness Index” in Zaporizhzhia

Description of the survey sample

200 business entities took part in the survey in Zaporizhzhia. These were 153 (76.5%) enterprises (legal
entities) and 47 (23.5%) individual entrepreneurs (PEs). When analyzing the answers, the data array was
weighed by the types of business entities (77.0% of legal entities and 23.0% of PEs) to ensure that it was
compliant with the parameters of the target sample.

Size of the surveyed business entities

Most respondents (79.0%) were micro businesses — business entities employing from 1 to 10 people. 17.5%
were small entities with 11 to 50 employees. Medium-sized entities (from 51 to 250 employees) account for
3.5% of the respondents, while large entities (more than 250 employees) account for 0%.

Surveyed businesses by size (Zaporizhzhia), %
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Industry and type of activity

The surveyed business entities in Zaporizhzhia operate in various sectors of the economy. 29.0% of surveyed
business are engaged in trade (including in wholesale and retail, repair of motor vehicles). 19.5% of the
respondents are employed in the industry, 6.5% —in the construction, and 1.0% — in the agriculture. AlImost
a half of the surveyed businesses account for the service sector (44.0%). 12.5% of the respondents provide
information and communication services, while professional services are provided by 9.5% of the
respondents. 22.0% of the respondents provide other services (businesses operating in the transport, arts,
sports, education, healthcare, finance, and other service-related sectors).

Surveyed businesses by sector (Zaporizhzhia), %
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Year of registration
Most of the surveyed business entities were registered earlier than in 2017 (82.0%). In 2018-2019, 18.0% of
the respondents were registered.

Age and gender breakdown of business owners and managers

According to the survey findings, 68.7% of the Zaporizhzhia-based businesses are owned by men, while the
remaining 31.3% are owned by women. In addition, the share of men owning legal entities is even higher
(72.2% of men vs. 27.8% of women).

Men run 74.7% of legal entities, while the share of female managers accounts for 25.3%. When it comes to
PEs, who are owned and run by the same person, the quantitative advantage of men is less apparent (53.2%
vs. 46.8%). Men run 69.8% of business entities, while the share of female managers accounts for 30.2%.

The average age of business owners in Zaporizhzhia is 44.0 years (compared to the country’s average of 42.8
years). However, individual entrepreneurs are on average eight years younger than the owners of legal
entities (37.9 years vs. 45.3 years) in Zaporizhzhia.

Municipal Competitiveness Index: results of Zaporizhzhia

According to the survey findings,
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The overall score of the city is determined by low rates assigned on more components.
The strongest components are:

* Transparency and data openness (number 12)
The weakest components are:

e Access to public property (number 24)

e Security of operating a business (number 22)

e Support of innovations (number 22)

* Leadership of municipal authorities (number 21)

¢ Informal payments and corruption (number 19)
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1. Starting a business
Zaporizhzhia scored 4.94 points on Component 1 titled “Starting a Business.” This is only the thirteenth score
among all the cities. This component is challenging for the city due to problems associated with the length of
registration of businesses. In particular, according to the survey findings, the registration of a business in
Zaporizhzhia in 2018-2019 took more time than on average in the country (6.3 days compared to 6.1 days).
In addition, it took on average 5.2 days to have changes entered into the register, which is one of the highest
indices among all the cities (all the cities’ average was 3.6 days).

In Zaporizhzhia, 13.8% of the respondents who registered a business in 2018-2019 reported problems and
barriers during the registration. This corresponds to one of the highest rates among all the cities surveyed.
This is also five pp higher compared to all the cities’ average (8.8%). 70.6% of the respondents received
necessary advice during the registration process, which almost corresponds to the country’s average of
(70.7%). It took 44.5 days to launch a business (from the date of submission of documents for registration to
the date of the first sale of goods or services) in Zaporizhzhia, which is the highest index among the cities
covered by the survey (the cities average was 32.1 days).

On the other hand, the city faces less serious problems related to the time necessary to obtain certain
permits. The obtaining of construction permits and registrations took, on average, 37.2 days in the country
and 22.6 days in Zaporizhzhia, which is one of the lowest indices in the cities covered by the survey. However,
it took more time in Zhytomyr to obtain a declaration of conformity to the requirements of the fire safety
legislation in respect of a business entity’s facilities (13.6 days compared to the cities’ average of 11.8 days).

It should be noted that the statistical data point to a moderate workload of business registrars in the city
compared to the other cities. There are approximately 9 registrars per 10 thousand business entities in
Zaporizhzhia (including government authorities, local self-government authorities and notaries public).
However, the city has one of lowest numbers of businesses per 10 thousand inhabitants. Thus, a lower quality
of registration services can be another reason for the low score on the business registration component.

2. Access to public property

Zaporizhzhia scored 2.67 points and was ranked number 24 on the component (sub-index) titled “Access to
public property”. The city demonstrated low results on individual metrics. Only 25.5% of the respondents
reported that they had documents certifying the ownership / lease of the land where their business operates
(compared to the country’s average of 30%). This makes 39.5% of the respondents believing that land
documents are their concern (compared to the country’s average of 46.8%). In 2018-2019, it took on average
278 days to obtain documents certifying the ownership / lease of the land in Zaporizhzhia, which is the
highest index among the cities surveyed (72.4).

An analysis of the accessibility of information on community-owned property has demonstrated that the
situation with information on land seems to be more problematic.. Only 15.1% of the respondents reported
the accessibility of information on available community-owned land plots, which can be provided for use or
used for construction, etc. (18.1% of the total respondents). However, 28.1% of the respondents indicated
that information on the municipal real property (including non-residential premise) was accessible (29.2% of
the total respondents).

3. Transparency and data openness
Zaporizhzhia was ranked number 12 and scored 5.76 points on the “Transparency and data openness”
component. In Zaporizhzhia, the respondents expressed a higher than average opinion of the access to
information on local regulations and public procurements. In particular, the respondents in Zaporizhzhia
assigned the highest rate to the access to information on public procurements — 22.2% of ‘good’ and
‘excellent’ scores in the city compared to 17.3% among all the respondents. The city has one of the highest
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scores on this component. The access to information on local regulations was assessed positively by 10.9%
of the respondents surveyed in Zaporizhzhia compared to, on average, 13.9% of the total respondents in all
the other cities. On the other hand, only 9.6% of the respondents give positive assessments of the access to
information on local budget (compared to the average of 10.2% for all the cities).

4. Compliance cost
The number of days that entrepreneurs spend on communications with inspectors and the time necessary
for compliance with local regulations are problematic for Zaporizhzhia. The city was ranked only number 16
and scored 6.38 points on this component. The result of the city was determined by high (compared to the
other cities) scores assigned by the respondents in respect of time spent on compliance with the
requirements of local regulations and time spent on communications with inspectors.

In Zaporizhzhia, entrepreneurs spend on average 5.4 days for compliance with local regulations, which is
somewhat longer than the country’s average (four days). 3.2% of an annual income is, on average, spent on
compliance with the requirements of local regulations in Zaporizhzhia, which is even less than 3.7% spent on
average by all the respondents.

The findings of the survey show that entrepreneurs in Zaporizhzhia are quite rarely visited by local inspectors
(0.5 times per year on average compared to the country’s average of 0.7 times per year). Consequently, the
average time spent on communications with the inspectors was eight days, which is almost three days more
compared to the country’s average (five days).

5. Taxes and duties
Component 5 titled “Taxes and duties” is one of the weaknesses of Zaporizhzhia. The city was ranked number
17 and scored 3.89 points on this component. The low score of Zaporizhzhia was due to a combination of
such factors as quite high expenses for payment of taxes and significant time necessary for the administration
of such taxes.

As part of the survey in Zaporizhzhia, the respondents said that they spent, on average, 30.3% of their annual
income on taxes and duties (including USC), which is one of the highest indices compared to all the cities’
average (26.8% of the annual income). Entrepreneurs in Zaporizhzhia spent, on average, 65.3 days on the
administration of taxes and duties, which is significantly longer than the average for all the cities (59 days).

19.6% of the respondents in Zaporizhzhia said that local taxes are a barrier to their business, although the
average for all the cities was 20.4%. In addition, 2.4% of the respondents in Zaporizhzhia reported being
exempt from local taxes and duties in 2018-2019, which is less than the country’s average (3.6% of all the
respondents).

6. Informal payments and corruption

According to the survey findings, Zaporizhzhia was ranked number 19 and scored 4.09 points on Component
(sub-index) 6 titled “Informal payments and corruption.” Zaporizhzhia’s score was due to such factors as
higher than average prevalence of “informal payments” and a low than average awareness of entrepreneurs
about existing anti-corruption measures taken by the city.

In particular, as part of Dimension 1 “Bribes / Gifts” 11.1% of the respondents reported situations related to
“informal payments” when approaching the municipal officials for any issues concerning the running of a
business in 2018-2019. On average, 9.9% of the respondents faced such situations. On the other hand, as
part of Dimension 2 “Anti-corruption efforts,” 30.0% of the respondents were informed about the
implementation of specific anti-corruption measures by the city authorities (open budget, digital reception,
municipal anti-corruption program, etc.), while the average for all the cities surveyed was 31.8%.
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7. Security of operating a business
Zaporizhzhia was ranked number 22 and scored 3.62 points on Component (sub-index) 7 titled “Security of
operating a business.” Zaporizhzhia’s score on this component is due to a quite high prevalence of illegal
takeovers and other criminal acts against businesses compared to the other cities.

According to the survey data, nearly 43.2% of the respondents in Zaporizhzhia believe that their competitors
run shady businesses, which is almost two p.p. lower than the country’s average (45.1%). 2.5% of the total
respondents experienced attempts of illegal takeovers at the country level in 2018-2019. However, the
situation with illegal takeovers in Zaporizhzhia seems to be more tangible as 3.7% of the respondents
reportedly suffered such acts, which is one of the highest percentages at the country level.

17.2% of the respondents in Zaporizhzhia reported that they suffered losses as a result of extortions, thefts,
robberies, or acts of vandalism or arson in 2018-2019. This is three per cent higher than the country’s average
(14.3% of the respondents). However, it seems that the Zaporizhzhia-based entrepreneurs suffered the most
from the above criminal acts. Such losses accounted for 15.4% of the annual income of the respondents who
reportedly suffered them, which is one of the highest indices in Ukraine (the country’s average is 10.8%).

In Zaporizhzhia, businesses spend, on average, 3.1% of their annual income on security / protection, which is
higher compared to the country’s average of 2.7% of the annual income.

8. Leadership of municipal authorities
Zaporizhzhia was ranked number 21 and scored 3.64 points on Component (sub-index) 8 titled “Leadership
of municipal authorities.” The low rating of the city is due to its low scores on two dimensions of which the
sub-index consists — “Business development support” and “Public-private dialogue.”

Zaporizhzhia scored 4.78 points (was ranked number 16) on the “Business development support” dimension.
Compared to most other cities, the Zaporizhzhia-based entrepreneurs are more pessimistic about the
attitude of representatives of the municipal authorities towards private business. Only 12.4% of the
respondents believe that the attitude of the municipal authorities towards businesses is “very good” or
“good” (the average for all the cities is 20%). In addition, 28.6% of the respondents agree that the municipal
authorities support start-ups (compared to the average of 38.3% for all the cities), and 28.2% indicate that
the municipal authorities support existing businesses (compared to the average of 35.5% for all the cities).
The survey results are also complemented by “hard data” on the activities of the city council. According to
the “hard data,” Zaporizhzhia scored 8 of 10 points. In particular, the City Council does not have an
anticorruption hotline. The absence of defined city boundaries can be another problem in Zaporizhzhia.

The score obtained on the “Public-private dialogue” dimension shows that businesses face more problems
in their communications with the local government in Zaporizhzhia, compared to most other cities. On this
dimension, the city was ranked number 23 and scored 2.51 points. Only 2.6% of business representatives in
Zaporizhzhia believe that they have “extensive” or “very extensive” opportunities to participate in the
development of local documents (strategies, plans, programs, etc.), while the average for all the cities
surveyed is 6.5%. In addition, 6.6% of the respondents indicate that the city always or often holds
consultations with entrepreneurs before passing new or amending existing regulations that may affect
businesses (compared to 7.4% on average for all the cities).

9. Development resources

Zaporizhzhia was ranked number 15 and scored 4.32 points on Component (sub-index) 9 titled “Development
resources.” The city’s assessment is based on the results of three dimensions that form a single component.
Those dimensions are Human resources, Financial resources and infrastructure, and Business support
infrastructure.
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Dnipro was ranked number 20 and scored 5.13 points on Dimension 1 (Human resources). An analysis of
individual indicators of this dimension has demonstrated that 6.7% of the respondents in Zaporizhzhia rate
the quality of the local workforce as “excellent” or “good” (the average for all the respondents surveyed is
7.6%). In addition, only 10% of the respondents surveyed give positive assessments of vocational education
of employees in the local labor market (the country’s average is 10%). Accordingly, just as in the other cities,
an insignificant percentage of business entities in Zaporizhzhia rate high the available workforce.

However, almost two thirds of the respondents (62.9%) believe that insufficient workforce training is a
serious barrier to doing business (the average for all the respondents is 60.7%). 71.8% of the respondents
reported that they face a lack of workforce (70% of all the respondents surveyed). It follows that the lack of
qualified workforce is the second most severe problem faced by entrepreneurs in Zaporizhzhia, according to
the rating of barriers to doing business (according to 29.7% of the respondents).

The analysis of the number of workforce in the city is supplemented by statistical data. In particular, there
were only 1.6 vacant jobs per 100 businesses in Zaporizhzhia at the end of 2019, which is less than the average
for all the cities surveyed (3.6 vacant jobs).3®. On the one hand, this may point to a lower demand for
workforce in the city compared to the other cities. On the other hand, employment centers can be less
popular platforms for searching qualified candidates. In addition, the share of working age population (aged
15-64) in Zaporizhzhia is only 68.6% (as of January 1, 2019), which is only 0.8 pp higher that the country’s
average of 67.8%>’. This is one of the lowest indices among all the cities covered by the survey. Thus, the
problem of population aging may be more tangible in Zaporizhzhia compared to the other cities.

Zaporizhzhia was ranked number seven and scored 4.27 points on Dimension 2 (Financial resources and
infrastructure). According to the survey findings, only 1.2% of the respondents at the country level received
financial support from municipal authorities in 2018-2019. When it comes to individual cities, the share of
such respondents in Zaporizhzhia accounts for 1.4%, which approximately corresponds to the country’s
average. However, 73.8% of the business entities surveyed in Zaporizhzhia believe that the lack of financial
resources is a serious barrier to doing business (the average for all the cities is 77.8%). This is one of the
lowest indices among all the cities covered by the survey.

Data on the city’s budget expenditures complete the picture of financial resources allocated to support
businesses in the city. In 2019, actual spending on support for small and medium-sized enterprises reached
approximately UAH 366,000 per 10,000 businesses. 38 However, this is the third highest index among all the
cities. It should, however, be noted that, in general, SME support expenditures are low or non-existent in
most of the cities. However, a higher amount of expenditures or even the existence of such supportin general
may point to a higher level of leadership of municipal authorities in relation to business support

When it comes to the infrastructure, the entrepreneurs surveyed in the cities covered by the study had
reportedly a different experience in relation to connection to electricity grids. In Zaporizhzhia, it took on
average approximately 165 full days to connect to the electricity grid, from the date of an application until
the date of actual connection. This is the second highest index after Dnipro. On the other hand, connection

36 Sources for calculations: 1) Number of vacancies: The situation in the labor market and the results of activities of the
state employment service. Data on the page of the Zaporizhzhia Region Employment Center,
https://zap.dcz.gov.ua/analitics/66 2) Number of businesses: According to the Zaporizhzhia Region Statistics
Headquarters
37 According to the Zaporizhzhia Region Statistics Headquarters of the State Statistics Service of Ukraine
38 Reports on the implementation of local budgets (expenditures under program classification code 7610 - Promotion
of small and medium entrepreneurship), as well as responses of the city councils to requests for publicinformation were
used. For some cities, information on expenditures was updated through telephone interviews with the employees of
executive authorities of the city councils.
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to the electricity grid took, on average, 85 days at the country level. It follows that it is more complicated to
have a business connected to the electricity grid in Vinnytsia compared to all the other cities surveyed.

Zaporizhzhia was ranked number 14 and scored 3.55 points on Dimension 3 (Business support
infrastructure). According to the survey data, 11.6% of the respondents personally received business support
services from the municipal authorities (information, advice, training, etc.), which is higher than all the cities’
average (11%). At the same time, only 38.9% of them rated such services as “good” and “excellent”(48.6% of
the total respondents surveyed).

Only 29.2% of the business entities surveyed reported the existence of business support centers in
Zaporizhzhia, which is lower than the average for all the respondents (32.6%). In addition, according to the
‘hard data,’ there was only one business support infrastructure facility in the city at the end of 2019, which
was created with the participation of the city authorities — the Zaporizhzhia City Business Support
Foundation. Thus, entrepreneurs’ awareness of business support centers may relate to other business
support infrastructure facilities existing in the city.

43.4% of the respondents in Zaporizhzhia are aware of the activities of business associations and business
clubs in their city (45.9% of the total respondents). Members of such organizations are 13.7% of the
respondents, which is higher than the percentage recorded for all the respondents surveyed (11.5%).

10. Support of innovations
The city of Zaporizhzhia was ranked number 22 and scored 3.10 points on Component (sub-index) 10 titled
“Support of innovations.”

18.1% of the respondents in the city reported that their businesses interacted with research institutions or
technology companies in 2018-2019, which is one of the lowest indices among all the cities (compared to the
average of 18.9% for all the cities). However, businesses in Zaporizhzhia are, on average, more satisfied with
technology transfer compared to all the respondents. 9.1% of the respondents pointed out that the related
needs (the transfer of patents for inventions, etc.) are “met to a significant extent” or “fully met” (compared
to the country’s average of 8%)

The respondents in Zaporizhzhia give a low assessment of the local government’s support for local innovation
programs (funded from the local budget) with the city scoring 1.65 of five points compared to the average
score of 1.91 for all the cities. In addition, Zaporizhzhia introduced new technologies, solutions, or products
less frequently than all the other cities on average in 2018-2019 (33.7% compared to 40.2%). Further, only
0.5% of the surveyed enterprises and individual entrepreneurs reported that they belonged to clusters. This
is lower than the index recorded for all the cities in general (2.1%). In general, all the factors provide a low
level of satisfaction with support for innovations in Zaporizhzhia among entrepreneurs.

Barriers to doing business

The surveyed business entities named the main barriers they face when doing business in Zaporizhzhia. Three
most important barriers included such factors as high taxes, the lack of qualified workforce and low consumer
demand. Each of these barriers to doing business was reported by 38.8%, 29.7% and 28.9% of the
respondents, respectively). Accordingly, just as in a number of the other cities, high taxes are the most severe
problem in Zaporizhzhia. However, the lack of qualified workforce left behind the low consumer demand
although it follows this problem in the rating of barriers in respect of the respondents.
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TOP-10 barriers to doing business in Zaporizhzhia, %
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Lack of funds _ 21,7%
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Political risks _ 12,8%
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Complexity of connecting the electric grid, water,
BN 113%

gas supply systems, and sewage

Military actions in the east of Ukraine - 10,6%

Complicated procedures of obtaining permits for o
certain business operations - 10,1%

One in five respondents (21.7%) complain about the lack of funds as a barrier. Complexity of legislation,
political risks, and municipal government corruption are perceived as barriers by 16.9%, 12.8%, and 12.5% of
the respondents, respectively. One in ten respondents in Zaporizhzhia complain about complexity of
connection to electricity, water and gas supply systems and to sewerage networks (11.3%), military actions
in the East of Ukraine (10.6%), and complex procedures for obtaining permits to engage in certain types of
activities (10.1%).

Expectations and assessments of the business climate and economic

conditions in Zaporizhzhia

Regional SME Business Climate Index. ABCA SME Business Climate Index in Zaporizhzhiais 0.14 (the city was
ranked only number 19 among all the cities covered by the survey). This is more than in 2017 (0.06), which
indicates an improvement in perception of the business climate. This is in line with the all-Ukrainian trend.
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ABCA Regional Index of Business Climate (Zaporizhzhia)
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Long-term expectations for business activity. Business in Zaporizhzhia has optimistic long-term development
plans for the next two years. More than half of the respondents (52.5%) reportedly plan to expand their
business, and 39.0% want to stay at the current level. At the same time, only 4.5% of the respondents plan
to reduce their business, and 4% want to close it. The balance index® is +0.44 (+0.45 at the country level).

Business activity expectations in the two-year perspective in Zaporizhzhia, % of the

respondents
60,0% 52,5%
39,0%
40,0%
20,0% . 4,5% 4,0%
0,0% I I
Increase No changes Decrease Close the business

Assessment of the financial and economic situation of business entities. In Zaporizhzhia, the majority of the
business entities surveyed (65.0%) assessed their current financial and economic situation as satisfactory.
The rest of the respondents rated it as good (14.7%) or bad (20.3%) It follows that the negative assessments
outweigh the positive ones, and the balance index of the financial and economic situation is -0.06 (compared
to the country’s average of +0.05).

Assessment of the business situation of business entities in Zaporizhzhia, % of the

respondents
100,0% 65,0%
50,0% 14,7% - 20,3%
0,0% I ]
Good Satisfactory Bad

Assessment of the current overall economic environment for business activities More than a half of the
surveyed business entities (57.1%) assessed the current overall economic environment as satisfactory. 31.1%
of the respondents rate the overall economic environment as bad, and 11.7% as good. Thus, the index of
assessment of the overall economic environment for business activities is negative (-0.20). However, the
value of the index is much lower compared to the country’s average (-0.12).

39 Calculated as the average of all responses on a scale from -1 to 1, where 1 corresponds to a simplification of this
procedure, 0 - no change, and -1 to a complication.
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Assessment of the overall economic situation (Zaporizhzhia),
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Change in the production output over the past two years. Almost a half (42.3%) of the surveyed business
entities indicated that they increased their production or service output in 2018-2019. Approximately a third
(37.5%) of the respondents did not change the output while 20.2% of the respondents reduced it. Thus, the
index of business activity is +0.22 (at the level of the total respondents surveyed — +0.21), which reflects the
predominance of the share of business entities that expanded their output over the share of those who
reduced it.

Change in the industrial/services output and in the number of employees in
Zaporizhzhia, % of the respondents

53,2%
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Change in the number of employees of the business entities over the past two years. More than a half of
the surveyed business entities (55.2%) indicated that the number of their employees did not change in 2018-
2019. The share of business entities that increased the number of their employees (31.0%) has proved to be
twice as much as the share of those where the number of employees decreased (15.8%) Thus, the index of
changes in the number of employees is +0.15, which is higher than the average of +0.16 for all the
respondents.

Deregulation: changes in administrative procedures According to the respondents, the process and
conditions of business registration have been simplified the most in the last two years, while the situation
with inspections and tax administration has not improved.

54.1% of the businesses surveyed point out the simplification of business registration in the previous two
years. The rest of the respondents did not feel any changes in this procedure, and only a small share of the
respondents (8.9%) said that, in their opinion, business registration has become more difficult. As a result,
the index of change in the registration procedures is +0.45%. This is the highest value of the index compared
to the other two procedures, which include the passing of inspections and the administration of taxes.

When it comes to the administration of taxes, more than a half of business entities (51.6%) say that they
have not noticed any changes in the complexity of this procedure. The rest of the business entities are divided
into two nearly equal parts, which include those for whom the payment of taxes has become easier (26.8%),
and those for whom it has become more difficult (21.6%). The index of change in the procedure for
administering tax payments is +0.05.

40 Calculated as the average of all responses on a scale from -1 to 1, where 1 corresponds to a simplification of this
procedure, 0 - no change, and -1 to a complication.
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The index of changes in passing inspections is negative (-0.04). 19.6% of business managers and individual
entrepreneurs claim that inspections have become more difficult. This share is higher than the percentage
of businesses according to which passing inspections have become easier compared to 2018 (15.3%).
However, the largest share of the surveyed businesses (65.0%) did not notice any changes in relation to
inspections.

As a result, the value of the general index of changes in administrative procedures, which is calculated as an

average value of the indices of change of these three procedures, is +0.15.

Assessment of changes in administrative procedures (Zaporizhzhia),
% of the respondents
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Recommendations

According to the MCI results (subject to the weak components and dimensions) the following key
recommendations have been formulated for the city. In addition, the city government should pay attention
to recommendations that are common for all the cities in general.

1. Starting a business.

* Itis necessary to improve the quality and availability of consulting services when starting a business,
in particular, by expanding the capacity of consulting services in the centers of administrative
services.

2. Access to public property

* Itis necessary to ensure transparent access to information on the availability of community-owned
land that can still be used for construction, though, in particular, the official website of the city
council.

* Itis necessary to ensure transparent access to information about community-owned real property,
though, in particular, the official website of the city council.

4. Compliance cost

* Deregulation measures need to be continued at the local level to reduce the time and money costs
of businesses on compliance with local regulations.

5. Taxes and duties
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* It is necessary to regularly analyze the burden of local taxes and duties and its impact on local
businesses.

6. Informal payments and corruption

* ltis necessary to establish, and to ensure the operation of, necessary components of the local anti-
corruption system (anti-corruption hotline).

* It is necessary to regularly disseminate information on corruption prevention and anti-corruption
measures to ensure the awareness of business entities thereof.

* Itis necessary to raise awareness of business entities of doing business with integrity.
7. Security of operating a business

* Itis necessary to ensure cooperation with the law enforcement to improve the level of security in
the city in general, as the crime rate also impacts the security of doing business.

8. Leadership of municipal authorities

* It is necessary to ensure constant communication and dialogue between businesses and local
authorities through ensuring regular operation of special advisory bodies with the participation of
entrepreneurs.

* It is necessary to ensure a higher level of business involvement in the development of local
documents (strategies, plans, programs, etc.) and consultations on regulations.

9. Development resources
* Itis necessary to analyze the needs of local businesses for workforce.

* It is necessary to increase expenses on support for entrepreneurs to ensure the operation of the
business support infrastructure and financial support programs.

* It is necessary to conduct an audit of business support infrastructure facilities to determine their
efficiency and development pattern.

* It is necessary to use best practices applied by other cities to organize the operation of business
support centers, co-workings, business hubs, clusters, etc.

10. Support of innovations

* It is necessary to provide support for innovative projects as part of business financial support
programs in cities.

* It is necessary to promote cooperation between businesses through incorporating clusters on the
initiative of, or with support from, the local government.
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Ivano-Frankivsk

General information

Ivano-Frankivsk is the administrative center of the lvano-Frankivsk Region and a city of regional significance.

The Ivano-Frankivsk City Council has also T
jurisdiction over five village councils: e SN ¢
v W f
Vovchynets Village Council, Krykhivtsi Village 1 : 5““16\
Council, Mykytyntsi Village Council, Uhornyky A J\qv_fd
Village Council, and Khryplyn Village Council. 2 ~ K_J \"L"\\T
L ( ‘glvano_'-'Franjkiy:skw T S S
In October 2019, the lIvano-Frankivsk City 'Mdl’ﬁ'éﬁking?\r_ - 5
Amalgamated Territorial Community was i k} Rl B {;“j
established. It encompasses the Ivano- 1 L PR
. . , . (Wj\ A o~
Frankivsk City Council (lvano-Frankivsk and va ) Wg}u_:‘;lw (Q/
. - v 2
other settlements falling within the gﬂ (<_\ Xﬁ?
jurisdiction of the city council), the Pidluzhzhia 4 /-ﬂ/’f\”

Village Council, the Cherniiv Village Council,
the Berezivka Village Council, the Kolodiivka Village Council, the Pidpechery Village Council, and the

Dobrovliany Village Council.*

Location

The city of Ivano-Frankivsk is located in the southwest of Ukraine between the rivers Bystrytsia
Nadvirnyanska and Bystrytsia Solotvynska.

The city is located in the northeast of the Ivano-Frankivsk Region. The entire territory of the city borders on
the Tysmenytsia District.

The closest regional centers are Uzhhorod, Lviv, Ternopil, and Chernivtsi.
Demographic situation

As of January 1, 2019, the permanent population of Ivano-Frankivsk (including territories falling within the
jurisdiction of the City Council) was 257.8 thousand people. More than 90% of the population is accounted
for the city itself, while the rest live in the villages falling within the jurisdiction of the City Council. lvano-
Frankivsk is the largest settlement of the Ivano-Frankivsk Region. It accounts for more than a fifth of the
region’s population .*?

The population of Ivano-Frankivsk, as just in Ukraine generally, is dominated by women (53.7%). There are
864 men per 1,000 women (864 men at the country level). The share of the population aged from 15 to 64 is

41 please see https://decentralization.gov.ua/gromada/1059#

42 Here and below in the report, the statistical data of the Ivano-Frankivsk Region Statistics Headquarters of the State
Statistics Service of Ukraine are used.
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71.8% (67.8% at the country level). In total, there are 394 people (475 at the country level) aged 0-14 and
over 65 per 1,000 people of working age.

Ivano-Frankivsk is also one of the few cities in the sample demonstrating a natural increase in its population
(0.3 per 1,000 inhabitants), which is, in particular, due to a relatively high birth rate (9.2) and a low mortality
rate (8.9) compared to the other cities.

Development of entrepreneurship

Key structural business statistics in lvano-Frankivsk in 2018

Absolute figures Relative figures
Number . ) Share in
; Employment, Turnover, Share in total  Share in total total
o} ota
. thsd persons UAH bn number employment
entities turnover
Large
0.02% 4.8% 18.5%
enterprises 3 3.5 9.2 ° 0 0
SMEs 16760 69.7 40.5 99.98% 95.2% 81.5%
Medium o o o
enterprises 129 252 1.3 0.77% 34.5% 43.0%
Small o o o
enterprises 3759 16.8 12.2 22.42% 22.9% 24.6%
In which
. 19.85% 10.8% 10.0%
micro 3328 7.9 4.9
IEs 12872 27.6 6.9 76.79% 37.8% 13.9%
Total 16763 73.2 49.6 100.00% 100.0% 100.0%

Source: Own calculations based on the data of the lvano-Frankivsk Region Statistics Headquarters of the
State Statistics Service of Ukraine

Number of business entities

In 2018, Ivano-Frankivsk counted . . .
Number of enterprises and IEs in Ivano-Frankivsk

16.8 thousand small and medium- (2015-2018), thous.

sized enterprises (including 129

. . . 15,0 13,3
medium-sized  enterprises, 3.8 ’ 12,4 118 12,9
thousand small enterprises and 12.9
thousand individual entrepreneurs) 10,0
but only  three large-scale
enterprises. Accordingly, 23.2% of 50 3,4 32 3,6 39
the business entities were registered . . . .
as legal entities, which is somewhat 0,0
higher than Ukraine’s average 2015 2016 2017 2018

(19.3%). B Enterprises IEs
Source: SSSU, Main Statistical Office in the lvano-Frankivsk region
Ivano-Frankivsk is ranked number 15

for the number of business entities among the cities selected for the survey. In addition, the city accounts
for 31.9% of the total number of business entities in the Ivano-Frankivsk Region. It follows that Ivano-
Frankivsk has a lower concentration of business entities compared to other regional centers, which may be
due to business activity in other cities of the region, such as Kalush, Kolomyia, etc. On the other hand, there
were 651 small and medium-sized enterprises per 10,000 locals in lvano-Frankivsk. This is the eleventh
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highest index among the cities covered by the survey.

In 2018, the number of SMEs in lvano-Frankivsk increased by 9% compared to 2017, which is 7.1 percentage
points higher compared to the country’s average (1.9%). This was primarily due to a 9.5% growth in the
qguantity of small businesses (the country’s average reached 5.1%) and a 8.9% increase in the number of
individual entrepreneurs (the country’s average was recorded at 1.2%). In addition, the number of medium-
sized enterprises increased by 4% (compared to a 7.5% at Ukraine’s level).

Employment

In 2018, the lvano-Frankivsk-based

The share of small enterprises in the total _ L
business entities employed 73.2

number of persons employed at economic o
thousand persons, which is 8.3%

30,0% entities in lvano-Frankivsk, % _ .
higher than in 2017 (the
24,6% 23 9% 25,3% corresponding country’s average is
0, ,270
25,0% '\./‘\22;9% 4.8%). The city provides 39.7% of the
total employment at business
19,3% 19,6% o 19,2% . .p Y ,
20,0% -~ — entities in the Ivano-Frankivsk
20,4% Region.
15,0%
2015 2016 2017 2018 The share of people employed at
=&—Ivano-Frankivsk ~ ==@==Ukraine SMEs in Ivano-Frankivsk reached

Source: SSSU, Main Statistical Office in the Ivano-Frankivsk region

95.2% of the total quantity of people
employed at all business entities, which is 13.7 p.p. higher than the country’s average (81.5%). This is, in
particular, due to a lesser role of large businesses in the creation of jobs in the city. More than a half of people
employed work for small businesses. In particular, individual entrepreneurs provided 37.8% of the total jobs,
while 20.7% of the persons employed work for small enterprises.

For the reasons of confidentiality of data in 2017, no information about increase in employment in the SME
sector in general and at large enterprises is available. It is, however, known that in 2018 the number of
persons employed by small businesses decreased by 1.7%, which approximately corresponds to the country’s
average (-1.1%). The number of persons employed by individual entrepreneurs in lvano-Frankivsk increased
by 24.2%, which is one of the highest indices among the cities surveyed (compared to a 10.5% growth at the
country level).

Statistics show that the Ivano-Frankivsk Region, taken as a whole, shows a somewhat lower unemployment
rate among working age population than Ukraine as a whole. In 2019, the corresponding indicator for the
region was 7.6% compared to 8.6% at the country level. In late 2019, 1,497 people were officially unemployed
in Ivano-Frankivsk, while the number of vacant jobs was only 507. Accordingly, the registered unemployed
persons created a load of nearly 3 people per a vacancy. However, the quarantine measures and crisis
developments caused by the COVID-19 pandemic may deteriorate the employment situation in the city in
2020.

Turnover

At the end of 2018, the turnover of goods and services by business entities in lvano-Frankivsk reached UAH
49.6 billion based on current prices. Compared to 2017, the real growth (i.e. adjusted for inflation) of turnover
reached 1.8% (compared to the country’s average of 8.1%). The business entities of the city accounted for
42.3% of the total turnover in the region.
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The SMEs sector of the city accounted for 81.5% of the total turnover of all business entities (the country’s
average is 64.7%). More than a half of those sales is provided by medium-sized businesses (44% of the total
turnover of all business entities).

For the reasons of confidentiality
of data in 2017, no information The share of small enterprises in the total turnover of

. . economic entities in lvano-Frankivsk, %
about increase in the turnover by 70

the SME sector and by large 300%
enterprises in lvano-Frankivsk is 24,6% 24,6%
available. However, in 2018 small
enterprises demonstrated a real

20,0%
growth of turnover (goods and

services) by just 1.7% compared to

2017 (the country’s average is

7.5%). However, the turnover of 1y
individual entrepreneurs in the 2015 2016 2017 2018
city increased by 15.6% (compared =—8—|vano-Frankivsk —==@==Ukraine

to Ukraine’s average of 13.5%). Source: SSSU, Main Statistical Office in the lvano-Frankivsk region

Sales of industrial products

No statistical information on key performance indicators of enterprises in terms of the types of their
economic activities is available at the level of cities of regional significance and districts. However, there are
statistical data on the sales of industrial products by the types of activities. Such information allows us to
determine key industries of Ivano-Frankivsk.

According to the data provided by the lvano-Frankivsk Region Statistics Headquarters, the sales of industrial
products in Ivano-Frankivsk reached UAH 13.7 billion in 2018. 45.4% or UAH 6.2 billion of those sales were
accounted for the processing industry. In particular, the engineering sector provided UAH 2.5 billion or 18.7%
of the sales (except for repair and installation of machinery and equipment) *3. The manufacture of foodstuffs,
beverages and tobacco products come second in the processing industry (17.8% or UAH 2.4 billion). Other
important types of activities include the manufacture of rubbers, plastics, and other non-metal mineral
products (UAH 0.4 billion or 3.1%), the manufacture of wood and paper products and the printing industry
(UAH 0.3 billion or 1.9%).

Capital investments

In 2018, Ivano-Frankivsk accounted for more than UAH 3.8 billion of capital investments, which corresponds
to 40.8% of the total capital investments in the Ivano-Frankivsk Region In 2018, the amount of capital
investment per capita was approximately UAH 14,952, which exceeds the country’ average of UAH 13,746.
Ivano-Frankivsk is ranked number seven by this index among the cities selected for the survey.

More than a half (54.2%) of the capital investments were funded by enterprises and organizations at their
own expense. 21.1% was funded from the local budget, 8% was funded from the state budget, and 12% was
funded using bank and other loans.

43 Data by types of activities are generated based on homogeneous products.
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Exports

According to the State Statistics Service of

. o, Goods and services exports from lvano-
Ukraine, lvano-Frankivsk’s exports of goods

Frankivsk
amounted to USD 224.2 billion in 2018, (2015-2018), USD m
which is 11.3% less compared to 2017. 200 379,6
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this metric among the surveyed cities in 300 252,7 224,2
respect of which relevant statistical data 200 169,6
were available. 100 I25'2 35,5 38,7 I43’2
On the other hand, the exports of services 0
increased by 11.6% and reached USD 43.2 2015 2016 2017 2018
B Goods Services

m (ranked number nme)' Source: SSSU, Main Statistical Office in the lvano-Frankivsk region

An analysis of the foreign trade structure of lvano-Frankivsk in 2018 has demonstrated that more than two
thirds of exports were provided by machinery products (machinery, equipment and mechanisms, electrical
equipment) — USD 151.3 m or 67.5%. In addition, 19.4% accounted for agricultural and food products. Other
exports included wood and wood products (5.8%), chemical products (1.7%), and textile materials and
products (1.2%).

Foreign direct investments

As of December 31, 2018, the city of Ivano-Frankivsk accounted for USD 491.6 m of foreign direct investments
(equity). The said volume was USD 3 m or 0.6% lower compared to the volume recorded at the beginning of
2018. It follows that foreign direct investments reduced only to an insignificant degree in 2018. On the other
hand, there was USD 1,918.4 of FDI per capita in lvano-Frankivsk as of the end of December 2018. This is one
of the highest indices among all the cities covered by the survey.

It should be noted that in general the Ivano-Frankivsk Region is ranked number 10 by the volume of direct
investments among all the regions of Ukraine. In addition, at the beginning of 2018, more than a half (54.7%)
of the region’s investments were concentrated in the city.

Safety and comfort

The results of other studies allow us to look at the level of safety and comfort of living in the selected cities
based on the assessments of their inhabitants These factors are important for understanding the overall
situation in the city. In addition, it is possible to compare those research studies with some results of MCI.

According to the study titled “Sixth Annual Ukrainian Municipal Survey” *, the city of Ivano-Frankivsk was
ranked number 2 on the Quality of Public Goods and Services Index with a score of 3.2 points (on as scale
from 1 (terrible) to 5 (excellent)). This indicates that the residents are satisfied with the level of comfort in
Ivano-Frankivsk. Ivano-Frankivsk also leads the following fields: health facilities, transport infrastructure,
industrial development, education (technical schools, universities, and colleges), schools, and police.

44 The survey was conducted by the Sociological Rating Group on behalf of the International Republican Institute’s
Center for Insights in Survey Research; The survey was funded by the United States Agency for International
Development. Please see http://ratinggroup.ua/research/regions/shestoy_vseukrainskiy_municipalnyy_opros.html
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As part of the same study, according to its residents, Ivano-Frankivsk is one of the most secure cities in
Ukraine. The value of the corresponding Index for lvano-Frankivsk is 1.9 (on a scale from 0 to 3, where 0
means “I feel completely unsafe” and 3 means “I feel completely safe”). On this metric, the city is ranked
number one among the 24 cities covered by the survey. 63% (which corresponds to the majority of the
respondents) reported that they felt rather safe or completely safe at night while the percentage of those
who felt rather unsafe or completely unsafe reached 31%.

Results of the “Municipal Competitiveness Index” for Ivano-Frankivsk
Description of the survey sample

211 business entities took part in the survey in lvano-Frankivsk. These were 127 (60.2%) enterprises (legal
entities) and 84 (39.8%) individual entrepreneurs (PEs). When analyzing the answers, the data array was
weighed by the types of business entities (62.0% of legal entities and 38.0% of PEs) to ensure that it was
compliant with the parameters of the target sample.

Size of the surveyed business entities

Most respondents (79.6%) were micro businesses — business entities employing from 1 to 10 people. 17.1%
were small entities with 11 to 50 employees. Medium-sized entities (from 51 to 250 employees) account for
3.3% of the respondents, while large entities (more than 250 employees) account for 0%.

Surveyed businesses by size (lvano-Frankivsk), %

100,0% 79,6%
0,
>0,0% 17,1% 3 3% 0.0%
270 , %
0,0% [ |
<10 employees 11 - 50 employees 51 - 250 employees >250 employees

Industry and type of activity

The surveyed business entities in Ivano-Frankivsk operate in various sectors of the economy. 28.9% of
surveyed business are engaged in trade (including in wholesale and retail, repair of motor vehicles). 14.7% of
the respondents are employed in the industry, 12.3% — in the construction, and 0 % — in the agriculture.
Almost a half of the surveyed businesses account for the service sector (44.1%) 9.0% of the respondents
provide information and communication services, while professional services are provided by 6.6% of the
respondents. 28.4% of the respondents provide other services (businesses operating in the transport, arts,
sports, education, healthcare, finance, and other service-related sectors).

Surveyed businesses by sector (lvano-Frankivsk), %

40,0%
28,9% 28,4%
30,0%
0,
20,0% 14,7% 12,3% 0 000
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=
0,0% I
Agriculture Industry Construction  Wholesale and Information and  Professional  Other services
retail trade  communication services
Year of registration

Most of the surveyed business entities were registered earlier than in 2017 (75.4%). In 2018-2019, 24.6% of
the respondents were registered.
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Age and gender breakdown of business owners and managers

According to the survey findings, 66.7% of the Ivano-Frankivsk-based businesses are owned by men, while
the remaining 33.3% are owned by women. In addition, the share of men owning legal entities is even higher
(69.6% of men vs. 30.4% of women).

Men run 79.0% of legal entities, while the share of female managers accounts for 21.0%. When it comes to
PEs, who are owned and run by the same person, the quantitative advantage of men is less apparent (59.2%
vs. 40.8%). Men run 71.4% of all the business entities, while the share of female managers accounts for
28.6%.

The average age of business owners in Ivano-Frankivsk is 42.0 years (compared to the country’s average of
42.8 years). However, individual entrepreneurs are on average three years younger than the owners of legal
entities (39.8 years vs. 42.9 years) in lvano-Frankivsk.

Municipal Competitiveness Index: results for Ivano-Frankivsk
According to the survey findings, lIvano-
Frankivsk was ranked number two scoring I

66.95 points as part of MCI 2019/2020. Thus, /""( 4 e~
Ivano-Frankivsk is classified among cities with v N
high MCI scores. rd ' 3}

3 Li ;
Ivano-Frankivsk falls 6.01 points behind v /
Khmelnytskyi who is ranked number one. In ‘ Ternopil )

addition, the city leads by just 0.80 points its ! 05 |

runner up — the city of Lviv that scored 66.15 % k\m %¢w 4
points. e MN .

Uzhhorod Ivano-Frankivsk s
A comparison between the MCI score of LN

Ivano-Frankivsk and those of its geographical - Vool N

neighbors has shown that two cities with high
MCI scores — Lviv (number two) and Ternopil
(number five) — are located close to the city. In addition, the cities of Chernivtsi and Uzhhorod, which were
classified among the cities with average MCl scores, are located nearby, too.

Ivano-Frankivsk managed to obtain the high rank due to predominantly high results on the individual
components (sub-indices).

The strongest components are:
* Informal payments and corruption (number two)
* Leadership of municipal authorities (number two)
* Development resources (number two)
* Compliance cost (humber three)
* Transparency and data openness (humber four)

*  Access to public property (number five)
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The weakest components are:
* Starting a business (number 17)
*  Support of innovations (number 14)

1. Starting a business
Ivano-Frankivsk scored 4.32 points on Component 1 titled “Starting a Business.” This is only the seventeenth
score among all the cities. Due to quite lengthy procedures for obtaining necessary permits, this component
is the most problematic one for the city that, in general, demonstrated high results and was ranked number
two in the MCI of 2019.

In particular, according to the survey data, the registration of a business in Ivano-Frankivsk in 2018-2019 took
less time than on average in the country (4.9 days compared to 6.1 days). On the other hand, it took on
average 4.3 days to have changes entered into the register, which is more than all the cities’ average of 3.6
days.

In lvano-Frankivsk, 7.4% of the respondents who registered a business in 2018-2019 reported problems and
barriers during the registration. This share is also lower than the average of 8.8% for all the cities. 69.8% of
the respondents received necessary advice during the registration process, which almost corresponds to the
country’s average of (70.7%). It took 32.1 days to launch a business (from the date of submission of
documents for registration to the date of the first sale of goods or services) in Ivano-Frankivsk, which
corresponds to the average for all the cities.

The time required to obtain certain permits is the key problem in Ivano-Frankivsk. The obtaining of
construction permits and registrations took, on average, 37.2 days in the country and 10.7 days in lvano-
Frankivsk, which is one of the highest indices among the cities covered by the survey. In addition, it took
more time in Ivano-Frankivsk to obtain a declaration of conformity to the requirements of the fire safety
legislation in respect of a business entity’s facilities (12.5 days compared to the cities’ average of 11.8 days).

It should be noted that business registrars in lvano-Frankivsk experience a higher workload compared to the
other cities. There are only seven registrars per 10 thousand business entities in Ivano-Frankivsk (including
government authorities, local self-government authorities and notaries public).

2. Access to public property

Ivano-Frankivsk scored 6.29 points and was ranked number five on the component (sub-index) titled “Access
to public property.” The city demonstrated mostly higher than average results on individual indices. For
instance, 33.8% of the respondents reported that they had documents certifying the ownership / lease of the
land where their business operates (compared to the country’s average of 30%). This makes 49.7% of the
respondents believing that land documents are their concern (compared to the country’s average of 46.8%).
In 2018-2019, it took on average 73.5 days to obtain documents certifying the ownership / lease of the land
in lvano-Frankivsk, which is approximately one day longer than the average for all the respondents (72.4
days).

22.8% of the respondents in Ivano-Frankivsk reported the accessibility of information on available
community-owned land plots, which can be provided for use or used for construction, etc (18.1% of the total
respondents). In addition, 32.3% of the respondents indicated that information on the municipal real
property (including non-residential facilities) was available (29.2% of the total respondents).
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3. Transparency and data openness
Ivano-Frankivsk was ranked number four and scored 7.30 points on the “Transparency and data openness,”
and, therefore, is one of the leaders in this component. In lvano-Frankivsk, the majority of the respondents
expressed mostly a high opinion of the access to information on local budget, local regulations, and public
procurements.

In particular, the access to information on public procurements got the top score in Ivano-Frankivsk with
21.8% of the respondents assigning ‘good’ and ‘excellent’ rates, compared to 17.3% of all the respondents
surveyed. The access to information on local budget was assessed positively by 11.9% of the respondents in
Ivano-Frankivsk compared to the average of 10.2% for all the other cities. The accesses to information on
local regulations was found as ‘good’ and ‘excellent’ by 18.0% of the respondents, which is one of the best
scores among the cities covered by the survey (13.9% of the respondents surveyed).

4. Compliance cost
Ivano-Frankivsk is one of the leaders for compliance cost and was ranked number three and scored 8.45
points on this component. The result of the city was determined by low (compared to the other cities) scores
assigned by the respondents in respect of time spent on compliance with the requirements of local
regulations and time spent on communications with inspectors.

In Ivano-Frankivsk, entrepreneurs spend on average 2.4 days for compliance with local regulations, which is
less than the country’s average (four days). 1.8% of an annual income is, on average, spent on compliance
with the requirements of local regulations in Ivano-Frankivsk, which is lower than the average of 3.7% for all
the respondents.

The survey findings show that the frequency of inspector visits in lvano-Frankivsk corresponds to the average
of 0.7 observed at the country level. Consequently, the average time spent on communications with
inspectors was 3.4 days, which is less than the country’s average (five days).

5. Taxes and duties

Component (sub-index) 5 “Taxes and duties” is one of the weaknesses of lvano-Frankivsk. The city was ranked
number 10 and scored 6.55 points on this component. That score of Ivano-Frankivsk was due to a
combination of such factors as low expenses for payment of taxes and low time expenditures for the
administration of taxes and duties.

As part of the survey in lvano-Frankivsk, the respondents said that they spent, on average, 23.8% of their
annual income on taxes and duties (including USC), which is less compared to the average for all the cities
(26.8% of the annual income). Entrepreneurs in lvano-Frankivsk spent, on average, 53.3 days on the
administration of taxes and duties, which is significantly less than the average for all the cities (59 days).

19.5% of the respondents in Ivano-Frankivsk said that local taxes are a barrier to their businesses, although
the average for all the cities was 20.4%. In addition, 2.3% of the respondents in Ivano-Frankivsk reported
being exempt from local taxes and duties in 2018-2019, which is less than the average for the cities covered
by the survey (the average for all the respondents is 3.6%).

6. Informal payments and corruption

According to the survey findings, lvano-Frankivsk was ranked number two and scored 8.49 points on
Component (sub-index) 6 titled “Informal payments and corruption.” The city’s score is due to such factors
as the lowest prevalence of “informal payments” and high awareness of entrepreneurs about existing anti-
corruption measures taken by the city.
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In particular, as part of Dimension 1 “Bribes / Gifts” 6.5% of the respondents in Ivano-Frankivsk reported
situations related to “informal payments” when approaching the municipal officials for any issues concerning
the running of a business in 2018-2019. On average, 9.9% of the respondents faced such situations. On the
other hand, as part of Dimension 2 “Anti-corruption efforts,” 37.7% of the respondents were informed about
the implementation of specific anti-corruption measures by the city authorities (open budget, digital
reception, municipal anti-corruption program, etc.), while the average for all the cities surveyed was 31.8%.

7. Security of operating a business
Ivano-Frankivsk was ranked number seven among the cities covered by the survey and scored 6.25 points on
Component (sub-index) 7 titled “Security of operating a business.” lvano-Frankivsk’s quite high score on this
component is due to a relatively low prevalence of illegal takeovers and other criminal acts against businesses
compared to the other cities. One of the problems encountered by the city in this relates to its shadow
economy and a high level of loss caused by criminal acts.

According to the survey date, nearly every second respondent (46.5%) in Ivano-Frankivsk believes that
competitors run shady businesses, which is one p.p. higher than the country’s average (45.1%). 2.5% of the
total respondents experienced attempts of illegal takeovers at the country level in 2018-2019. However, the
problem of illegal takeovers in Ivano-Frankivsk seems to be less critical as only 1% of the respondents there
reported that they faced such acts. This is one of the best scores among all the cities covered by the survey.

Only 11.3% of the respondents in lvano-Frankivsk reported that they suffered losses as a result of extortions,
thefts, robberies, or acts of vandalism or arson in 2018-2019. This is one of the lowest indices among all the
cities covered by the survey. The corresponding country’s average on this metric was 14.3% of the
respondents. However, it seems that the lvano-Frankivsk-based entrepreneurs suffered the most from the
above criminal acts. Such losses accounted for 14.3% of the annual income of the respondents who
reportedly incurred them, which is rather a high index (the country’s average is 10.8%).

In lvano-Frankivsk, businesses spend, on average, 3.0% of their annual income on security / protection, which
is somewhat higher compared to the country’s average of 2.7% of the annual income.

8. Leadership of municipal authorities
Ivano-Frankivsk was ranked number two and scored 8.64 points on Component (sub-index) 8 titled
“Leadership of municipal authorities.” The high rating of the city is due to its high scores on two dimensions
of which the sub-index consists — “Business development support” and “Public-private dialogue.”

Ivano-Frankivsk scored 8.44 points and was ranked number two on the “Business development support”
dimension. The Ivano-Frankivsk-based entrepreneurs have a positive opinion of the attitude of
representatives of the municipal authorities towards private businesses. 43.3% of the respondents believe
that the attitude of the municipal authorities towards businesses is “very good” or “good” (the average for
all the cities is 20%). In addition, 59.2% of the respondents agree that the municipal authorities support start-
ups (compared to the average of 38.3% for all the cities), and 53.1% indicate that the municipal authorities
support existing businesses (compared to the average of 35.5% for all the cities. The survey results are also
complemented by “hard data” on the activities of the city council. According to the “hard data,” lvano-
Frankivsk scored 8 of 10 points. In particular, the city does not offer tax incentives (in respect of the unified
tax) necessary for the development of certain types of activities, which would point to a higher proactivity of
the municipal authorities to support new and existing businesses. The absence of defined city boundaries
can be another problem in lvano-Frankivsk.

The score obtained on the “Public-private dialogue” dimension shows that businesses face less problems in
their communications with the local government in Ivano-Frankivsk compared to most other cities. On this
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dimension, the city was ranked number two and scored 8.85 points. 13.3% of business representatives in
Ivano-Frankivsk believe that they have “extensive” or “very extensive” opportunities to participate in the
development of local documents (strategies, plans, programs, etc.), while the average for all the cities
surveyed is 6.5%. In addition, 12.3% of the respondents (the third highest index) indicate that the city always
or often holds consultations with entrepreneurs before passing new or amending existing regulations that
may affect the business community (compared to the average of 7.4% for all the cities)

9. Development resources

Ivano-Frankivsk was ranked number two and scored 6.10 points on Component (sub-index) 9 titled
“Development resources.” The city’s assessment is based on the results of three dimensions that form a
single component. Those dimensions are Human resources, Financial resources and infrastructure, and
Business support infrastructure.

The city was ranked number two and scored 7.70 points on Dimension 1 (Human resources). An analysis of
individual indicators of this dimension has demonstrated that 8.3% of the respondents in lvano-Frankivsk
rate the quality of the local workforce as “excellent” or “good” (the average for all the respondents surveyed
is 7.6%). In addition, only 14.2% of the respondents surveyed give positive assessments of vocational
education of employees in the local labor market, which is the second highest index among the cities
surveyed (the average for all the respondents is 10%). Accordingly, just as in the other cities, an insignificant
percentage of business entities in lvano-Frankivsk rate high the available workforce.

However, 56.2% of the respondents believe that insufficient workforce training is a serious barrier to doing
business (the average for all the respondents is 60.7%). This is one of the lowest indices among all the cities
covered by the survey. 71.3% of the business surveyed in lvano-Frankivsk reportedly felt the problem of lack
of workforce, which is just one pp higher that the average for all the respondents (70%). It follows that the
lack of qualified workforce is the most severe problem faced by entrepreneurs in Vinnytsia, according to the
rating of barriers to doing business (according to 34.9% of the respondents).

The analysis of the number of workforce in the city is supplemented by statistical data. In particular, there
were approximately three vacancies per 100 businesses in Zhytomyr at the end of 2019, which approximately
corresponds to the average for all the cities surveyed (3.6 vacancies)®. In addition, lvano-Frankivsk has the
second highest share of working age population (aged 15 to 64) of 71.8% (as of January 1, 2019) among the
cities surveyed. The corresponding country’s average on this metric was 67.8%*¢. Thus, the problem of
population aging may be less tangible in lvano-Frankivsk compared to the other cities and the country in
general.

The city was ranked number two and scored 4.86 points on Dimension 2 (Financial resources and
infrastructure). According to the survey findings, only 1.2% of the respondents at the country level received
financial support from municipal authorities in 2018-2019. When it comes to individual cities, the share of
such respondents in lvano-Frankivsk accounts for 1.4%, which is approximately in line with the average level.
However, 77.5% of the business entities surveyed in Ivano-Frankivsk believe that the lack of financial
resources is a serious barrier to doing business (the average for all the cities is 77.8%).

Data on the city’s budget expenditures complete the picture of financial resources allocated to support
businesses in the city. In 2019, actual spending on support for small and medium-sized enterprises in the city

45 Sources for calculations: 1) Number of vacancies: The situation in the labor market and the results of activities of the
state employment service. Data on the page of the Ivano-Frankivsk Region Employment Center,
https://ifr.dcz.gov.ua/analitics/66 2) Number of businesses: According to the Ivano-Frankivsk Region Statistics
Headquarters
46 According to the Ivano-Frankivsk Region Statistics Headquarters of the State Statistics Service of Ukraine
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reached only UAH 180,000 per 10,000 businesses.*’ It should, however, be noted that, in general, SME
support expenditures are low or non-existent in most of the cities. However, a higher amount of expenditures
or even the existence of such support in general may point to a higher level of leadership of municipal
authorities in relation to business support

When it comes to the infrastructure, the entrepreneurs surveyed in the cities covered by the study had
reportedly a different experience in relation to connection to electricity grids. In Ivano-Frankivsk, a
connection to the electricity grid took on average 31 full days from the date of an application until the date
of actual connection. This is the lowest index among all the cities covered by the survey. The corresponding
country’s average was 85 days. It follows that it is less complicated to have a business connected to the
electricity grid in lvano-Frankivsk compared to the other cities.

Ivano-Frankivsk was ranked number three and scored 5.73 points on Dimension 3 (Business support
infrastructure). According to the survey data, 15.3% of the respondents personally received business support
services from the municipal authorities (information, advice, training, etc.), which is one of the highest indices
among all the cities (compared to the average of 11% for all the respondents). At the same time, 56.4% of
them rated such services as “good” and “excellent,” which is one of the highest percentages among the cities
surveyed (48.6% of the total respondents surveyed).

41.9% of the business entities surveyed in lvano-Frankivsk reported the existence of business support centers
in the city, which is one of the highest indices among the cities surveyed (the average for all the respondents
is 32.6%). In addition, according to the ‘hard data,’ there was only one business support infrastructure facility
in the city at the end of 2019, which was created with the participation of the city authorities — MBERIF
Business Center, a joint venture established by Ukraine and Canada. Thus, entrepreneurs’ awareness of
business support centers may relate to other business support infrastructure facilities existing in the city.

49.7% of the respondents in lvano-Frankivsk are aware of the activities of business associations and business
clubs in their city (45.9% of the total respondents). However, only 10.5% of the surveyed business entities
are members of such organizations, which is one p.p. lower than the percentage recorded for all the
respondents surveyed in general (11.5%).

10. Support of innovations
The city of lvano-Frankivsk was ranked number 14 and scored 4.57 points on Component (sub-index) 10 titled
“Support of innovations.”

13.4% of the respondents in the city reported that their businesses interacted with research institutions or
technology companies in 2018-2019, which is one of the lowest indices among all the cities (compared to the
average of 18.9% for all the cities). Businesses in Ivano-Frankivsk are also less satisfied with technology
transfer compared to the other cities. 7.2% of the respondents pointed out that the related needs (the
transfer of patents for inventions, etc.) are “met to a significant extent” or “fully met” (compared to the
country’s average of 8%)

The respondents in Ilvano-Frankivsk give one of the highest assessments of the local government support for
local innovation programs (funded from the local budget) with the city scoring 2.33 of five points compared
to the average of 1.91 for all the cities. However, lvano-Frankivsk introduced new technologies, solutions, or
products less frequently than all the other cities on average in 2018-2019 (38.6% compared to 40.2%).

47 Reports on the implementation of local budgets (expenditures under program classification code 7610 - Promotion
of small and medium entrepreneurship), as well as responses of the city councils to requests for publicinformation were
used. For some cities, information on expenditures was updated through telephone interviews with the employees of
executive authorities of the city councils.
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Further, only 1.4% of the surveyed enterprises and individual entrepreneurs reported that they belonged to
clusters. This is lower than the index recorded for all the cities in general (2.1%). In general, all the factors
provide an average level of satisfaction with support for innovations in Ivano-Frankivsk among
entrepreneurs.

Barriers to doing business

The surveyed business entities named the main barriers they face when doing business in lvano-Frankivsk.
According to the survey findings, three most important barriers included such factors as the lack of qualified
workforce, high taxes, and low consumer demand. Each of these barriers was reported by nearly a third of
the respondents (34.9%, 33.9% and 28.8%, respectively). The lack of qualified workforce is the most severe
problem in lvano-Frankivsk as just in a number of other cities, and, therefore, it outweighed the problems of
high taxes and low consumer demand that are on the top of the barriers rating following the survey of all the
respondents in general. 18.1% of the respondents complain about the lack of funds, ranking this barrier
number four.

TOP-10 barriers to doing business in lvano-Frankivsk, %
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Municipal government corruption _ 12,2%

Political risks _ 11,9%

Military actions in the east of Ukraine - 6,5%

Complexity of connecting the electric grid, water, gas o
supply systems, and sewage - 6,2%

Complexity of legislation and complex permit obtaining procedures pose serious barriers for 15.3% and 13.9%
of the respondents, respectively. As just in many other cities, municipal government corruption (12.2%) and
political risks (11.9%) are similarly rated. The least important barriers, according to the respondents, are
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military actions in the East of Ukraine (6.5%) and complexity of connection to electricity, water, and gas
supply systems and to sewerage networks (6.2%).

Expectations and assessments of the business climate and economic
conditions in Ivano-Frankivsk

Regional SME Business Climate Index. ABCA SME Business Climate Index in Ivano-Frankivsk is 0.19 (the city
was ranked number 14 among all the cities covered by the survey). This is more than in 2017 (0.12), which
indicates an improvement in perception of the business climate. This is in line with the all-Ukrainian trend.

ABCA Regional Index of Business Climate (lvano-

Frankivsk)
0,19
0,2 0,12
0
2016-17 2019-20

Long-term expectations for business activity. Business in Ivano-Frankivsk has optimistic long-term
development plans for the next two years. More than half of the respondents (51.7%) reportedly plan to
expand their business, and 43.3% want to stay at the current level. At the same time, only 3.0% of the
respondents plan to reduce their business, and 2.0% want to close it. The balance index*® is +0.47 (+0.45 at
the country level).

Business activity expectations in the two-year perspective in lvano-Frankivsk, % of
the respondents
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Assessment of the financial and economic situation of business entities. In lvano-Frankivsk, the majority of
the business entities surveyed (52.8%) assessed their current financial and economic situation as satisfactory.
The rest of the respondents rated it as good (31.5%) or bad (15.7%) It follows that the positive assessments
outweigh the negative ones, and the balance index of the financial and economic situation is +0.16
(compared to the country’s average of +0.05).

Assessment of the business of business entities in Ilvano-Frankivsk, % of the

respondents
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31,5% 15,7%
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Assessment of the current overall economic environment for business activities More than a half of the
surveyed business entities (52.5%) assessed the current overall economic environment as satisfactory. 28.5%
of the respondents rate the overall economic environment as bad, and 19.0% as good. Thus, the index of

48 Calculated as the average of all responses on a scale from -1 to 1, where 1 corresponds to a simplification of this
procedure, 0 - no change, and -1 to a complication.
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assessment of the overall economic environment for business activities is negative (-0.09). However, the
value of the index for the city is somewhat higher compared to the country’s average (-0.12).

Assessment of the overall economic situation (lvano-Frankivsk),
% of the respondents
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Change in the production output over the past two years. Almost a half (47.3%) of the surveyed business
entities indicated that they increased their production or service output in 2018-2019. Approximately a third
(39.1%) of the respondents did not change the output while 13.6% of the respondents reduced it. Thus, the
index of business activity is +0.34 (which is somewhat higher than the average of +0.31 for all the respondents
surveyed), reflecting the predominance of the share of business entities that expanded their output over the
share of those who reduced it.

Change in the industrial/services output and in the number of employees in lvano-
Frankivsk, % of the respondents
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Change in the number of employees of the business entities over the past two years. More than a half of
the surveyed business entities (58.8%) indicated that the number of their employees did not change in 2018-
2019. The share of business entities that increased the number of their employees (26.0%) significantly
exceeds the share of those where the number of employees decreased (15.3%) Thus, the index of changes
in the number of employees is +0.11, which is higher than the average of +0.16 recorded for all the
respondents in general.

Deregulation: changes in administrative procedures According to the respondents, the process and
conditions of business registration have been simplified the most in the last two years, while the situation
with inspections and tax administration has deteriorated.

48.0% of the businesses surveyed point out the simplification of business registration in the previous two
years. The rest of the respondents did not feel any changes in this procedure, and only a small share of the
respondents (10.0%) said that, in their opinion, business registration has become more difficult. As a result,
the index of change in the registration procedures is +0.38%. This is the highest value of the index compared
to the other two procedures, which include the passing of inspections and the administration of taxes.

When it comes to the administration of taxes, more than a half of business entities (53.4%) say that they
have not noticed any changes in the complexity of this procedure. The rest of the business entities are divided
into those for whom the payment of taxes has become easier (20.1%) and those for whom it has become
more difficult (26,5%). The index of change in the procedure for administering tax payments is -0.06.

49 Calculated as the average of all responses on a scale from -1 to 1, where 1 corresponds to a simplification of this
procedure, 0 - no change, and -1 to a complication.
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Assessment of changes in administrative procedures (lvano-Frankivsk),
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The index of changes in passing inspections is negative (-0.13), too. 22.7% of business managers and
individual entrepreneurs claim that inspections have become more difficult. This is significantly higher than
the share of businesses according to which inspections have become easier compared to 2018 (10.2%).
However, the largest share of the surveyed businesses (67.0%) did not notice any changes in relation to
inspections.

As a result, the value of the general index of changes in administrative procedures, which is calculated as an
average value of the indices of change of these three procedures, is +0.06.

Recommendations

According to the MCI results (subject to the weak components and dimensions) the following key
recommendations have been formulated for the city. In addition, the city government should pay attention
to recommendations that are common for all the cities in general.

1. Starting a business.

*  Faster business registration should be encouraged. It is necessary to increase the number of business
registrars in local self-government authorities.

* Itis necessary to improve the quality and availability of consulting services when starting a business,
in particular, by expanding the capacity of consulting services in the centers of administrative
services.

* The quality of services provided as part of issue of various permits must be improved to reduce the
time required to obtain such documents.

9. Development resources

* Itis necessary to increase expenses on support for entrepreneurs to ensure the operation of the
business support infrastructure and financial support programs.

* It is necessary to conduct an audit of business support infrastructure facilities to determine their
efficiency and development pattern.

* It is necessary to use best practices applied by other cities to organize the operation of business
support centers, co-workings, business hubs, clusters, etc.
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Kyiv
Number 21 in MCI

General information

Kyiv is a separate political subdivision
of a regional level in Ukraine. The
special status of the city as the capital
of Ukraine is provided by the Ukrainian
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Law on the Capital of Ukraine, the
Hero City of Kyiv, dated January 15,
1999.°° |n accordance with the Law,
the city has the institution of the Head
of the Kyiv City State Administration
and the institution of the Kyiv Mayor.

With effect from 2001, the city is
divided into 10 inner administrative
districts (Holosiivskyi, Darnytskyi, Desnianskyi, Dniprovskyi, Obolonskyi, Pecehrskyi, Podilskyi,
Sviatoshynskyi, Solomianskyi, and Shevchenkivskyi). In each of the districts, the Government is represented
by a District State Administration headed by its chairs.

Location

The city of Kyiv is located in the north of Ukraine. The city is located on the banks of the Dnipro River in the
central part of the Kyiv Region. Kyiv is the administrative center of the region although administratively it is
not part thereof.

The closest regional centers are Zhytomyr, Vinnytsia, Chernihiv and Cherkasy. The city of Bila Tserkva is
located in the Kyiv Region. The population of the city counts 209 thousand inhabitants, which correspondents
to the level of population residing in certain regional centers of Ukraine. In addition, Kyiv borders on a number
of satellite town. Such towns and Kyiv form the Kyiv agglomeration. Among these settlements, the cities of
Brovary, Irpin and Boryspil deserve a special attention as the population of each of them exceeds 100
thousand inhabitants.

Demographic situation

Kyiv is the largest city of Ukraine by population. As of January 1, 2019, the permanent population of Kyiv was
2,909.5 thousand inhabitants, which is 0.6% more compared to the beginning of 2018. °! However, these
figures may be at variance with the facts. In particular, following its estimate of population in Kyiv, the Cabinet

50 please see https://zakon.rada.gov.ua/laws/show/401-14.
51 Here and below in the report, the statistical data of the Kyiv City Statistics Headquarters of the State Statistics Service
of Ukraine are used.
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of Ministers of Ukraine concluded that the actual quantity of the Kyiv population could be 3,703.1 thousand
inhabitants as of January 1, 2019.%2

Kyiv is also one of the few cities in the sample demonstrating a natural increase in its population (0.8), which
is due to, in particular, the highest birth rate (11.8 persons per 1,000 inhabitants).

The population of Kyiv, as just in Ukraine generally, is dominated by women (53.8%). There are 860 men per
1,000 women (864 men at the country level). The share of the population aged from 15 to 64 is 68.5% (67.8%
at the country level). In total, there are 459 people (475 at the country level) aged 0-14 and over 65 per 1,000
people of working age.

Development of entrepreneurship

Key structural business statistics in Kyiv in 2018

Absolute figures Relative figures
Number . ) Share in
of Employment, Turnover, Share in total  Share in total -
. thsd persons UAH bn number employment
entities turnover
Large o o o
enterprises 147 243.8 1478.6 0.06% 38.6% 37.1%
SMEs 264560 1183.7 2504.3 99.9% 61.4% 62.9%
Medium o o o
enterprises 3610 548.3 1774.8 1.4% 28.4% 44.6%
Small o o o
enterprises 87752 381.7 603.0 e L 1201150
In which
. 28.7% 8.8% 5.2%
micro 76051 169.4 205.4
IEs 173198 253.7 126.4 65.4% 13.2% 3.2%
Total 264707 1927.4 3982.9 100.0% 100.0% 100.0%

Source: Own calculations based on the data of the Kyiv City Statistics Headquarters of the State Statistics
Service of Ukraine

Number of business entities

In 2018, Kyiv counted 264.6 thousand small and medium-sized enterprises (including 3.6 thousand medium-
sized enterprises, 87.8 thousand small enterprises and 173.2 thousand individual entrepreneurs) and 147
large-scale enterprises.

Kyiv ranks first among all Ukrainian cities and outruns all the regions of the country in the quantity of
population. The capital accounts for 14.4% of the total number of business entities. Kyiv is accounted for
more than a fourth of all Ukrainian enterprises (25.7%) and one in nine individual entrepreneurs (11.7%).
This is apparently due to the fact that a significant number of enterprises have their registered and head
offices in Kyiv. At the same time, physical addresses and manufacturing sites may be located in other regions.
Businesses are registered more frequently in the central districts of the capital — Shevchenkivskyi and
Pecherskyi. For example, 18 thousand and 16.2 thousand enterprises operated in these districts in 2018,
respectively.

52 please see http://www.ukrstat.gov.ua/Noviny/new2020/zmist/novini/OnU_01_12_2019.pdf.
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In 2018, the number of SMEs in
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as much as the country’s average

(434). However, these figures may be overstated due to obsolete official data about the quantity of the
population and the high number of registered businesses. But, in general, this index demonstrates the fact
that Kyiv is the largest business center in the country.

As of the end of 2018, 34.6% of business entities were registered as legal entities, while the others had the
status of individual entrepreneurs. This is the highest index among the cities covered by the survey and is
almost twice as much as the relevant index at the country level (19,3%).

Employment

. In 2018, the Kyiv-based business entities
The share of SMEs in the total number of

. .. employed 1,927.4 thousand people, of
persons employed at economic entities in
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significant number of large enterprises.

Kyiv accounted for 22.6% of the total number of persons employed at Ukrainian businesses (17% of which
were employed by SMEs). In general, it can be argued that the business sector of Kyiv is one of the key
employers in Ukraine.

Compared to 2017, the number of people employed by SMEs in Kyiv increased by 5.2% (the country’s average
is 5.7%) The increase was mainly driven by medium-sized enterprises (36.5 thousand people or 7.1%) and
individual entrepreneurs (26.7 thousand people or 11.8%), while small business demonstrated a decline in
the number of their employees by 4.8 thousand people or 1.2%.

Statistics show that the level of economic activity in Kyiv contributes to a relatively low level of
unemployment in the capital. In 2019, this index reached 6.2%, which was the third lowest rate among all
the regions of Ukraine. At the end of 2019, nearly 8.7 thousand people were officially registered as
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unemployed by the Kyiv City Employment Center. Accordingly, the registered unemployed persons created
a load of nearly 1 people per a vacant job. However, the quarantine measures caused by the COVID-19
pandemic may deteriorate the employment situation in the city in 2020.

Turnover

At the end of 2018, the

turnover of business entities in The share of SMEs in the total turnover of economic

Kyiv reached UAH 3,982.9 entities in Kyiv, %

billion based on current prices. = 65,0% 64 4% 64,8% 64.7%
. . , . ) , o
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registered in Kyiv.
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The SMEs sector of the city
accounted for 62.9% of the total turnover of all business entities (the country’s average is 64.7%).

In 2018, SMEs in Kyiv demonstrated a real growth (i.e. adjusted for inflation) of sales (of goods and services)
by 13.1% compared to 2018, which is five percentage points higher than the country’s average (8.1%). The
increase was primarily due to the growth of turnover of medium-sized enterprises by 13.2%. In addition, the
turnover of individual entrepreneurs in the city increased by 19.8%.

Sectoral distribution

Available statistics indicate that most of the city’s enterprises are engaged in wholesale and retail trade,
maintenance of motor vehicles and motorcycles (28.4 thousand businesses or 31%) and professional,
scientific, and technical activities (12.7 thousand businesses or 13.9%). On the other hand, the largest
employers are the transport sector (455.5 thousand persons employed or 27.2%), trade (368.6 thousand or
22%), industry (290.7 thousand or 17.4%), and information and communications (104.4 thousand or 6.2%).
These sectors also take the lead in sales in a similar order. However, these data also take into account
information about large and medium-sized enterprises, which are, de facto, located in other regions.

For confidentiality reasons, there are no statistics on key performance indicators of medium-sized enterprises
engaged in certain types of activities, which does not allow us to reflect the sectoral picture in terms of SMEs.
Statistics are available only for small businesses in Kyiv in respect of all sectors. Small business entities
account for 95.9% of all enterprises in the city. The role of small enterprises is especially important in the
construction (56.7% of the total number of people employed and 47.5% of sales of all the construction
businesses) and real estate (67.6% of the total number of people employed and 52.8% of sales of the sector)
sectors.

In 2018, the largest number of small enterprises (27.2 thousand business entities or 31% of their total number
in the city) operated in the trade sector. In addition, this sector was the largest employer (for all those
employed at small enterprises) and sold the largest quantities of products (or % of the total turnover of small
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enterprises). The industry ranks second by quantity of persons employed and turnover of products. Also
important are professional, scientific, and technical activities (of persons employed), construction, real estate
transactions, and the information and communications sector.

Key structural statistics about small enterprises in Kyiv in 2018

Number of small Persons employed at
. . Turnover
enterprises small enterprises
Thous.
Th . AH
ggs Share Person Share U : Share

Entities . billion
Total 87,8 100,0% 381,7 100,0% 603,0 100,0%
including
wholesale and retail
U, EIERENE () 27,2 31,0% 113,5 29,7% 328,7 54,5%

motor vehicles and
motorcycles

Industry 7,6 8,6% 46,5 12,2% 54,8 9,1%
professional, scientific,

. . 12,4 14,2% 40,0 10,5% 34,9 5,8%

and technical activities
Construction 8,2 9,3% 39,9 10,4% 52,9 8,8%
Real estate 8,7 9,9% 31,8 8,3% 29,7 4,9%
Information and 6,2 7,0% 27,5 7,2% 30,5 5,1%
communications
Administrative and
support service 5,8 6,6% 25,3 6,6% 17,1 2,8%
activities
Itrsr”as;;rtat'on and 3,3 3,7% 17,5 4,6% 22,8 3,8%
Accommodation and 1,8 2,1% 12,6 3,3% 5,6 0,9%
food service activities
Financial and insurance | , 2,5% 9,5 2,5% 15,4 2,5%
activities
Human health and 1,2 1,4% 3,9 1,0% 1,6 0,3%
social work activities
Arts, entertfaunment, 0,8 1,0% 3.9 1,0% 20 0,3%
and recreation
Agriculture, forestry,

e 0,8 0,9% 3,6 0,9% 5,0 0,8%
and fishing
Other services 0,8 0,9% 3,5 0,9% 1,3 0,2%
Education 0,8 0,9% 2,8 0,7% 0,9 0,1%

Note: performance indicators of small businesses in certain sectors are not published for data
confidentiality reasons.
Source: own calculations based on the data of the Kyiv City Statistics Headquarters

Capital investments

In 2018, Kyiv accounted for more than a third of the total capital investments in Ukraine or more than UAH
200 billion. At the end of 2018, the amount of capital investments per capita reached approximately UAH 69
thousand, which was several-fold higher compared to the other cities. Therefore, Kyiv is ranked number one
on this index among the cities selected for the survey. When it comes to individuals sectors, most of the
capital investments accounted for the industry sector (56 billion or 28.3%) and transport (29.7 billion or
14.7%).
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Exports

According to the State Statistics Service of Ukraine, Kyiv's exports of goods amounted to nearly USD 12.5
billion in 2019, which corresponds to a Goods and services exports from Kyiv
fourth of the total exports from (2015-2018), USD m

Ukraine. Kyiv also accounted for more
14,00 12,49

12,00
10,00
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8,57
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by 21.9% and 10.9%, respectively. 4:00 268 3,05 3,55 3,94
These indicators further emphasize the 2,00
role of Kyiv as the capital, where a 0,00
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enterprises, including exporters, are, B Goods Services
Source: SSSU, Main Statistical Office in the City of Kyiv

than a fourth of exports of services
(USD 3.9 billion or 25.9%). Compared to

de jure, located. According to the latest
available statistics, Kyiv accounted for 4,398 exporters or 19.1% of their total quantity in 2018.

An analysis of the foreign trade structure of Kyiv in 2018 has demonstrated that three fourths of exports were
provided by agricultural raw materials and the products of their processing, including food products. This
situation, in particular, reflects the presence in Kyiv of head offices of agricultural holdings, traders and other
large companies engaged in this sector. Other goods also include, for example, machinery products (4.5%)
and chemical products (4.3%).

Foreign direct investments

As of December 31, 2019, Kyiv accounted for USD 19.3 billion of direct investments (equity), which
corresponds to 54% of the total direct investments in Ukraine. The specified amount is USD 2.4 billion or
14.4% higher than at the beginning of 2018. Statistics show that Kyiv serves as main gates for foreign capital
to enter Ukraine. As a result, there was USD 5,828.4 of FDI per capita in Kyiv as of the end of December 2018.

Safety and comfort

The results of other studies allow us to look at the level of safety and comfort of living in the selected cities
based on the assessments of their inhabitants These factors are important for understanding the overall
situation in the city. In addition, it is possible to compare those research studies with some results of MCI.

According to the study titled “Sixth Annual Ukrainian Municipal Survey”,* the city of Kyiv was ranked number

16 on the Quality of Public Goods and Services Index with a score of 2.8 points (on as scale from 1 (terrible)
to 5 (excellent)),>* indicating that the residents are dissatisfied with the level of comfort in their city compared
to the other cities of Ukraine.

3 The survey was conducted by the Sociological Rating Group on behalf of the International Republican Institute’s
Center for Insights in Survey Research; The survey was funded by the United States Agency for International
Development. Please see http://ratinggroup.ua/research/regions/shestoy_vseukrainskiy_municipalnyy_opros.html
54 The Quality of Service and Services Index has been calculated since 2016 as part of all-Ukrainian municipal surveys.
An aggregate value of the index corresponds to an average level of quality of 22 measured services (sidewalks, waste
collection, sewerage, etc.) taken as a whole, where 1 means “terrible”, and 5 stands for “excellent.”
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As part of the same study, according to its residents, Kyiv is one of the least secure cities in Ukraine. The value
of the corresponding Index for Kyiv is 1.5 (on a scale from 0 to 3, where 0 means “I feel completely unsafe”
and 3 means “I feel completely safe”). On this metric, the capital is ranked number 17 among the 24 cities
covered by the survey. Only 45% of the respondents said they felt “completely safe” or “rather safe” in their
community at night. On the other hand, 48% of the respondents said they felt “completely unsafe” or “rather
unsafe.”

Results of the “Municipal Competitiveness Index” in Kyiv

Description of the survey sample

254 business entities took part in the survey in Kyiv. These were 209 (82.3%) enterprises (legal entities) and
45 (17.7%) individual entrepreneurs (PEs). When analyzing the answers, the data array was weighed by the
types of business entities (87.0% of legal entities and 13.0% of PEs) to ensure that it was compliant with the
parameters of the target sample.

Size of the surveyed business entities

Most respondents (72.4%) were micro businesses — business entities employing from 1 to 10 people. 22.8%
were small entities with 11 to 50 employees. Medium-sized entities (from 51 to 250 employees) account for
4.7% of the respondents, while large entities (more than 250 employees) account for 0%.

Surveyed businesses by size (Kyiv), %

100,0% 72.4%

4,7% 0,0%
0.0% . o

<10 employees 11 - 50 employees 51 - 250 employees >250 employees

Industry and type of activity

The surveyed business entities in Kyiv operate in various sectors of the economy. 22.4% of surveyed business
are engaged in trade (including in wholesale and retail, repair of motor vehicles). 11.4% of the respondents
are employed in the industry, 10.6% — in the construction, and 2.4% — in the agriculture. More than a half of
the surveyed businesses account for the service sector (53.1%) 14.2% of the respondents provide
information and communication services, while professional services are provided by 10.2% of the
respondents. 28.7% of the respondents provide other services (businesses operating in the transport, arts,
sports, education, healthcare, finance, and other service-related sectors).

Surveyed businesses by sector (Kyiv), %
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Year of registration
Most of the surveyed business entities were registered earlier than in 2017 (79.1%). In 2018-2019, 20.9% of
the respondents were registered.

Age and gender breakdown of business owners and managers

According to the survey findings, 67.3% of the Kyiv-based businesses are owned by men, while the remaining
32.7% are owned by women. In addition, the share of men owning legal entities is even higher (69.5% of men
vs. 30.5% of women).

Men run 78.0% of legal entities, while the share of female managers accounts for 22.0%. When it comes to
PEs, who are owned and run by the same person, women (51.9%) somewhat outweigh men (48.1%). Men
run 74.1% of all the business entities, while the share of female managers accounts for 25.9%.

The average age of business owners in Kyiv is 41.5 years (compared to the country’s average of 42.8 years).
However, individual entrepreneurs are on average seven years younger than the owners of legal entities
(36.2 years vs. 42.1 years) in Kyiv.

Municipal Competitiveness Index: Results of Kyiv

According to the survey findings, Kyiv was T

ranked number 21, scoring 44.10 points as L
part of MCl 2019/2020. Thus, Kyiv is ﬂ j (
classified among cities with low MCl scores. N " ‘ ;

(2]
-3
®
S,
-
<
L

A comparison between the MCI index for S
Kyiv and those for its neighboring cities has { { m B
demonstrated that the cities classified ™ R III { .
under three different groups (with low, £ zZhytomyr | b : ‘ i
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nearby. For example, Vinnytsia (ranked NP / EE . Poltava ~_/
number four) and Chernihiv (ranked N1 {« cherkamy 3\ -
number six) are located near Kyiv. However, l l> J
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too.
The overall score of the city is determined by low rates assigned on most of the components.
The strongest components are:
* Support of innovations (number five)
* Transparency and data openness (hnumber seven)
The weakest components are:
*  Compliance cost (humber 24)

*  Access to public property (number 22)
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* Taxes and duties (number 22)
* Security of operating a business (humber 21)
* Starting a business (hnumber 18)

1. Starting a business
Kyiv scored 4.19 points on Component 1 titled “Starting a Business.” This is only the eighteenth score among
all the cities. This component is problematic for the city due to lengthy registration procedures and lack of
appropriate advice.

In particular, according to the survey data, the registration of a business in Kyiv in 2018-2019 took more time
than on average in the country (7.2 days compared to 6.1 days). On the other hand, it took on average 3.7
days to have changes entered into the register, which almost corresponds to all the cities’ average of 3.6
days.

In Kyiv, 7.5% of the respondents who registered a business in 2018-2019 reported problems and barriers
during the registration. This share is lower than the average of 8.8% for all the cities. However, only 53.4%
reportedly obtained necessary advice during registration. This is the lowest index among all the cities covered
by the survey and is almost 13 pp less than the country’s average (70.7%). It took 36.9 days to launch a
business (from the date of submission of documents for registration to the date of the first sale of goods or
services) in Kyiv, which is almost five days longer compared to the country’s average (32.1 days).

It should be noted that problems related to lengthy procedures for obtaining certain permits are less tangible
in the city. The obtaining of construction permits, and registrations took, on average, 37.2 days in the country
and 29.9 days in Kyiv. However, it took more time in Kyiv to obtain a declaration of conformity to the
requirements of the fire safety legislation in respect of a business entity’s facilities (12.2 days compared to
all the cities” average of 11.8 days).

A significant workload of business registrars in the city may be one of the reasons for its low rating on the
length of business registration procedures. There are only seven registrars per 10 thousand business entities
in Kyiv (including government authorities, local self-government authorities and notaries public). However,
the city has one of highest numbers of businesses per 10 thousand inhabitants. It appears from the results
of the survey that lengthy registrations are normal for large Ukrainian cities, where a huge number of
enterprises and individual entrepreneurs are registered.

2. Access to public property

Kyiv scored 3.35 points and was ranked number 22 on the component (sub-index) titled “Access to public
property.” The city demonstrated mostly low results on individual metrics. For instance, 19.2% of the
respondents reported that they had documents certifying the ownership / lease of the land where their
business operates (compared to the country’s average of 30%). This makes only 30.2% of the respondents
believing that land documents are their concern (compared to the country’s average of 46.8%). In 2018-2019,
it took on average 53.2 days to obtain documents certifying the ownership / lease of the land in Kyiv, which
is almost 19 days less than the average for all the respondents (72.4 days).

Kyiv demonstrates one of the worst results among the cities surveyed in terms of accessibility of information
on community-owned property. Only 11.1% of the respondents reported the accessibility of information on
available community-owned land plots, which can be provided for use or used for construction, etc (18.1%
of the total respondents). This is the worst result among all the cities covered by the survey. In addition, only
23.9% of the respondents indicated that information on the municipal real property (including non-
residential premises) was available (29.2% of the total respondents).
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3. Transparency and data openness
Kyiv was ranked number seven and scored 6.38 points on the “Transparency and data openness” component.
In Kyiv, the respondents expressed a higher than average opinion of the access to information on local
budget, local regulations, and public procurements.

In particular, the access to information on public procurements got the top score in Kyiv with 21.3% of the
respondents assigning ‘good’ and ‘excellent’ rates, compared to 17.3% of all the respondents surveyed. The
access to information on local budget was assessed positively by 9.2% of the respondents surveyed in Kyiv
compared to, on average, 10.2% of the total respondents in all the other cities. The accesses to information
on local regulations was found to be ‘good’ and ‘excellent’ by 15.9% of the respondents (13.9% of all the
respondents surveyed).

4. Compliance cost

Kyiv was assigned one of the lowest rates for compliance cost and is ranked number 24 with 2.99 points on
this component. The result of the city was determined by significantly higher (compared to the other cities)
scores assigned by the respondents in respect of time and money spent on compliance with the requirements
of local regulations and time spent on communications with inspectors.

In Kyiv, entrepreneurs spend on average 16.1 days for compliance with local regulations, which is four times
as much as the country’s average (four days). 8.4% of an annual income is, on average, spent on compliance
with the requirements of local regulations in Kyiv, which is higher than 3.7% spent on average by all the
respondents.

The findings of the survey show that entrepreneurs in Kyiv are less frequently visited by local inspectors
compared to the country’s average (0.5 times per year in the city compared to the country’s average of 0.7
times per year). However, the average time spent on communications with the inspectors was 8.2 days, which
is almost three days longer compared to the country’s average (five days).

5. Taxes and duties
Component (sub-index) 5 titled “Taxes and duties” is one of the weaknesses of Kyiv. The city was ranked
number 22 and scored 3.12 points on this component. The low score of Kyiv was due to a combination of
such factors as high expenses for payment of taxes, considerable amount of time spent on administration of
taxes and duties, a somewhat higher local tax burden, and certain problems related to exemptions from local
taxes and duties.

As part of the survey in Kyiv, the respondents said that they spent, on average, 30.1% of their annual income
on taxes and duties (including USC), which is one of the highest rates compared to all the cities’ average
(26.8% of the annual income). Entrepreneurs in Kyiv spent, on average, 72.9 days on the administration of
taxes and duties, which is also one of the highest indices compared to all the cities’ average (59 days).

21.8% of the respondents in Kyiv said that local taxes were a barrier to their businesses, although the average
for all the cities was 20.4%. In addition, only 2.0% of the respondents in Kyiv were reportedly exempted from
local taxes and duties in 2018-2019, which is less than the average for the cities covered by the survey (the
average for all the respondents is 3.6%).

6. Informal payments and corruption
According to the survey findings, Kyiv was ranked number 10 and scored 5.52 points on Component (sub-
index) 6 titled “Informal payments and corruption.” The city’s score was due to such factors as a lower than
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average prevalence of “informal payments” and an average awareness of entrepreneurs about existing anti-
corruption measures taken by the city.

In particular, as part of Dimension 1 “Bribes / Gifts” 9.0% of the respondents in Kyiv reported situations
related to “informal payments” when approaching the municipal officials for any issues concerning the
running of a business in 2018-2019. On average, 9.9% of the respondents faced such situations. On the other
hand, as part of Dimension 2 “Anti-corruption efforts,” 30.8% of the respondents were informed about the
implementation of specific anti-corruption measures by the city authorities (open budget, digital reception,
municipal anti-corruption program, etc.), while the average for all the cities surveyed was 31.8%.

7. Security of operating a business
Kyiv was ranked number 21 and scored 4.01 points on Component (sub-index) 7 titled “Security of operating
a business.” The city’s score on this component is due to a relatively high — compared to the other cities —
prevalence of illegal takeovers, losses caused by criminal acts and entrepreneurs’ expenses for protection of
their business.

According to the survey data, 45.3% of the respondents in Kyiv believe that their competitors run shady
businesses, which is almost in line with the country’s average (45.1%). 2.5% of the total respondents
experienced attempts of illegal takeovers at the country level in 2018-2019. However, the situation with
illegal takeovers in Kyiv seems to be more tangible as 3.1% of the respondents reportedly suffered such acts,
which is one of the highest indices at the country level.

13.7% of the respondents in Kyiv reported that they suffered losses as a result of extortions, thefts, robberies,
or acts of vandalism or arson in 2018-2019 (this is less compared to the country’s average of 14.3% of the
respondents). However, entrepreneurs suffered the most from the above criminal acts. Such losses
accounted for 19.6% of the annual income of the respondents who reportedly suffered them, which is one
of the highest indices in Ukraine (the country’s average is 10.8%).

In Kyiv, businesses spend, on average, 3.2% of their annual income on security / protection, which is higher
than the country’s average of 2.7% of the annual income.

8. Leadership of municipal authorities
Kyiv was ranked number 17 and scored 4.07 points on Component (sub-index) 8 titled “Leadership of
municipal authorities.” The low rating of the city is due to its low scores on two dimensions of which the sub-
index consists — “Business development support” and “Public-private dialogue.”

Kyiv scored 4.50 points and was ranked number 21 on the “Business development support” dimension.
Compared to the other cities, the Kyiv-based entrepreneurs are more pessimistic about the attitude of
representatives of the municipal authorities towards private business. Only 13.8% of the respondents believe
that the attitude of the municipal authorities towards businesses is “very good” or “good” (the average for
all the cities is 20%). In addition, 30% of the respondents agree that the municipal authorities support start-
ups (compared to the average of 38.3% for all the cities), and 28.2% indicate that the municipal authorities
support existing businesses (compared to the average of 35.5% for all the cities. The survey results are also
complemented by “hard data” on the activities of the city council. According to the “hard data,” Kyiv scored
7 of 10 points. In particular, Kyiv's technical documents on standard monetary appraisal of municipal land
are outdated. Further, the city does not offer tax incentives (in respect of the unified tax) necessary for the
development of certain types of activities, which would point to a higher proactivity of the municipal
authorities in relation to supporting new and existing businesses. The absence of defined city boundaries can
be another problem in Kyiv.
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The score obtained on the “Public-private dialogue” dimension shows that businesses face certain problems
in their communications with the local government in Kyiv. On this dimension, the city was ranked number
15 and scored 3.64 points. 7.3% of business representatives in Kyiv believe that they have “extensive” or
“very extensive” opportunities to participate in the development of local documents (strategies, plans,
programs, etc.), while the average for all the cities surveyed is 6.5%. However, only 4% of the respondents
(the second highest index) indicate that the city always or often holds consultations with entrepreneurs
before passing new or amending existing regulations that may affect the business community (compared to
the average of 7.4% for all the cities)

9. Development resources

Kyiv was ranked number 16 and scored 4.21 points on Component (sub-index) 9 titled “Development
resources.” The city’s assessment is based on the results of three dimensions that form a single component.
Those dimensions are Human resources, Financial resources and infrastructure, and Business support
infrastructure.

The city was ranked number 14 and scored 5.36 points on Dimension 1 (Human resources). An analysis of
individual indicators of this dimension has demonstrated that only 8.8% of the respondents in Kyiv rate the
quality of the local workforce as “excellent” or “good” (the average for all the respondents surveyed is 7.6%).
In addition, only 12.6% of the respondents surveyed give positive assessments of vocational education of
employees in the local labor market (the country’s average is 10%). Accordingly, just as in the other cities, an
insignificant percentage of business entities in Kyiv rate high the available workforce.

However, almost two thirds of the respondents (65.9%) believe that insufficient workforce training is a
serious barrier to doing business (the average for all the respondents is 60.7%). 66.9% of the respondents
reported that they face a lack of workforce (70% of all the respondents surveyed). It follows that the lack of
qualified workforce is the second most severe problem faced by entrepreneurs in Kyiv, according to the rating
of barriers to doing business (according to 33.0% of the respondents).

The analysis of the number of workforce in the city is supplemented by statistical data. In particular, there
were approximately 3.3 vacant jobs per 100 businesses in Kyiv at the end of 2019, which approximately
corresponds to the average for all the cities surveyed (3.6 vacancies)®®. In addition, the working age
population (aged 15-64) in Kyiv accounts for 68.5% (as of January 1, 2019), which is only 0.7 pp higher than
the country’s average of 67.8%°. It should, however, be noted that the actual number and demographic
structure of the population in Kyiv may differ due to a significant migration of youth and other labor resources
to the capital (please see Demographic situation).

The city was ranked number 6 and scored 4.33 points on Dimension 2 (Financial resources and
infrastructure). According to the survey findings, only 1.2% of the respondents at the country level received
financial support from municipal authorities in 2018-2019. When it comes to individual cities, the share of
such respondents in Kyiv accounts for 1.6%. However, 77.7% of the business entities surveyed in Kyiv believe
that the lack of financial resources is a serious barrier to doing business (the average for all the cities is 77.8%).

Data on the city’s budget expenditures complete the picture of financial resources allocated to support
businesses in the cities surveyed. However, no money was allocated to support small and medium-sized
enterprises in Kyivin 2019 (five of the total number of the cities covered by the survey did not allocate money

55 Sources for calculations: 1) Number of vacancies: The situation in the labor market and the results of activities of the
state employment service. Data on the page of the Kyiv City Employment Center, https://kie.dcz.gov.ua/analitics/69 2)
Number of businesses: According to the Kyiv City Statistics Headquarters
56 According to the Kyiv City Statistics Headquarters of the State Statistics Service of Ukraine
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to support businesses).’” It should, however, be noted that, in general, SME support expenditures are low or
non-existent in most of the cities. However, a higher amount of expenditures or even the existence of such
support in general may point to a higher level of leadership of municipal authorities in relation to business
support

When it comes to the infrastructure, the entrepreneurs surveyed in the cities covered by the study had
reportedly a different experience in relation to connection to electricity grids. In Kyiv, connection to the
electricity grid took on average 53 full days from the date of an application until the date of actual connection.
The corresponding country’s average was 85 days. It follows that it is, on average, less complicated to have
a business connected to the electricity grid in Kyiv than in any of the other cities surveyed.

Kyiv was ranked number 17 and scored 2.94 points on Dimension 3 (Business support infrastructure).
According to the survey data, only 7.5% of the respondents personally received business support services
from the municipal authorities (information, advice, training, etc.), which is lower than all the cities’ average
(11%). At the same time, only 34% of them rated such services as “good” and “excellent”(48.6% of the total
respondents surveyed). This is the lowest percentage of positive rates among the cities surveyed.

Only 25.1% of the business entities surveyed in Kyiv reported the existence of business support centers in
the city, which is one of the lowest indices among the cities surveyed (the average for all the respondents is
32.6%). In addition, according to the ‘hard data,’ there were only two business support infrastructure facilities
in the city at the end of 2019, which were created with the participation of the city authorities — the Kyiv
City Business Center, a community-owned enterprise, and Marketing Center in the Shevchenkivskyi District
of Kyiv, a community-owned enterprise (as of the end of 2019). Thus, entrepreneurs’ awareness of business
support centers may relate to other business support infrastructure facilities existing in the city.

52.9% of the respondents in Kyiv are aware of the activities of business associations and business clubs in
their city (45.9% of the total respondents). Members of such organizations account for 15.1% of the business
entities surveyed, which is higher than the percentage recorded for all the respondents surveyed (11.5%).
This is one of the highest rates among the cities covered by the survey.

10. Support of innovations
The city of Kyiv was ranked number 5 and scored 6.27 points on Component (sub-index) 10 titled “Support
of innovations.”

24.8% of the respondents in the city reported that their businesses interacted with research institutions or
technology companiesin 2018-2019, which is the highest index among all the cities (compared to the average
of 18.9% for all the cities). Businesses in Kyiv are also more satisfied with technology transfer compared to
the average for the other respondents. 8.9% of the respondents pointed out that the related needs (the
transfer of patents for inventions, etc.) are “met to a significant extent” or “fully met” (compared to the
country’s average of 8%)

The respondents in Kyiv give a relatively low assessment of the local government’s support for local
innovation programs (funded from the local budget) with the city scoring 1.79 of five points compared to the
average score of 1.91 for all the cities. In addition, Kyiv introduced new technologies, solutions, or products
more often than all the other cities on average in 2018-2019 (50.2% compared to 40.2%). Further, only 1.2%
of the surveyed enterprises and individual entrepreneurs reported that they belonged to clusters. This is

57 Reports on the implementation of local budgets (expenditures under program classification code 7610 - Promotion
of small and medium entrepreneurship), as well as responses of the city councils to requests for public information were
used. For some cities, information on expenditures was updated through telephone interviews with the employees of
executive authorities of the city councils.

101



lower than the index recorded for all the cities in general (2.1%). In general, all the factors provide a relatively
high satisfaction with support for innovations in the city among entrepreneurs.

Barriers to doing business

The surveyed business entities named the main barriers they face when doing business in Kyiv. Three most
important barriers included such factors as high taxes, the lack of qualified workforce and low consumer
demand. Each of these barriers to doing business was reported by 39.1%, 33.0% and 28.2% of the
respondents, respectively. Accordingly, just as in a number of the other cities, high taxes are the most severe
problem in Kyiv. However, the lack of qualified workforce left behind the low consumer demand although it
follows this problem in the rating of barriers in respect of all the respondents surveyed.

TOP-10 barriers to doing business in Kyiv, %

0,0% 10,0% 20,0% 30,0% 40,0% 50,0%

e I 35,1%
Lack of qualified workforce _ 33,0%
Low consumer demand _ 28,2%
Lack of funds _ 23,3%
Municipal government corruption _ 17,0%
Political risks _ 16,9%
Complexity of legislation _ 16,5%

Complicated procedures of obtaining permits for
P o N 13,1%

certain business operations

High cost of the raw materials and supplies - 7,9%

Complexity of connecting the electric grid, water, gas o
supply systems, and sewage - 6,1%

The lack of funds was reported to be a barrier by 23.3% of the respondents (number four). Just as in many
other cities, municipal government corruption (17%) and political risks (16.9) are similarly rated in Kyiv.
Complex permit obtaining procedures (13.1%) scored several percentage points less. Unlike the entire
sample, military actions in the East of Ukraine are not included in the TOP10 barriers in Kyiv. They were
replaced by the high cost of raw materials and supplies (7.9%). The least important among the TOP10
barriers, according to the respondents, was the complexity of connection to electricity, water, and gas supply
systems and to sewerage networks (6.1%).
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Expectations and assessments of the business climate and economic conditions in
Kyiv

Regional SME Business Climate Index. ABCA SME Business Climate Index in Kyiv is 0.29 (the city was ranked
number two among all the cities covered by the survey). This is more than in 2017 (0.07), which indicates an
improvement in perception of the business climate. This is in line with the all-Ukrainian trend.

ABCA Regional Index of Business Climate (Kyiv)

0,4
0,29
0,3
0,2
01 0,07
o I
2016-17 2019-20

Long-term expectations for business activity. Business in Kyiv has optimistic long-term development plans
for the next two years. More than half of the respondents (64.2%) reportedly plan to expand their business,
and 31.3% want to stay at the current level. At the same time, only 2.0% of the respondents plan to reduce
their business, and 2.5% want to close it. The balance index®® is +0.60 (+0.45 at the country level).

Business activity expectations in the two-year perspective in Kyiv, % of the

respondents
100,0%
64,2%
50,0% - 31,3%
2,0% 2,5%
0,0% ] B
Increase No changes Decrease Close the business

Assessment of the financial and economic situation of business entities. In Kyiv, the majority of the business
entities surveyed (64.0%) assessed their current financial and economic situation as satisfactory. The rest of
the respondents rated it as good (24.4%) or bad (11.7%) It follows that the positive assessments outweigh
the negative ones, and the balance index of the financial and economic situation is +0.13 (compared to the
country’s average of +0.05).

Assessment of the business situation of business entities in Kyiv, % of the

respondents
100,0% 64.0%
50,0% 24,4% - 11,7%
0,0% [ ] —
Good Satisfactory Bad

Assessment of the current overall economic environment for business activities More than a half of the
surveyed business entities (57.1%) assessed the current overall economic environment as satisfactory. 25.0%
of the respondents rate the overall economic environment as bad, and 17.9% as good. Thus, the index of
assessment of the overall economic environment for business activities is negative (-0.07). However, the
value of the index for the city is somewhat higher compared to the country’s average (-0.12).

58 Calculated as the average of all responses on a scale from -1 to 1, where 1 corresponds to a simplification of this
procedure, 0 - no change, and -1 to a complication.
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Assessment of the overall economic situation (Kyiv),
% of the respondents
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Change in the production output over the past two years. More than a half (63.1%) of the surveyed business
entities indicated that they increased their production or service output in 2018-2019. Approximately a third
(31.3%) of the respondents did not change the output while 5.7% of the respondents reduced it. Thus, the
index of business activity is +0.57 (which is significantly higher than the average of +0.31 for all the
respondents surveyed), reflecting the predominance of the share of business entities that expanded their
output over the share of those who reduced it.

Change in the industrial/services output and in the number of employees in Kyiv, %
of the respondents

80,0% 03,1% 0 46,4%
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Change in the number of employees of the business entities over the past two years. Almost a half of the
surveyed business entities (46.4%) indicated that the number of their employees did not change in 2018-
2019. The share of business entities that increased the number of their employees (41.9%) is three times as
much as the share of those where the number of employees decreased (11.7%) Thus, the index of changes
in the number of employees is +0.30, which is higher than the average of +0.16 for all the cities surveyed.

Deregulation: changes in administrative procedures According to the respondents, the process and
conditions of business registration have been simplified the most in the last two years. Tax payment
administration has become slightly easier, while the situation with inspections has not improved.

43.8% of the businesses surveyed point out the simplification of business registration in the previous two
years. The rest of the respondents did not feel any changes in this procedure, and only a small share of the
respondents (9.9%) said that, in their opinion, business registration has become more difficult. As a result,
the index of change in the registration procedures is +0.34%. This is the highest value of the index compared
to the other two procedures, which include the passing of inspections and the administration of taxes.

When it comes to the administration of taxes, more than a half of business entities (54.8%) say that they
have not noticed any changes in the complexity of this procedure. The rest of the business entities are divided
into those for whom the payment of taxes has become easier (25.5%) and those for whom it has become
more difficult (19,7%). The index of change in the procedure for administering tax payments is +0.06.

The index of changes in passing inspections is negative (-0.04). 18.9% of business managers and individual
entrepreneurs claim that inspections have become more difficult. This is slightly higher than the share of
businesses according to which inspections have become easier compared to 2018 (14.6%). However, the
largest share of the surveyed businesses (66.5%) did not notice any changes in relation to inspections.

59 Calculated as the average of all responses on a scale from -1 to 1, where 1 corresponds to a simplification of this
procedure, 0 - no change, and -1 to a complication.
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As a result, the value of the general index of changes in administrative procedures, which is calculated as an
average value of the indices of change of these three procedures, is +0.12.

Assessment of changes in administrative procedures (Kyiv),
% of the respondents
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Recommendations

According to the MCI results (subject to the weak components and dimensions) the following key
recommendations have been formulated for the city. In addition, the city government should pay attention
to recommendations that are common for all the cities in general.

Component 1. Starting a business.

*  Faster business registration should be encouraged. It is necessary to increase the number of business
registrars in local self-government authorities.

* Itis necessary to improve the quality and availability of consulting services when starting a business,
in particular, by expanding the capacity of consulting services in the centers of administrative

services.
Component 2. Access to public property

* It is necessary to ensure timely update of technical documentation on the standard monetary
appraisal of land

* Itis necessary to ensure transparent access to information on the availability of community-owned
land that can still be used for construction, though, in particular, the official website of the city
council.

* Itis necessary to ensure transparent access to information about community-owned real property,
though, in particular, the official website of the city council.

Component 4. Compliance cost

¢ Deregulation measures need to be continued at the local level to reduce the time and money costs
of businesses on compliance with local regulations.

Component 5. Taxes and duties
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* It is necessary to regularly analyze the burden of local taxes and duties and its impact on local
businesses.

Component 7. Security of operating a business

* It is necessary to ensure cooperation with the law enforcement to improve the level of security in
the city in general, as the crime rate also impacts the security of doing business.

Component 9. Development resources
* ltis necessary to analyze the needs of local businesses for workforce.

* It is necessary to increase expenses on support for entrepreneurs to ensure the operation of the
business support infrastructure and financial support programs.

* It is necessary to conduct an audit of business support infrastructure facilities to determine their
efficiency and development pattern.

* It is necessary to use best practices applied by other cities to organize the operation of business
support centers, co-workings, business hubs, clusters, etc.
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Kramatorsk

General information
Kramatorsk is the administrative center of the Donetsk Region and a city of regional significance.

With effect from October 2014, the Donetsk
Region State Administration was located in the

city. The Donetsk Region Military and Civil B i‘”\
Administration is located in the city since N _{v\vf\
March 2015.% (S R Q “ﬂmj
\ r~Kramatorsk® ¢

In addition to Kramatorsk, nine towns, two £ MCI Ranking _ : }
urban-type settlements and one village fall f,‘
within the jurisdiction of the Kramatorsk City i St ,m/"’ﬁ

. . . . e VRN
Council: Ashurkove village, Semenivka village, s ;} =N
Oleksandrivka town, Bilenke town, Vasylivska e C\M\J J;’:?
urban-type settlement, Komyshuvakha town, N

Krasnotorka town, Pryvillia village, Malotaranivka
town, Sofiivka town, Shabelkivka town, Yasna
Poliana town, and Yasnohirka town.

Location

The city of Kramatorsk is located in the valley of the Kazennyi Torets River in the East of Ukraine. The city is
located in the northern part of the region. The territory of the city borders on the Slovianskyi and
Kostiantynivskyi Districts of the Donetsk Region.

Other large settlements of the Donetsk Region, in particular, the cities of Sloviansk, Bakhmut, Druzhkivka,
and Kostiantynivka, are located near Kramatorsk.

Kramatorsk is located near such regional centers as Kharkiv, Dnipro, and Zaporizhzhia. In addition, the city
of Sievierodonetsk, which performs the functions of the administrative center of the Luhansk Region, is
located nearby.

Demographic situation

As of January 1, 2019, the permanent population of Kramatorsk (including territories falling within the
jurisdiction of the City Council) was 186.5 thousand people. The city is the fifth largest settlement in the
region, taking into account the temporarily occupied territories of the Donetsk Region. ©!

60 please see https://zakon.rada.gov.ua/laws/show/123/2015.
51 Here and below in the report, the statistical data of the Donetsk Region Statistics Headquarters of the State Statistics
Service of Ukraine are used.
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The population of Kramatorsk, as just in Ukraine generally, is dominated by women (51.5%). There are 816
men per 1,000 women (864 men at the country level). The share of the population aged from 15 to 64 is
68.4% (67.8% at the country level). In total, there are 463 people (475 at the country level) aged 0-14 and

over 65 per 1,000 people of working age.

Development of entrepreneurship

Key structural business statistics in Kramatorsk in 2018

Absolute figures Relative figures
Number . ) Share in
of Employment, Turnover, Share in total  Share in total total
. thsd persons UAH bn number employment
entities turnover
Large
0.08% 36.1% 63.4%
enterprises 6 17.9 29.0 0 0 ’
SMEs 7185 31.7 16.7 99.92% 63.9% 36.6%
Medium o o o
enterprises 62 136 104 0.86% 27.3% 22.7%
Small o o o
enterprises 1010 55 36 14.05% 11.0% 7.9%
In which
. 11.96% 4.3% 3.5%
micro 860 2.2 1.6
IEs 6113 12.7 2.7 85.01% 25.6% 6.0%
Total 7191 49.6 45.7 100.00% 100.0% 100.0%

Source: Own calculations based on the data of the Donetsk Region Statistics Headquarters of the State
Statistics Service of Ukraine

Number of business entities

In 2018, Kramatorsk counted 7.2

Number of enterprises and IEs in Kramatorsk
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. . 8,0
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survey. The city accounts for 10.6% of = Enterori .

nterprises S

the total number of business entities
in the Donetsk Region. Although the
city performs the functions of the regional center, the business activity of the region is mostly concentrated

Source: SSSU, Main Statistical Office in the Donetsk region

in Mariupol. There were 632 SMEs per 10,000 inhabitants in Kramatorsk (ranked number 13 among the cities
selected for the survey).

In 2018, the number of SMEs in the city increased by 11.6% compared to 2017, which is significantly higher
than the country’s average (1.9%). However, this increase was due only to a 14.4% growth in the quantity of
individual entrepreneurs, which is the highest relative rate among all the cities covered by the survey
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(Ukraine’s average is 1.2%). On the other hand, the shares of medium-sized and small enterprises decreased
by 8.8% and 1.7%, respectively.

At the end of 2018, 15% of the businesses were registered as legal entities, which is several percentage points
lower compared to the country’s average (19.3%).

Employment
In 2018, the Kramatorsk-based
The share of SMEs in the total number of business  entities employed  49.6
persons employed at economic entities in thousand persons, which is 4.6% higher
Kramatorsk, % than in 2017 (compared to the
. country’s average of 4.8%). The city
90,0% 80,4% 80,8% 81,5% .
20 0% — provides only 13.9% of the total
o employment at business entities in the
70,0% o 63,9% . . .
57,8% 60,4% o Donetsk Region, as the main business
60,0% o center is located in Mariupol.
50,0%
40,0% The share of people employed at SMEs
2016 2017 2018

in Kramatorsk reached 63.9% of the
total quantity of people employed at all

e=@==[ramatorsk e=@==Ukraine

Source: SSSU, Main Statistical Office in the Donetsk region
business entities, which is almost

twenty percentage points lower than the country’s average (81.5%). This is, in particular, due to a significant
role of large businesses in the creation of jobs in the city. Large businesses in Kramatorsk account for more
than a third (36.1%) of the total number of people employed at business entities (Ukraine’s average is 30.2%).
However, the share of small enterprises in the total number of persons employed reached only 11%, which
was the lowest rate among the cities surveyed. Consequently, small businesses and individual entrepreneurs
provided about a third of the employment.

Compared to 2017, the number of persons employed at SMEs in Kramatorsk increased by 10.7% (5.7% at the
country level), while large businesses demonstrated a 4.6% decrease in the number of their employees (0.9%
at the country level) This is the highest index among the cities in respect of which information on the quantity
of people employed in the SMEs sector is available. The number of persons employed by individual
entrepreneurs increased by 3.1 thousand or 32.7%, which is also the highest relative index in Ukraine (10.5%
at the country level). On the other hand, the number of people employed at medium-sized businesses
decreased by 1.5%, while the share of employees of small enterprises demonstrated a 2.3% increase (+5.8%
and -1.1% at the country level, respectively).

Statistics show that the Donetsk Region as a whole demonstrates the second highest unemployment rate
(after the Luhansk Region) among working age population in Ukraine. In 2019, the corresponding indicator
for the region was 14% compared to 8.6% at the country level. In late 2019, 1,250 people were officially
unemployed in Kramatorsk, while there were only 23 vacant jobs. Accordingly, the registered unemployed
persons created a load of nearly 54 people per one vacant job, which was one of the highest indicators among
the cities selected for the survey. This may point to a high unemployment rate and the lack of jobs in the city.
However, the quarantine measures and crisis developments caused by the COVID-19 pandemic may further
deteriorate the employment situation in the city in 2020.

Turnover
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At the end of 2018, the turnover of goods and services by business entities in Kramatorsk reached UAH 45.7
billion based on current prices. Compared to 2017, the real growth (i.e. adjusted for inflation) of turnover
reached 7.1%, which is 1

. The share of SMEs in the total turnover of economic
percentage point lower than

., entities in Kramatorsk, %
Ukraine’s average (8.1%). The

0,
business entities of the city 80,0%
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. L — o °
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0 36,6%
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. o= —
accounted just for 36.6% of the 30,0%
total turnover of all business ;g9
entities (compared to the 2016 2017 2018
country’s average of 64.7%). =&—Kramatorsk ==@=Ukraine

L . Source: SSSU, Main Statistical Office in the Donetsk region
This is the lowest index among

all the cities selected for the survey. This is due to a significant contribution of large businesses registered in
the city. In 2018, the Kramatorsk-based SMEs demonstrated a real growth of their turnover by 14.7%
compared to 2017 (8.1% at the country level). However, the relevant index for large businesses reached 3.1%
only.

The increase in the turnover of the SME sector was primarily due to the growth of turnover of medium-sized
enterprises by 20.3%. Individual entrepreneurs increased their turnover by 13.8%, while the turnover of small
enterprises demonstrated just a 0.4% growth. This provided a 2.4 percentage point growth of contribution
of the SME sector compared to 2017 (when the SME share accounted for 34.2%).

Capital investments

In 2018, Kramatorsk accounted for almost UAH 2.8 billion of capital investments, which corresponds to 10.2%
of the total capital investments in the Donetsk Region At the end of 2018, the amount of capital investment
per capita was approximately UAH 14,770, which somewhat exceeds the country’s average of UAH 13,746.
This is the eighth highest indicator among the cities covered by the survey.

Exports

According to the State Statistics Service of Ukraine, Kramatorsk’s exports of goods amounted to nearly USD
296.9 m in 2018, which is 5.4% higher than in 2017. This corresponds to the tenth largest volume of exports
among the cities covered by the survey, in respect of which relevant statistics are available. On the other
hand, the exports of services decreased by 1.4% and reached USD 3.8 m (the last place).

An analysis of the foreign trade structure of Kramatorsk has demonstrated that approximately two thirds of
its exports were provided by machinery products. In particular, USD 195.5 m or 65.9% accounted for Section
VXI of the Ukrainian Classification of Goods in Foreign Trade (UKTZED) (mechanical equipment; machinery
and mechanisms, electrical equipment and components, image or sound recording or reproducing devices).
31.1% of the exports was provided by metallurgical products. It follows that the other sectors accounted just
for 3% of the exports, in particular, 1.2% was provided by products of plant origin.
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Goods and services exports from Kramatorsk
(2015-2018), USD m
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Source: SSSU, Main Statistical Office in the Donetsk region

Note: In 2015 to 2016, the State Statistics Service of Ukraine developed information on goods exports in the
Donetsk Region taken as a whole without a disaggregation by cities of regional significance and districts.

Foreign direct investments

As of December 31, 2018, the city of Kramatorsk accounted for USD 72.4 m of foreign direct investments
(equity). The said volume was USD 0.3 m or 0.5% lower compared to the volume recorded at the beginning
of 2018. It follows that the city experienced an insignificant decrease in the investments. On the other hand,
there was USD 386,3 of FDI per capita in Kramatorsk as of the end of December 2018.

It should be noted that in general the Donetsk Region is ranked number four by the volume of direct
investments among all the regions of Ukraine. Statistics, however, show that only 6.5% of the total
investments in the region was concentrated in the city at the beginning of 2018.

Results of the “Municipal Competitiveness Index” in Kramatorsk

Description of the survey sample

218 business entities took part in the survey in Kramatorsk. These were 110 (50.5%) enterprises (legal
entities) and 108 (49.5%) individual entrepreneurs (PEs). When analyzing the answers, the data array was
weighed by the types of business entities (74.5% of legal entities and 25.5% of PEs) to ensure that it was
compliant with the parameters of the target sample.

Size of the surveyed business entities

Most respondents (81.7%) were micro businesses — business entities employing from 1 to 10 people. 15.1%
were small entities with 11 to 50 employees. Medium-sized entities (from 51 to 250 employees) account for
2.8% of the respondents, while large entities (more than 250 employees) account for 0.5%.

Surveyed businesses by size (Kramatorsk), %

100,0% 81,7%
>0,0% 15,1%
- 2,8% 0,5%
0,0% ]
<10 employees 11 - 50 employees 51 - 250 employees >250 employees

111



Industry and type of activity

The surveyed business entities in Kramatorsk operate in various sectors of the economy. 31.7% of surveyed
business are engaged in trade (including in wholesale and retail, repair of motor vehicles). 16.1% of the
respondents are employed in the industry, 9.6% — in the construction, and 0% — in the agriculture. 42.7% of
the respondents operate in the service industry. 5.5% of the respondents provide information and
communication services, while professional services are provided by 10.6% of the respondents. 26.6% of the
respondents provide other services (businesses operating in the transport, arts, sports, education, health
care, finance, and other service-related sectors).

Surveyed businesses by sector (Kramatorsk), %
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Most of the surveyed business entities were registered earlier than in 2017 (75.2%). In 2018-2019, 24.8% of
the respondents were registered.

Age and gender breakdown of business owners and managers

According to the survey findings, 72.5% of the Kramatorsk-based businesses are owned by men, while the
remaining 27.5% are owned by women. In addition, the share of men owning legal entities is even higher
(78.3% of men vs. 27.1% of women).

Men run 76.5% of legal entities, while the share of female managers accounts for 23.5% When it comes to
PEs, who are owned and run by the same person, the quantitative advantage of men is less apparent (51.1%
vs. 48.9%). Men run 69.9% of all the business entities, while the share of female managers accounts for
30.1%.

The average age of business owners in Kramatorsk is 44.2 years (the country’s average is 42.8 years).
However, individual entrepreneurs are on average six years younger than the owners of legal entities (38.3
years vs. 45.8 years) in Kramatorsk.

Municipal Competitiveness Index: Results of Kramatorsk

According to the survey findings, Kramatorsk was ranked number seven, scoring 58.84 points as part of MCl
2019/2020. Thus, Kramatorsk is classified among cities with average MCl scores.

Kramatorsk falls more than four points behind Chernihiv, which is ranked number six and classified among
the cities with high MCl scores.

A geographical comparison between the MCl index for Kramatorsk and those for its geographical neighbors
has shown that the cities classified under average and low MCl score groups are located nearby. For instance,
Zaporizhzhia is ranked number 22 and falls more than 16 points behind Kramatorsk.
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1. Starting a business

Kramatorsk scored 6.28 points on Component 1 titled “Starting a Business.” This is the ninth score among all
the cities. All problems in this area relate to the provision of registration services. In particular, according to
the survey data, the registration of a business in Kramatorsk in 2018-2019 took more time than on average
in the country (7.7 days compared to 6.1 days). On the other hand, it took on average just three days to have
changes entered into the register, which is less than all the cities’ average of 3.6 days. It follows that the
amount of time spent on the entry of changes to the register is one of the lowest among all the cities covered
by the survey.

In Kramatorsk, 21.9% of the respondents who registered a business in 2018-2019 reported problems and
barriers during the registration. This share is the highest among the cities covered by the survey (8.8% at the
country level). However, 77.4% of the respondents received necessary advice during the registration process,
which is one of the best results and is seven percentage points higher than the country’s average (70.7%). It
took 40.4 days to launch a business (from the date of submission of documents for registration to the date
of the first sale of goods or services) in Kramatorsk, which is more than eight days longer than on average in
the country (32.1 days).

It should be noted that problems related to lengthy procedures for obtaining certain permits are less tangible
in the city. The obtaining of construction permits and registrations took, on average, 37.2 days in the country
and only 28.8 days in Kramatorsk. It addition, it took less time in Kramatorsk to obtain a declaration of
conformity to the requirements of the fire safety legislation in respect of a business entity’s facilities (9.3
days compared to all the cities’ average of 11.8 days).

Statistics show that business registrars in Kramatorsk experience lower workload than business registrars in
the other cities. There are approximately 11 registrars per 10 thousand business entities in Zaporizhzhia
(including government authorities, local self-government authorities and notaries public). Thus, a lower
quality of registration services can be another reason for the low score on the business registration
component.
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2. Access to public property

Kramatorsk scored 5.33 points and was ranked number ten on the component (sub-index) titled “Access to
public property.” The problems that the city faces in this area relate to a more than average length of
obtaining of documents and poor accessibility of information on community-owned real property.

38.8% of the respondents in Kramatorsk reported that they had documents certifying the ownership / lease
of the land where their business operates (compared to the country’s average of 30%). This makes 52.2% of
the respondents believing that land documents are their concern (compared to the country’s average of
46.8%). This is one of the best indices among the cities covered by the survey. However, it took on average
79.9 days to obtain documents certifying the ownership / lease of the land in Kramatorsk in 2018 to 2019,
which is almost seven days longer than the average for all the respondents (72.4 days).

18.5% of the respondents reported the accessibility of information on available community-owned land
plots, which can be provided for use or used for construction, etc. This is several percentage points higher
than the average for all the respondents (18.1%). However, only 22.9% of the respondents indicated that
information on the municipal real property (including non-residential premises) was accessible (29.2% of the
total respondents). This corresponds to one of the worst indices.

3. Transparency and data openness
Kramatorsk was ranked number ten and scored 5.96 points on the “Transparency and data openness”
component. In Kramatorsk, the respondents expressed a higher than average, among all the cities, opinion
of the access to information on local regulations and public procurements.

In particular, the access to information on public procurements got the top score in Kramatorsk with 17.9%
of the respondents assigning ‘good’ and ‘excellent’ rates, compared to 17.3% of all the respondents surveyed.
Positive assessments of the access to information on local budget in Kramatorsk do not differ from the
assessments given by all the other cities in general, and account for 10.2% of the respondents. The accesses
to information on local regulations was found to be ‘good’ and ‘excellent’ by 16.7% of the respondents (13.9%
of all the respondents surveyed).

4. Compliance cost
Kramatorsk is one of the leaders for compliance cost and was ranked number four and scored 8.06 points on
this component. The result of the city was determined by low (compared to the other cities) rates assigned
by the respondents in respect of time and money spent on compliance with the requirements of local
regulations.

In Kramatorsk, entrepreneurs spend on average 1.8 days for compliance with local regulations, which is the
lowest index among all the cities (four days on average at the country level). 2.3% of an annual income is, on
average, spent on compliance with the requirements of local regulations in Kramatorsk, which is lower than
the average of 3.7% for all the respondents.

The findings of the survey show that there is virtually no difference between the frequency of visits of local
inspectors in Kramatorsk and the average frequency at the country level (0.6 times per year in the city
compared to the country’s average of 0.7 times per year). Consequently, the average time spent on
communications with inspectors was 5.1 days, which is also almost in line with the country’s average (five
days).

5. Taxes and duties
Component (sub-index) 5 titled “Taxes and duties” is one of the weaknesses of Kramatorsk. The city was
ranked number 19 and scored 3.22 points on this component. Such score of Kramatorsk was due to a
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combination of such factors as high expenses for payment of taxes, considerable amount of time spent on
administration of taxes and duties, and certain problems related to exemptions from local taxes and duties.

As part of the survey in Kramatorsk, the respondents said that they spent, on average, 30.3% of their annual
income on taxes and duties (including USC), which is one of the highest rates compared to all the cities’
average (26.8% of the annual income). Entrepreneurs in Kramatorsk spent, on average, 73.5 days on the
administration of taxes and duties, which is also one of the highest indices compared to all the cities’ average
(59 days).

20.5% of the respondents perceive local taxes as barriers to their businesses, which is almost in line with the
average of 20.4% for the other cities. In addition, only 2.6% of the respondents in Kramatorsk were reportedly
exempted from local taxes and duties in 2018-2019, which is less than the average for the cities covered by
the survey (the average for all the respondents is 3.6%).

6. Informal payments and corruption

According to the survey findings, Kramatorsk was ranked number seven and scored 6.66 points on
Component (sub-index) 6 titled “Informal payments and corruption.” The city’s score is due to such factors
as a low prevalence of “informal payments” and an approximately average awareness of entrepreneurs
about existing anti-corruption measures taken by the city.

In particular, as part of Dimension 1 “Bribes / Gifts” 7.3% of the respondents in Kramatorsk reported
situations related to “informal payments” when approaching the municipal officials for any issues concerning
the doing of business in 2018-2019. On average, 9.9% of the respondents faced such situations. On the other
hand, as part of Dimension 2 “Anti-corruption efforts,” 31.3% of the respondents were informed about the
implementation of specific anti-corruption measures by the city authorities (open budget, digital reception,
municipal anti-corruption program, etc.), while the average for all the cities surveyed was 31.8%.

7. Security of operating a business
Kramatorsk was ranked number one and scored 8.34 points on Component (sub-index) 7 titled “Security of
operating a business.” The high score of Kramatorsk is due to a low — compared to the other cities —
percentage of shady businesses and those who suffered significant loss from various criminal acts.

According to the survey data, 30.6% of the respondents in Kramatorsk believe that their competitors run
shady businesses, which is the lowest index at the country level (45.1%). 2.5% of the total respondents
experienced attempts of illegal takeovers at the country level in 2018-2019. In Kramatorsk, this percentage
does not differ from the country’s average.

12.2% of the respondents in Kramatorsk reported that they suffered losses as a result of extortions, thefts,
robberies, or acts of vandalism or arson in 2018-2019 (this is two percentage points lower compared to the
country’s average of 14.3% of the respondents). According to the entrepreneurs, losses from such criminal
acts accounted for 6.9% of their annual income, which is one of the lowest indices in the country (the
country’s average is 10.8%).

In Kramatorsk, businesses spend, on average, 2.0% of their annual income on security / protection, which is
lower compared to the country’s average of 2.7% of the annual income.

8. Leadership of municipal authorities
Kramatorsk was ranked number six and scored 5.57 points on Component (sub-index) 8 titled “Leadership of
municipal authorities.” The high score of the city is due to relatively high rates on the “Public-Private
Dialogue” dimension (ranked number five), while the rate on the Business Development Support corresponds
to only the eleventh best result.
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Kramatorsk scored 5.50 points and was ranked number 11 on the “Business development support”
dimension. The Kramatorsk-based entrepreneurs are, on average, more pessimistic about the attitude of
representatives of the municipal authorities towards private businesses, compared to the respondents in the
other cities. Only 13.6% of the respondents believe that the attitude of the municipal authorities towards
businesses is “very good” or “good” (the average for all the cities is 20%). In addition, 40.7% of the
respondents agree that the city authorities support the creation of new businesses (the average for all the
cities is 38.3%), which corresponds to a higher than average index. However, only 33.2% of the respondents
reported that the city authorities support existing businesses (the average for all the cities is 35.5%). The
survey results are also complemented by “hard data” on the activities of the city council. According to the
“hard data,” Kramatorsk scored 8 of 10 points. In particular, Kramatorsk’s technical documents on standard
monetary appraisal of municipal land are outdated compared to those used by the other cities. The
boundaries of the city are not established.

The score obtained on the “Public-private dialogue” dimension shows that, in general, businesses face less
problems in their communications with the local government in Kramatorsk compared to most other cities.
On this dimension, the city was ranked number five and scored 5.64 points. 6.1% of business representatives
in Kramatorsk believe that they have “extensive” or “very extensive” opportunities to participate in the
development of local documents (strategies, plans, programs, etc.), while the average for all the cities
surveyed is 6.5%. However, 11.8% of the respondents in Kramatorsk (the fourth highest index) indicate that
the city always or often holds consultations with entrepreneurs before passing new or amending existing
regulations that may affect the business community (compared to the average of 7.4% for all the cities)

9. Development resources

Kramatorsk was ranked number 9 and scored 4.90 points on Component (sub-index) 9 titled “Development
resources.” The city’s assessment is based on the results of three dimensions that form a single component.
Those dimensions are Human resources, Financial resources and infrastructure, and Business support
infrastructure.

The city was ranked number 4 and scored 6.60 points on Dimension 1 (Human resources). An analysis of
certain indices of this metric has demonstrated that in Kramatorsk 9.3% of the respondents rate the quality
of local workforce as “excellent” or “good” (7.6% of the total respondents) and 10.2% of the respondents
give positive assessments of vocational education of employees in the local labor market (10% of all the
respondents). Accordingly, just as in the other cities, an insignificant percentage of business entities in
Kramatorsk rate high the available workforce.

However, 57.0% of the respondents are of the opinion that insufficient workforce training is a serious barrier
to doing business (the country’s average is 60.7%). 65.2% of the respondents reported that they face a lack
of workforce (70% of all the respondents surveyed). It follows that the lack of qualified workforce is the fourth
most severe problem faced by entrepreneurs in Kramatorsk, according to the rating of barriers to doing
business (as reported by 23.8% of the respondents).

The analysis of the number of workforce in the city is supplemented by statistical data. In particular, at the
end of 2019 there were only three vacant jobs per 100 businesses (the average for all the cities surveyed was
3.6 vacant jobs)®?, which may point to a low demand for workforce, due to, in particular, a lower business
activity. In addition, the share of working age population (aged 15-64) corresponds to only 68.4% in
Kramatorsk (as of January 1, 2019), which is one of the lowest percentages among the cities surveyed. The

62 Sources for calculations: 1) Number of vacancies: The situation in the labor market and the results of activities of the
state employment service. Data on the page of the Donetsk Region Employment Center,
https://don.dcz.gov.ua/analitics/67 2) Number of businesses: According to the Donetsk Region Statistics Headquarters
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corresponding country’s average on this metric was 67.8%°. Thus, the problem of population aging may be
more tangible in Kramatorsk compared to the other cities.

The city was ranked number 12 and scored 4 points on Dimension 2 (Financial resources and infrastructure).
According to the survey findings, only 1.2% of the respondents at the country level received financial support
from municipal authorities in 2018-2019. When it comes to individual cities, the percentage of those
respondents in Kramatorsk reached 2.1%, which is almost one pp higher than the country’s average.
However, 79.4% of the business entities surveyed in Kramatorsk believe that the lack of financial resources
is a serious barrier to doing business (the average for all the cities is 77.8%).

Data on the city’s budget expenditures complete the picture of financial resources allocated to support
businesses in the city. In 2019, actual spending on support for small and medium-sized enterprises in the city
reached only UAH 244,000 per 10,000 businesses.®* However, this is the fifth highest index among all the
cities. It should, however, be noted that, in general, SME support expenditures are low or non-existent in
most of the cities. However, a higher amount of expenditures or even the existence of such supportin general
may point to a higher level of leadership of municipal authorities in relation to business support

When it comes to the infrastructure, the entrepreneurs surveyed in the cities covered by the study had
reportedly a different experience in relation to connection to electricity grids. In Kramatorsk, connection to
the electricity grid took on average 137 full days from the date of an application until the date of actual
connection. This is one of the highest indices among the cities covered by the survey. At the country level,
connection to the electricity grid took, on average, 85 days. It follows that it is more complicated to have a
business connected to the electricity grid in Kramatorsk compared to most other cities.

Kramatorsk was ranked number ten and scored 4.10 points on Dimension 3 (Business support
infrastructure). According to the survey data, 15.7% of the respondents personally received business support
services from the municipal authorities (information, advice, training, etc.), which is the highest percentage
among all the cities (the cities’ average is 11%). At the same time, 46.3% of them rated such services as
“good” and “excellent”(48.6% of the total respondents).

40.3% of the business entities surveyed in Kramatorsk reported the existence of business support centers in
the city, which is one of the highest indices among the cities surveyed (the average for all the respondents is
32.6%). In addition, according to the ‘hard data,’ there were no business support infrastructure facilities in
the city at the end of 2019, which were created with the participation of the city authorities. Thus,
entrepreneurs’ awareness of business support centers may relate to other business support infrastructure
facilities existing in the city, including those created with support from donors.

54% of the respondents in Kramatorsk are aware of the activities of business associations and business clubs
in their city (45.9% of the total respondents). However, only 6% of the surveyed business entities are
members of such organizations, which is lower than the percentage recorded for all the respondents
surveyed in general (11.5%). This is one of the lowest indices among the cities surveyed, which may be due
to lower business activity in the region affected by the war. In particular, only 6% of business entities are
members of business associations and business clubs in Sievierodonetsk, too.

63 According to the Donetsk Region Statistics Headquarters of the State Statistics Service of Ukraine
64 Reports on the implementation of local budgets (expenditures under program classification code 7610 - Promotion
of small and medium entrepreneurship), as well as responses of the city councils to requests for public information were
used. For some cities, information on expenditures was updated through telephone interviews with the employees of
executive authorities of the city councils.
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10. Support of innovations
The city of Kramatorsk was ranked number 15 and scored 4.25 points on Component (sub-index) 10 titled
“Support of innovations.”

18.5% of the respondents in the city reported that their businesses interacted with research institutions or
technology companies in 2018-2019, which is the lowest index among all the cities (compared to the average
of 18.9% for all the cities). Businesses in Kramatorsk are also less satisfied with technology transfer compared
to the average for the total respondents. 7.8% of the respondents pointed out that the related needs (the
transfer of patents for inventions, etc.) are “met to a significant extent” or “fully met” (compared to the
country’s average of 8%)

The respondents in Kramatorsk give a high assessment of the local government’s support for local innovation
programs (funded from the local budget) with the city scoring 1.97 of five points compared to the average
score of 1.91 for all the cities. In addition, Kramatorsk introduced new technologies, solutions, or products
less frequently than all the other cities on average in 2018-2019 (37.1% compared to 40.2%). Further, only
1.8% of the surveyed enterprises and individual entrepreneurs reported that they belonged to clusters. This
is lower than the index recorded for all the cities in general (2.1%). In general, all the factors provide an
average satisfaction with support for innovations in Kramatorsk among entrepreneurs.

Barriers to doing business

The surveyed business entities named the main barriers they face when doing business in Kramatorsk. Three
most important barriers included such factors as high taxes, low consumer demand, and military actions in
the East of Ukraine. Each of these barriers to doing business was reported by 36.2%, 34.7% and 26.3% of the
respondents, respectively. Due to its location, Kramatorsk turned out to be one of the two cities where the
respondents classified the war in the East of Ukraine among TOP3 barriers to the doing of business. On the
other hand, the lack of qualified workforce, which is classified among the three major barriers for all the
respondents in general, was mentioned by 23.8% of the respondents and ranked number four.

One in five respondents (21.9%) perceives the lack of funds as a serious barrier. Complexity of legislation (a
serious barrier for 15.2% of the respondents) and complex procedures for obtaining permits to engage in
certain business activities (13.2%) were assigned several percentage points less. The high cost of raw
materials and supplies and municipal government corruption have proved to be similarly serious barriers
(12.3% and 12.2%, respectively). The least serious problem, included in the TOP10 barriers, relates to political
risks, according to 11.5% of entrepreneurs in Kramatorsk.
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TOP-10 barriers to doing business in Kramatorsk, %
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Expectations and assessments of the business climate and economic
conditions in Kramatorsk

Regional SME Business Climate Index. ABCA SME Business Climate Index in Kramatorsk is 0.13 (the city was
ranked only number 21 among all the cities surveyed). This is more than in 2017 (0.01), which indicates an
improvement in perception of the business climate. This is in line with the all-Ukrainian trend.

ABCA Regional Index of Business Climate (Kramatorsk)
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Long-term expectations for business activity. Business in Kramatorsk has optimistic long-term development
plans for the next two years. More than half of the respondents (52.2%) reportedly plan to expand their
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business, and 36.8% want to stay at the current level. At the same time, only 4.5% of the respondents plan
to reduce their business, and 6.5% want to close it. The balance index® is +0.41 (+0.45 at the country level).

Business activity expectations in the two-year perspective in Kramatorsk, % of the

respondents
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Assessment of the financial and economic situation of business entities. In Kramatorsk, the majority of the
business entities surveyed (60.8%) assessed their current financial and economic situation as satisfactory.
The rest of the respondents rated it as good (14.1%) or bad (25.1%) It follows that the negative assessments
outweigh the positive ones, and the balance index of the financial and economic situation is -0.11 (compared
to the country’s average of +0.05).

Assessment of the business situation of business entities in Kramatorsk, % of the
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Assessment of the current overall economic environment for business activities More than a half of the
surveyed business entities (54.0%) assessed the current overall economic environment as satisfactory. 31.3%
of the respondents rate the overall economic environment as bad, and 14.6% as good. Thus, the index of
assessment of the overall economic environment for business activities is negative (-0.17). However, the
value of the index is much lower compared to the country’s average (-0.12).

Assessment of the overall economic situation (Kramatorsk),
% of the respondents
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Change in the production output over the past two years. Almost a half (47.6%) of the surveyed business
entities indicated that they increased their production or service output in 2018-2019. Approximately a third
(36.3%) of the respondents did not change the output while 16.1% of the respondents reduced it. Thus, the
index of business activity is +0.32 (which almost corresponds to the index of +0.31 for all the respondents
surveyed), which reflects the predominance of the share of business entities that expanded their output over
the share of those who reduced it.

55 Calculated as the average of all responses on a scale from -1 to 1, where 1 corresponds to a simplification of this
procedure, 0 - no change, and -1 to a complication.
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Change in the industrial/services output and in the number of employees in
Kramatorsk, % of the respondents
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Change in the number of employees of the business entities over the past two years. More than a half of
the surveyed business entities (58.9%) indicated that the number of their employees did not change in 2018-
2019. The share of business entities that increased the number of their employees (28.0%) has proved to be
more than two times higher than the share of those where the number of employees decreased (13.1%)
Thus, the index of changes in the number of employees is +0.15, which is somewhat lower than the average
of +0.16 for all the respondents in general.

Deregulation: changes in administrative procedures According to the respondents, the process and
conditions of business registration have been simplified the most in the last two years. The conditions of tax
payment have not been improved and the situation with inspections has slightly deteriorated.

40.9% of the businesses surveyed point out the simplification of business registration in the previous two
years. The rest of the respondents did not feel any changes in this procedure, and only a small share of the
respondents (6.5%) said that, in their opinion, business registration has become more difficult. As a result,
the index of change in the registration procedures is +0.34%. This is the highest value of the index compared
to the other two procedures, which include the passing of inspections and the administration of taxes.

When it comes to the administration of taxes, more than a half of business entities (65.5%) say that they
have not noticed any changes in the complexity of this procedure. The rest of the business entities are divided
into two equal parts, which include those for whom the payment of taxes has become easier (17.0%), and
those for whom it has become more difficult (17.5%). The index of change in the procedures for administering
tax payments has therefore become zero.

The index of changes in passing inspections is negative (-0.09). 19.8% of business managers and individual
entrepreneurs claim that inspections have become more difficult. This is higher than the share of businesses
according to which inspections have become easier compared to 2018 (11.2%). However, the largest share
of the surveyed businesses (69.0%) did not notice any changes in relation to inspections.

As a result, the value of the general index of changes in administrative procedures, which is calculated as an
average value of the indices of change of these three procedures, is +0.08.

66 Calculated as the average of all responses on a scale from -1 to 1, where 1 corresponds to a simplification of this
procedure, 0 - no change, and -1 to a complication.
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Assessment of changes in administrative procedures (Kramatorsk),
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Recommendations

According to the MCI results (subject to the weak components and dimensions) the following key
recommendations have been formulated for the city. In addition, the city government should pay attention
to recommendations that are common for all the cities in general.

Component 2. Access to public property

* It is necessary to ensure timely update of technical documentation on the standard monetary
appraisal of land

Component 5. Taxes and duties

* It is necessary to regularly analyze the burden of local taxes and duties and its impact on local
businesses.

Component 9. Development resources

* Itis necessary to increase expenses on support for entrepreneurs to ensure the operation of the
business support infrastructure and financial support programs.

* It is necessary to conduct an audit of business support infrastructure facilities to determine their
efficiency and development pattern.

* It is necessary to use best practices applied by other cities to organize the operation of business
support centers, co-workings, business hubs, clusters, etc.
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Kropyvnytskyi

General information

Kropyvnytskyi is the administrative center of the Kirovohrad Region and a city of regional significance.
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Location
The City of Kropyvnytskyi is located in the central part of Ukraine on the banks of the Inhul River.

The city is located in the central part of the Kirovohrad Region. The territory of the city is enclosed by the
Kropyvnytskyi District. The region also hosts such cities as Oleksandriia and Znamianka (counting 88 and 52
thousand permanent inhabitants, respectively, as of January 1, 2019).

The closest regional centers are Vinnytsia, Dnipro, Cherkasy, and Mykolaiv.

Demographic situation

As of January 1, 2019, the permanent population of Kropyvnytskyi (including territories falling within the
jurisdiction of the City Council) was 232.3 thousand people. Almost nine thousand inhabitants accounted for
the Nove Town falling within the jurisdiction of the City Council. The city is the largest settlement of the
Kirovohrad Region. The Kropyvnytskyi City Council accounts for almost a fourth of the Region’s population
(24.7%).58

The population of Kropyvnytskyi, as just in Ukraine generally, is dominated by women (54.5%). There are 834
men per 1,000 women (864 men at the country level). The share of the population aged from 15 to 64 is
68.8% (67.8% at the country level). In total, there are 454 people (475 at the country level) aged 0-14 and
over 65 per 1,000 people of working age.

57 Please see https://www.kr-rada.gov.ua/rayonni-radi/.
58 Here and below in the report, the statistical data of the Kirovohrad Region Statistics Headquarters of the State
Statistics Service of Ukraine are used.
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A natural decline of the population was observed in Kropyvnytskyi in 2018 (-6.2 per 1,000 inhabitants). The
death and birth rates reached 14.1 and 7.9, respectively.

Development of entrepreneurship

Key structural business statistics in Kropyvnytskyi in 2018

Relative figures

Absolute figures
Number .
of Employment, Turnover, Share in total
. thsd persons UAH bn number
entities
Large 0.01%
enterprises 1 c
SMEs 13126 c 99.99%
Medium
0.97%
enterprises 127 c 0
Small o
enterprises 2613 12.2 14.2 19.91%
In which
. 17.35%
micro 2277 5.8 4.7
IEs 10386 19.6 4.8 79.12%
Total 13127 61.6 51.6 100.00%

Share in total
employment

c

19.9%

9.4%

31.9%
100.0%

Share in
total
turnover

c

27.6%

9.2%

9.4%
100.0%

Source: Own calculations based on the data of the Kirovohrad Region Statistics Headquarters of the State

Statistics Service of Ukraine
Number of business entities

In 2018, Kropyvnytskyi counted
13.1
medium-sized

thousand small and
enterprises
(including 127 medium-sized
enterprises, 2.6 thousand small
enterprises and 10.4 thousand
individual entrepreneurs) but
only one large-scale enterprise.
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business

of large entities,
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and medium-sized enterprises

(by the number of employees
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and the volumes of sales) is confidential.

2018

At the end of 2018, 20.9% of the business entities were registered as legal entities, which is somewhat higher

than Ukraine’s average (19.3%).

Kropyvnytskyi is ranked number 20 for the number of business entities among the cities selected for the

survey. The city accounts for only 36% of the total number of business entities in the Kirovohrad region,

which may be due to (i) a low business activity in the city and (ii) the presence of other rather big cities

(Oleksandriia and Svitlovodsk). There were only 553 SMEs per 10,000 inhabitants in Kropyvnytskyi (ranked

number 22 among the cities selected for the survey), which may serve as evidence of low business activity in
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the city compared to the other cities.

In 2018, the number of SMEs in Kropyvnytskyi increased by 1.9% compared to 2017, which corresponds to
the country’s average (1.9%). This is primarily due to an 8.1% growth in the quantity of small businesses (the
country’s average reached 5.1%). In addition, the number of medium-sized enterprises increased by 10.4%
(compared to 7.5% at Ukraine’s level). However, the number of individual entrepreneurs demonstrated just
a 0.3% growth, which is less than the country’s average (1.2%)

Employment

In 2018, the Kropyvnytskyi-based
business entities employed 61.6 thousand
persons, which is 4.8% higher than in 2017
(the corresponding country’s average is
4.8%). The city provides 41.9% of the total

The share of small enterprises in the total
number of persons employed at economic
22,0% entities in Kropyvnytskyi, %

21,1%

21,0% employment at business entities in the
Kirovohrad Region.
20,0%
For the reasons of confidentiality of data
19,0% associated with the low quantity of large
2015 2016 2017 2018 business entities, information on the
=®—Kropyvnytskyi  ==@=Ukraine number of people employed at large and

Source: SSSU, Main Statistical Office in the Kirovohrad region medium-sized enterprises is confidential.

Available data, however, show that nearly a half of jobs is accounted for small businesses. In particular,
individual entrepreneurs provided 31.9% of the total jobs, while 19.9% of the persons employed work for
small enterprises.

Compared to 2017, the number of persons employed by small businesses decreased by 1.5%, which
approximately corresponds to the country’s average (1.1%). However, the quantity of persons employed by
individual entrepreneurs grew by 2.3 thousand people or 13.4% (10.5% at the country level).

Statistics show that the Kirovohrad Region demonstrates, in general, a somewhat higher unemployment rate
among working age population than Ukraine as a whole. In 2019, the corresponding indicator for the region
was 11.3% compared to 8.6% at the country level. In late 2019, 1,248 people were officially unemployed in
Kropyvnytskyi, while there were only 1,022 vacant jobs. Accordingly, the registered unemployed persons
created a load of nearly 1 person per a vacant job. However, the quarantine measures and crisis
developments caused by the COVID-19 pandemic may deteriorate the employment situation in the city in
2020.

Turnover

At the end of 2018, the turnover of goods and services by business entities in Kropyvnytskyi reached UAH
51.6 billion based on current prices. Compared to 2017, the real growth (i.e. adjusted for inflation) of turnover
reached 9.2%, which is 1.1 percentage points higher than Ukraine’s average (8.1%). The business entities of
the city accounted for nearly a half (46.5%) of the total turnover in the Kirovohrad Region.
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In 2018, the turnover of products by small enterprises of Kropyvnytskyi reduced by 1.2% compared to 2017
(compared to a 7.5% increase at the country level). However, the turnover of individual entrepreneurs in the
city increased by 7.9% (compared to Ukraine’s average of 13.5%).

Sales of industrial products

No statistical information on key performance indicators of enterprises in terms of the types of their
economic activities is available at the level of cities of regional significance and districts. However, there are
statistical data on the sales of industrial products by the types of activities. Such information allows us to
determine key industries of Kropyvnytskyi.

According to the data provided by the Kirovohrad Region Statistics Headquarters, the sales of industrial
products in Kropyvnytskyi reached UAH 14.3 billion in 2018. 66.3% or UAH 9.5 billion of those sales were
accounted for the processing industry. In particular, 33.5% or UAH 4.8 billion were generated by the
manufacture of foodstuffs, beverages, and tobacco products®®. The manufacture of chemicals and chemical
products come second in the processing industry (2.8% or UAH 0.4 billion). Other important types of activities
include machinery (except for maintenance and installation of machinery and equipment), which is
accounted for almost UAH 0.4 billion or 2.7%, and the manufacture of wood products and paper and the
printing industry (UAH 0.3 billion or 2.1%).

Capital investments

In 2018, Kropyvnytskyi accounted for more than UAH 2.5 billion of capital investments, which corresponds
to more than a third (35.5%) of the total capital investments in the Kirovohrad Region. At the end of 2018,
the amount of capital investment per capita was approximately UAH 10,943, which is somewhat lower than
the country’s average of UAH 13,746. In addition, the volume of capital investments per capita in
Kropyvnytskyi is ranked only number 17 by its amount among the cities selected for the survey.

59 Data by types of activities are generated based on homogeneous products.
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Exports

According to the State Statistics

. . , Goods and services exports from Kropyvnytskyi
Service of Ukraine, Kropyvnytskyi’s

(2015-2018), USD m
exports of goods amounted to nearly
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higher thanin 2017. Kropyvnytskyi was 250 220,4
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On the other hand, the exports of
services increased by 2.7% and
reached USD 22.8 m (ranked number
16).
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B Goods Services
Source: SSSU, Main Statistical Office in the Kirovohrad region

An analysis of the foreign trade structure of Kropyvnytskyi has demonstrated that USD 133.7 m or 60.7% of
the exports in 2018 was provided by agricultural and food products. In particular, more than a third of exports
(36.9%) accounted for fats and oils of animal or plant origin. Another third of the exports (29.8%) accounts
for machinery products, including products specified in Section VXI of the Ukrainian Classification of Goods
in Foreign Trade (UKTZED) (Machinery, equipment and mechanisms, electrical equipment). Textile materials
and products (2.5%) and wood and wood products account only for insignificant shares of the exports.

Foreign direct investments

As of December 31, 2018, the city of Kropyvnytskyi accounted just for USD 32.9 m of foreign direct
investments (equity). The specified amount was USD 5.7 m or 21% higher than at the beginning of 2018. This
is one of the highest growth rates among the cities covered by the survey. However, the total volume of
direct investments in the city is lower compared to most other regional centers. There was USD 141.4 of FDI
per capita in Kropyvnytskyi as of the end of December 2018.

It should be noted that in general the Kirovohrad Region is ranked number 23 by the volume of direct
investments among all the regions of Ukraine. In addition, at the beginning of 2018, 38.8% of the region’s
total investments were concentrated in Kropyvnytskyi.

Safety and comfort

The results of other studies allow us to look at the level of safety and comfort of living in the selected cities
based on the assessments of their inhabitants These factors are important for understanding the overall
situation in the city. In addition, it is possible to compare those research studies with some results of MCI.

According to the study titled “Sixth Annual Ukrainian Municipal Survey” 7°, the city of Kropyvnytskyi was
ranked number nine on the Quality of Public Goods and Services Index with a score of 3.0 points (on as scale
from 1 (terrible) to 5 (excellent)). This points to a relatively high share of locals satisfied with the level of
comfort in the city. Kropyvnytskyi slightly falls behind its opponents in health services, industrial

70 The survey was conducted by the Sociological Rating Group on behalf of the International Republican Institute’s

Center for Insights in Survey Research; The survey was funded by the United States Agency for International

Development. Please see http://ratinggroup.ua/research/regions/shestoy_vseukrainskiy_municipalnyy_opros.html.
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development, and roads, but is one of the leaders in transport infrastructure services. The city is also ranked
number eight for education services (universities, colleges, and technical schools).

As part of the same study, according to its residents Kropyvnytskyi is one of the least secure cities in Ukraine.
The value of the corresponding Index for Kropyvnytskyi is 1.4 (on a scale from 0 to 3, where 0 means “I feel
completely unsafe” and 3 means “I feel completely safe”). The city is ranked number 19 on this metricamong
the 24 cities covered by the survey. Only 33% of the respondents reportedly felt rather safe or completely
safe at night, while 52% of the respondents said they felt rather or completely unsafe.

Results of the “Municipal Competitiveness Index” in Kropyvnytskyi

Description of the survey sample

204 business entities took part in the survey in Kropyvnytskyi. These were 131 (64.2%) enterprises (legal
entities) and 73 (35.8%) individual entrepreneurs (PEs). When analyzing the answers, the data array was
weighed by the types of business entities (68.0% of legal entities and 32.0% of PEs) to ensure that it was
compliant with the parameters of the target sample.

Size of the surveyed business entities

Most respondents (79.4%) were micro businesses — business entities employing from 1 to 10 people. 18.1%
were small entities with 11 to 50 employees. Medium-sized entities (from 51 to 250 employees) account for
2.5% of the respondents, while large entities (more than 250 employees) account for 0%.

Surveyed businesses by size (Kropyvnytskyi), %

100,0% 79,4%
0,
>0,0% 18,1% 5 5%
,5% 0,0%
0,0% [ ]
<10 employees 11 - 50 employees 51 - 250 employees >250 employees

Industry and type of activity

The surveyed business entities in Kropyvnytskyi operate in various sectors of the economy. 30.9% of surveyed
business are engaged in trade (including in wholesale and retail, repair of motor vehicles). 8.8% of the
respondents are employed in the industry, 12.7% — in the construction, and 3.9% —in the agriculture. 43.6%
of the respondents operate in the service industry. 6.9% of the respondents provide information and
communication services, while professional services are provided by 6.9% of the respondents. 29.9% of the
respondents provide other services (businesses operating in the transport, arts, sports, education, health
care, finance, and other service-related sectors).

Surveyed businesses by sector (Kropyvnytskyi), %
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Year of registration
Most of the surveyed business entities were registered earlier than in 2017 (73.5%). In 2018-2019, 26.5% of
the respondents were registered.

Age and gender breakdown of business owners and managers

According to the survey findings, 65.4% of the Kropyvnytskyi-based businesses are owned by men, while the
remaining 34.6% are owned by women. In addition, the share of men owning legal entities is even higher
(73.0% of men vs. 27.0% of women).

Men run 73.5% of legal entities, while the share of female managers accounts for 26.5%. When it comes to
PEs, who are owned and run by the same person, women (57.9%) somewhat outweigh men (42.1%). Men
run 63.4% of all the business entities, while the share of female managers accounts for 36.6%.

The average age of business owners in Kropyvnytskyi is 42.1 years (the country’s average is 42.8 years).
However, individual entrepreneurs are on average two years younger than the owners of legal entities (40.0
years vs. 42.8 years) in Kropyvnytskyi.

Municipal Competitiveness Index: Results of Kropyvnytskyi

According to the survey findings, PR At
Kropyvnytskyi was ranked number 14,

scoring 50.81 points as part of MCI g ~ A
2019/2020. Thus, Kropyvnytskyi is classified RO s :s E\ o piet % < l‘gﬁ
among cities with average MCI scores. - Qe 3 - \vg/ﬂ
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MCI index for Kropyvnytskyi and those for L S T Krepynyteiog e
its geographical neighbors has shown that 5 ? : ‘)

the cities classified under three different e '

MCI score groups are located nearby. In : "/ >

particular, Odesa (number 23), Poltava e, S

(number 20), and Cherkasy (number 19) are | %&?ﬂ

classified under the low MCI score group.
On the other hand, Vinnytsia is one of the
leaders and ranked number four. The city
leads Kropyvnytskyi by almost 15 points.

The average score of the city is due to different scores obtained on different components (sub-indices) of the
rating.

The strongest components are:
* Starting a business (number 1)
The weakest components are:
* Development resources (humber 24)

* Transparency and data openness (humber 19)
129



*  Support of innovations (humber 19)

1. Starting a business
Kropyvnytskyi scored 8.52 points on Component 1 titled “Starting a Business.” This is the best score among
all the cities. Prompt registration and permit obtaining procedures are the key strengths of the city.

In particular, according to the survey data, the registration of a business in Kropyvnytskyi in 2018-2019 took
less time than on average in the country (5.5 days compared to 6.1 days). On the other hand, it took on
average only 2.7 days to have changes entered into the register, which is approximately one day shorter than
all the cities’ average of 3.6 days.

In Kropyvnytskyi, only 5.11% of the respondents who registered a business in 2018-2019 reported problems
and barriers during the registration (all the cities’ average is 8.8%). In addition, 77.3% of the respondents
received necessary advice during the registration, which is 6.6 p.p. higher compared to the country’s average
of 70.7%. However, it took 34.3 days to launch a business (from the date of submission of documents for
registration to the date of the first sale of goods or services) in Kropyvnytskyi, which is more than two days
longer than on average in the country (32.1 days).

A sufficient quantity of business registrars can be one of the reasons for its high ratings on the business
registration component. There are approximately 13 registrars per 10 thousand business entities in
Kropyvnytskyi (including government authorities, local self-government authorities and notaries public),
which is the highest index among the cities surveyed.

It should be noted that problems related to lengthy procedures for obtaining certain permits are less tangible
in the city. The obtaining of construction permits, and registrations took, on average, 37.2 days in the country
and only 22.8 days in Kropyvnytskyi, which is one of the best indices among the cities covered by the survey.
However, it took more time in Kropyvnytskyi to obtain a declaration of conformity to the requirements of
the fire safety legislation in respect of a business entity’s facilities (14.8 days compared to all the cities’
average of 11.8 days).

2. Access to public property

Kropyvnytskyi scored 4.8 points and was ranked number twelve on the component (sub-index) titled “Access
to public property.” Results demonstrated by Kropyvnytskyi in respect of individual indices mostly
correspond to the average results for all the cities. For instance, 29.7% of the respondents reported that they
had documents certifying the ownership / lease of the land where their business operates (compared to the
country’s average of 30%). This makes 48% of the respondents believing that land documents are their
concern (compared to the country’s average of 46.8%). However, it took on average 81.9 days to obtain
documents certifying the ownership / lease of the land in Kropyvnytskyiin 2018 to 2019, which is almost nine
days longer than the average for all the respondents (72.4 days).

Only 16.8% of the respondents reported the accessibility of information on available community-owned land
plots, which can be provided for use or used for construction, etc (18.1% of the total respondents). In
addition, only 27.1% of the respondents indicated that information on the municipal real property (including
non-residential premises) was available (29.2% of the total respondents).

3. Transparency and data openness
Kropyvnytskyi was ranked number 19 and scored 3.71 points on the “Transparency and data openness,” and,
therefore, is one of the outsiders on this component. In Kropyvnytskyi, the respondents expressed a lower
— compared to the other cities — opinion of the access to information on local budget, local regulations,
and public procurements.
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In particular, the access to information on public procurements got the top score in Kropyvnytskyi with 15.8%
of the respondents assigning ‘good’ and ‘excellent’ rates, compared to 17.3% of all the respondents surveyed.
The access to information on local regulations was assessed positively by 9.3% of the respondents surveyed
in Kropyvnytskyi compared to, on average, 13.9% of the total respondents in all the other cities. On the other
hand, the access to information on local budget was positively assessed by only 7.0% of the respondents
(10.2% among all the respondents).

4. Compliance cost

The compliance cost is one of the problematic components for Kropyvnytskyi. The city was ranked only
number 15 and scored 6.73 points on this component. The city’s score was determined by high (compared
to the other cities) rates assigned by the respondents in respect of inspections conducted by the city
authorities.

In Kropyvnytskyi, entrepreneurs spend on average 3.1 days for compliance with local regulations, which is
shorter than the country’s average (four days). 2.8% of an annual income is, on average, spent on compliance
with the requirements of local regulations in Kropyvnytskyi, which is also less than 3.7% spent on average by
all the respondents.

The findings of the survey show that entrepreneurs in Kropyvnytskyi are quite frequently visited by local
inspectors (0.86 times per year on average compared to the country’s average of 0.7 times per year).
Consequently, the average time spent on communications with the inspectors was 5.3 days, which is almost
in line with the country’s average (five days).

5. Taxes and duties
Component (sub-index) 5 “Taxes and duties” is one of the weaknesses of Kropyvnytskyi. The city was ranked
number 16 and scored 5.23 points on this component. Such score of Kropyvnytskyi was due to a combination
of such factors as rather high expenses for payment of taxes and significant time spending for administration
of taxes and duties, a somewhat higher local tax burden, and the availability of local tax exemptions.

As part of the survey in Kropyvnytskyi, the respondents said that they spent, on average, 27.4% of their
annual income on taxes and duties (including USC), which is somewhat more compared to the average for all
the cities (26.8% of the annual income). Entrepreneurs in Kropyvnytskyi spent, on average, 63.6 days on the
administration of taxes and duties, which is much longer compared to the average for all the cities (59 days).

22.7% of the respondents in Kropyvnytskyi said that local taxes are a barrier to their business, although the
average for all the cities was 20.4%. In addition, 4.3% of the respondents in Kropyvnytskyi reported being
exempt from local taxes and duties in 2018-2019, which is one of the highest scores among the cities covered
by the survey (the average for all the respondents is 3.6%).

6. Informal payments and corruption

According to the survey findings, Kropyvnytskyi was ranked number 11 and scored 4.96 points on Component
(sub-index) 6 titled “Informal payments and corruption.” The city’s score was due to such factors as a higher
than average prevalence of “informal payments” and a higher than average awareness of entrepreneurs
about existing anti-corruption measures taken by the city.

In particular, as part of Dimension 1 “Bribes / Gifts” 10.8% of the respondents in Kropyvnytskyi reported
situations related to “informal payments” when approaching the municipal officials for any issues concerning
the doing of business in 2018-2019. On average, 9.9% of the respondents faced such situations. On the other
hand, as part of Dimension 2 “Anti-corruption efforts,” 33.2% of the respondents were informed about the
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implementation of specific anti-corruption measures by the city authorities (open budget, digital reception,
municipal anti-corruption program, etc.), while the average for all the cities surveyed was 31.8%.

7. Security of operating a business
Kropyvnytskyi was ranked number 11 among the cities covered by the survey and scored 5.71 points on
Component (sub-index) 7 titled “Security of operating a business.” This score of Kropyvnytskyi is due to a
rather high — compared to the other cities — percentage of shady businesses and the percentage of those
who reportedly suffered from criminal acts.

According to the survey, 48.6% of the respondents in Kropyvnytskyi believe that competitors run shady
businesses, which is three pp higher than the country’s average and corresponds to one of the worst indices
(45.1% at the country level). 2.5% of the total respondents experienced attempts of illegal takeovers at the
country level in 2018-2019. In Kropyvnytskyi, the value of this index is one of the highest in the country and
makes 3.9%.

16.1% of the respondents in Kropyvnytskyi reported that they suffered losses as a result of extortions, thefts,
robberies, or acts of vandalism or arson in 2018-2019, which is two pp higher compared to the country’s
average of 14.3% of the respondents. In addition, entrepreneurs estimated loss they suffered as a result of
similar criminal acts at 6.0%, which is one of the lowest indices in the case at hand (10.8% at the country
level).

In Kropyvnytskyi, businesses spend, on average, 2.3% of their annual income on security / protection, which
is somewhat lower compared to the country’s average of 2.7% of the annual income.

8. Leadership of municipal authorities
Kropyvnytskyi was ranked number 11 and scored 4.77 points on Component (sub-index) 8 titled “Leadership
of municipal authorities.” The city’s overall score is due to its average ratings on two dimensions of which
the sub-index consists — “Business development support” and “Public-private dialogue.”

Kropyvnytskyi scored 5.07 points and was ranked number 14 on the “Business development support”
dimension. The Kropyvnytskyi-based entrepreneurs are, on average, more pessimistic about the attitude of
representatives of the municipal authorities towards private businesses, compared to the respondents in the
other cities. 19.9% of the respondents believe that the attitude of the municipal authorities towards
businesses is “very good” or “good,” which approximately corresponds to the country’s average of 20%.
However, just 33.1% of the respondents agree that the municipal authorities support start-ups (compared to
the average of 38.3% for all the cities), and only 32.2% indicate that the municipal authorities support existing
businesses (compared to the average of 35.5% for all the cities). The survey results are also complemented
by “hard data” on the activities of the city council. According to the “hard data,” Kropyvnytskyi scored 7 of
10 points. In particular, the city does not offer tax incentives (in respect of the unified tax) necessary for the
development of certain types of activities, which would point to a higher proactivity of the municipal
authorities to support new and existing businesses. In addition, the official website of the city council does
not provide sufficient information on public procurements. The absence of defined city boundaries can be
another problem in Kropyvnytskyi.

The score obtained on the “Public-private dialogue” dimension shows that businesses face certain problems
in their communications with the authorities in Kropyvnytskyi. On this dimension, the city was ranked
number nine and scored 4.46 points. 7.9% of business representatives in Kropyvnytskyi believe that they
have “extensive” or “very extensive” opportunities to participate in the development of local documents
(strategies, plans, programs, etc.), while the average for all the cities surveyed is only 6.5%. However, 5.8%
of the respondents indicate that the city always or often holds consultations with entrepreneurs before
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passing new or amending existing regulations that may affect businesses (compared to 7.4% on average for
all the cities).

9. Development resources

Kropyvnytskyi was ranked number 24 and scored 3.22 points on Component (sub-index) 9 titled
“Development resources.” The city’s assessment is based on the results of three dimensions that form a
single component. Those dimensions are Human resources, Financial resources and infrastructure, and
Business support infrastructure.

The city was ranked number 24 and scored 3.54 points on Dimension 1 (Human resources). An analysis of
individual indicators of this dimension has demonstrated that only 3.4% of the respondents in Kropyvnytskyi
rate the quality of the local workforce as “excellent” or “good,” which corresponds to the lowest rating
among the cities surveyed (the average for all the respondents surveyed is 7.6%). In addition, Kropyvnytskyi
also has the lowest assessments of vocational education in the local labor market, which correspond to only
4.9% of the respondents (compared to 10% of all the respondents). Accordingly, just as in the other cities, an
insignificant percentage of business entities in Kramatorsk rate high the available workforce.

However, 59.0% of the respondents are of the opinion that insufficient workforce training is a serious barrier
to doing business (the country’s average is 60.7%). 69.8% of the respondents reported that they face a lack
of workforce (70% of all the respondents surveyed). It follows that the lack of qualified workforce is the third
most severe problem faced by entrepreneurs in Kropyvnytskyi, according to the rating of barriers to doing
business (as reported by 30.4% of the respondents).

The analysis of the number of workforce in the city is supplemented by statistical data. In particular, there
were only 7.8 vacant jobs per 100 businesses in Kropyvnytskyi at the end of 2019, which is the second highest
index among the cities surveyed (3.6 vacant jobs on average).”*. This index may point to a high demand for
the workforce in the city. In addition, the share of working age population (aged 15-64) in Kropyvnytskyi is
68.8% (as of January 1, 2019), which is one pp higher than the country’s average of 67.8%’2. This is one of
the lowest percentages among the cities covered by the survey. Thus, the problem of population aging may
be more tangible in Kropyvnytskyi compared to the other cities.

The city was ranked number 21 and scored 3.42 points on Dimension 2 (Financial resources and
infrastructure). According to the survey findings, only 1.2% of the respondents at the country level received
financial support from municipal authorities in 2018-2019. When it comes to individual cities, the share of
such respondents in Kropyvnytskyi accounts just for 0.5%, which is one of the lowest percentages among all
the cities surveyed. However, 81.6% of the business entities surveyed in Kropyvnytskyi believe that the lack
of financial resources is a serious barrier to doing business (the average for all the cities is 77.8%). This is the
third highest indicator among the cities covered by the survey.

Data on the city’s budget expenditures complete the picture of financial resources allocated to support
businesses in the city. In 2019, actual spending on support for small and medium-sized enterprises in the city
reached only UAH 72,000 per 10,000 businesses.” It should, however, be noted that, in general, SME support

71 Sources for calculations: 1) Number of vacancies: The situation in the labor market and the results of activities of the

state employment service. Data on the page of the Kirovohrad Region Employment Center,

https://kid.dcz.gov.ua/analitics/65 2) Number of businesses: According to the Kirovohrad Region Statistics

Headquarters

72 According to the Kirovohrad Region Statistics Headquarters of the State Statistics Service of Ukraine

73 Reports on the implementation of local budgets (expenditures under program classification code 7610 - Promotion

of small and medium entrepreneurship), as well as responses of the city councils to requests for public information were
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expenditures are low or non-existent in most of the cities. However, a higher amount of expenditures or even
the existence of such support in general may point to a higher level of leadership of municipal authorities in
relation to business support

When it comes to the infrastructure, the entrepreneurs surveyed in the cities covered by the study had
reportedly a different experience in relation to connection to electricity grids. In Kropyvnytskyi, connection
to the electricity grid took on average 72 full days from the date of an application until the date of actual
connection. The corresponding country’s average was 85 days. It follows that it is, on average, less
complicated to have a business connected to the electricity grid in Kropyvnytskyi than in any of the other
cities surveyed.

Kropyvnytskyi was ranked only number 22 on Dimension 3 (Business support infrastructure). According to
the survey data, 11.7% of the respondents personally received business support services from the municipal
authorities (information, advice, training, etc.), which is higher than all the cities’ average (11%). At the same
time, 46.2% of them rated such services as “good” and “excellent”(48.6% of the total respondents).

29.2% of the business entities surveyed indicate the existence of business support centers in Kropyvnytskyi,
which is lower than the average for all the cities surveyed (32.6%). In addition, according to the ‘hard data,’
there were no business support infrastructure facilities in the city at the end of 2019, which were created
with the participation of the city authorities. Thus, entrepreneurs’ awareness of business support centers
may relate to other business support infrastructure facilities existing in the city.

35.9% of the respondents in Kropyvnytskyi are aware of the activities of business associations and business
clubs in their city (45.9% of the total respondents surveyed). This is the lowest index among all the cities
covered by the survey. Only 9.4% of the surveyed business entities are members of such organizations, which
is lower than the percentage recorded for all the respondents surveyed in general (11.5%).

10. Support of innovations
The city of Kropyvnytskyi was ranked number 19 and scored 3.83 points on Component (sub-index) 10 titled
“Support of innovations.”

17.77% of the respondents in the city reported that their businesses interacted with research institutions or
technology companies in 2018-2019, which is lower than the average for all the cities surveyed (18.9%).
Businesses in Kropyvnytskyi are, however, more satisfied with technology transfer compared to the average
for the other respondents. 8.2% of the respondents pointed out that the related needs (the transfer of
patents for inventions, etc.) are “met to a significant extent” or “fully met” (compared to the country’s
average of 8%)

The respondents in Kropyvnytskyi give a somewhat low assessment of the local government’s support for
local innovation programs (funded from the local budget) with the city scoring 1.88 of five points compared
to the average score of 1.91 for all the cities. In addition, Kropyvnytskyi introduced new technologies,
solutions, or products less frequently than all the other cities on average in 2018-2019 (36.37% compared to
40.2%). Further, 91% of the surveyed enterprises and individual entrepreneurs reported that they belonged
to clusters. This is lower than the index recorded for all the cities in general (2.1%). In general, all the factors
provide a low level of satisfaction with support for innovations in Kropyvnytskyi among entrepreneurs.

used. For some cities, information on expenditures was updated through telephone interviews with the employees of
executive authorities of the city councils.
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Barriers to doing business

The surveyed business entities named the main barriers they face when doing business in Kropyvnytskyi.
Three most important barriers included such factors as the lack of qualified workforce, high taxes, and low
consumer demand. Each of these barriers was reported by nearly a third of the respondents (39.0%, 35.6%
and 30.4%, respectively). It follows that the problem associated with low demand is more tangible in
Kropyvnytskyi and, therefore, it is perceived a more serious compared to high taxes although it follows the
latter in the rating of barriers for all the respondents.

TOP-10 barriers to doing business in Kropyvnytskyi, %
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Low consumer demand _ 39,0%
o I 355%
Lack of qualified workforce _ 30,4%
Lack of funds _ 24,8%

Complicated procedures of obtaining permits for
e e BN 13,0%

certain business operations

Complexity of legislation _ 12,2%

Municipal government corruption - 9,9%

Political risks - 9,0%
Military actions in the east of Ukraine - 8,4%

High cost of the raw materials and supplies - 7,7%

A fourth of the respondents perceive the lack of funds as a barrier (24.8%). Almost half as many
entrepreneurs complain about complex permit obtaining procedures and the complexity of legislation (13.0%
and 12.2%, respectively). The problems of municipal government corruption and political risks are rated
similarly (9.9% and 9.0%, respectively). The least serious, according to the respondents, are the problems of
military actions in the East of Ukraine (8.4% of the respondents surveyed) and high cost of raw materials and
supplies (7.7%).

Expectations and assessments of the business climate and economic
conditions in Kropyvnytskyi
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Regional SME Business Climate Index. ABCA SME Business Climate Index in Kropyvnytskyi is 0.17 (the city
was ranked only number 16 among all the cities covered by the survey). This is more than in 2017 (0.11),
which indicates an improvement in perception of the business climate. This is in line with the all-Ukrainian
trend.

ABCA Regional Index of Business Climate (Kropyvnytskyi)

0,2 0,17
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0,1
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Long-term expectations for business activity. Business in Kropyvnytskyi has optimistic long-term
development plans for the next two years. Slightly less than a half of the respondents (48.8%) reportedly plan
to expand their business, and 42.3% want to stay at the current level. At the same time, only 4% of the
respondents plan to reduce their business, and 5% want to close it. The balance index’* is +0.40 (+0.45 at the
country level).

Business activity expectations in the two-year perspective in Kropyvnytskyi, % of
the respondents
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Assessment of the financial and economic situation of business entities. In Kropyvnytskyi, the majority of
the business entities surveyed (63.2%) assessed their current financial and economic situation as satisfactory.
The rest of the respondents rated it as good (13.9%) or bad (22.9%) It follows that the negative assessments
outweigh the positive ones, and the balance index of the financial and economic situation is -0.09 (compared
to the country’s average of +0.05).

Assessment of the business situation of business entities in Kropyvnytskyi, % of
the respondents
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Assessment of the current overall economic environment for business activities Approximately a half of the
surveyed business entities (43.5%) assessed the current overall economic environment as satisfactory. 40.0%
of the respondents rate the overall economic environment as bad, and 16.1% as good. Thus, the index of
assessment of the overall economic environment for business activities is negative (-0.24). However, the
value of the index is much lower compared to the country’s average (-0.12).

74 Calculated as the average of all responses on a scale from -1 to 1, where 1 corresponds to a simplification of this
procedure, 0 - no change, and -1 to a complication.
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Assessment of the overall economic situation (Kropyvnytskyi),
% of the respondents
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Change in the production output over the past two years. Almost a half (45.7%) of the surveyed business
entities indicated that they increased their production or service output in 2018-2019. Approximately a third
(39.5%) of the respondents did not change the output while 14.5% of the respondents reduced it. Thus, the
index of business activity is +0.31 (at the level of the total respondents surveyed), which reflects the
predominance of the share of business entities that expanded their output over the share of those who
reduced it.

Change in the industrial/services output and in the number of employees in
Kropyvnytskyi, % of the respondents
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Change in the number of employees of the business entities over the past two years. More than a half of
the surveyed business entities (51.8%) indicated that the number of their employees did not change in 2018-
2019. The share of business entities that increased the number of their employees (33.5%) has proved to be
more than two times higher than the share of those where the number of employees decreased (14.6%)
Thus, the index of changes in the number of employees is +0.19, which is higher than the average of +0.16
for all the cities surveyed.

Deregulation: changes in administrative procedures According to the respondents, the procedures for, and
conditions of, registration of businesses have been simplified the most in the last two years. 48.6% of the
businesses surveyed point out the simplification of business registration in the previous two years. The rest
of the respondents did not feel any changes in the procedures, and only 14.6% of the respondents said that,
in their opinion, business registration has become more difficult. As a result, the index of change in the
registration procedures is +0.347°. This is the highest value of the index compared to the other two
procedures, which include the passing of inspections and the administration of taxes.

When it comes to the administration of taxes, more than a half of business entities (54.1%) say that they
have not noticed any changes in the complexity of this procedure. The rest of the business entities are divided
into those for whom the payment of taxes has become easier (25.8%) and those for whom it has become
more difficult (20.1%). The index of change in the procedures for administering tax payments is +0.06.

The index of changes in passing inspections is negative (+0.05), too. 13.4% of business managers and
individual entrepreneurs claim that inspections have become more difficult. This share is lower than the
percentage of businesses, according to which inspections have become easier compared to 2018 (18.0%).

7> Calculated as the average of all responses on a scale from -1 to 1, where 1 corresponds to a simplification of this
procedure, 0 - no change, and -1 to a complication.
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However, the largest share of the surveyed businesses (68.6%) did not notice any changes in relation to
inspections.

As a result, the value of the general index of changes in administrative procedures, which is calculated as an

average value of the indices of change of these three procedures, is +0.15.

Assessment of changes in administrative procedures (Kropyvnytskyi),
% of the respondents
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Recommendations

According to the MCI results (subject to the weak components and dimensions) the following key
recommendations have been formulated for the city. In addition, the city government should pay attention
to recommendations that are common for all the cities in general.

Component 3. Transparency and data openness

* Itis necessary to improve the transparency and openness of data on local budgets, local regulations,
and public procurements, in particular, through regularly placing up-to-date information on official
websites.

Component 4. Compliance cost

* Deregulation measures need to be continued at the local level to reduce the time and money costs
of businesses on compliance with local regulations.

Component 5. Taxes and duties

* It is necessary to regularly analyze the burden of local taxes and duties and its impact on local
businesses.

Component 9. Development resources

* Itis necessary to increase expenses on support for entrepreneurs to ensure the operation of the
business support infrastructure and financial support programs.

e It is necessary to conduct an audit of business support infrastructure facilities to determine their
efficiency and development pattern.

* It is necessary to use best practices applied by other cities to organize the operation of business
support centers, co-workings, business hubs, clusters, etc.
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Component 10. Support of innovations

* It is necessary to provide support for innovative projects as part of business financial support
programs in cities.

* It is necessary to promote cooperation between businesses through incorporating clusters on the
initiative of, or with support from, the local government.
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Lutsk

General information

Lutsk is the administrative center of the
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Council (having jurisdiction over the villages

of Prylutske, Dachne, Zhabka, and Sapohove).”®

Location

The City of Lutsk is located in the western part of Ukraine, on the banks of the Styr River. The Volyn Region
borders on Poland and Bilorus and, therefore, Lutsk is located near these neighboring states.

The city is located in the southeast of the Volyn Region. The territory of the city borders on the Lutskyi and
Kivertsivskyi Districts.

The closest regional centers are Lviv, Ternopil, and Rivne.

Demographic situation

As of January 1, 2019, the permanent population of Lutsk was 213.8 thousand people. The city is the largest
settlement of the Volyn Region. It accounts for a fifth of the region’s population (20.7%). Lutsk is well ahead
of other settlements in the region in terms of the quantity of inhabitants, including such cities as Kovel (68
thousand inhabitants), Novovolynsk (56.1 thousand inhabitants) and Volodymyr-Volynskyi (38.3 thousand
inhabitants). ”’

The population of Lutsk, as just in Ukraine generally, is dominated by women (55%). There are 817 men per
1,000 women (864 men at the country level). The share of the population aged from 15 to 64 is 70.2% (67.8%
at the country level). In total, there are 424 people (475 at the country level) aged 0-14 and over 65 per 1,000
people of working age.

76 please see https://decentralization.gov.ua/gromada/1708#

77 Here and below in the report, the statistical data of the Volyn Region Statistics Headquarters of the State Statistics
Service of Ukraine are used.
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A slight natural decline in the population was observed in Lutsk in 2018 (-0.3 per 1,000 inhabitants). The
death and birth rates reached 9.9 and 9.6, respectively.

Development of entrepreneurship

Key structural business statistics in Lutsk in 2018

Absolute figures Relative figures
Number . ) Share in
of Employment, Turnover, Share in total  Share in total total
. thsd persons UAH bn number employment
entities turnover
Large
0.05% 16.8% 22.3%
enterprises 7 12.8 30.1 0 0 ’
SMEs 12985 63.2 104.8 99.95% 83.2% 77.7%
Medium o o o
enterprises 130 276 85.2 1.00% 36.4% 63.2%
Small o o o
enterprises 2712 143 135 20.87% 18.8% 10.0%
In which
. 17.52% 7.8% 3.6%
micro 2276 5.9 4.8
IEs 10143 21.3 6.1 78.07% 28.0% 4.5%
Total 12992 76.0 134.9 100.00% 100.0% 100.0%

Source: Own calculations based on the data of the Volyn Region Statistics Headquarters of the State
Statistics Service of Ukraine

Number of business entities

In 2018, Lutsk counted almost 13
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Lutsk is ranked number 21 for the W Enterprises IEs
number of business entities among the Source: SSSU, Main Statistical Office in the Volyn region

cities selected for the survey. The city plays a pivotal role in the region’s economy, but it accounts for only
33.1% of the total number of business entities in the Volyn Region, which is one of the lowest percentages
among all regional centers. This situation may be due to a lower business activity, as well as the presence of
other rather big cities in the Volyn Region (Kovel, Novovolynsk, and Volodymyr-Volynskyi). There were 600
SMEs per 10,000 inhabitants in Lutsk (ranked number 19 among the cities selected for the survey), which

may serve as evidence of low business activity in the city compared to the other cities.

In 2018, the number of SMEs in the city dropped by 10.2% compared to 2017, although their share increased
by +1.9% at the country level. This is the highest decrease among the cities selected for the survey. This was
due to a significant decline in the number of individual entrepreneurs by 13.5%. In addition, the quantity of
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the medium-sized businesses remained unchanged (although it increased at the country level by 7.5%), while
the number of small business demonstrated just a 3.9% growth (compared to 5.1% at the country level)

Employment

In 2018, the Lutsk-based business entities
employed 76 thousand persons, which is
5.9% higher than in 2017 (compared to
the country’s average of 4.8%). The city

The share of small enterprises in the total
number of persons employed at economic
22,0% entities in Lutsk, %
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at business entities in the Volyn Region.

20,0%
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18,8% )
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2015 2016 2017 2018 entities, which is 1.7% higher than the
=&—Lutsk ==&—Ukraine country’s average (81.5%). The city’s

Source: SSSU, Main Statistical Office in the Volyn region medium-sized enterprises account for

36.4% of the total quantity of persons employed (32.2% at the country level). On the other hand, 28% are
employed by individual entrepreneurs (Ukraine’s average is 30.2%) and 18.8% are employed by small
businesses (Ukraine’ average is 19.2%). It follows that almost a half of the persons employed work for small
businesses.

Compared to 2017, the number of people employed at SMEs of the city increased by 3.9%, which is 1.8
percentage points less than Ukraine’s average (5.7%). Large enterprises also increased the number of their
employees by 17.1%. The increase was mainly due to medium-sized enterprises (2.1 thousand persons or
8.1%). An insignificant increase of employment was also recorded for small businesses (0.3%) and individual
entrepreneurs (1.3%). However, relative changes in the number of people employed at the country level
were +5.8% for medium-sized enterprises, -1.1% for small enterprises and + 10.5% for individual
entrepreneurs.

Statistics show that the Volyn Region demonstrates, in general, a somewhat higher unemployment rate
among working age population than Ukraine as a whole. In 2019, the corresponding indicator for the region
was 10.8% compared to 8.6% at the country level. In late 2019, 1,964 people were officially unemployed in
Lutsk, while there were only 1,502 vacant jobs. Accordingly, the registered unemployed persons created a
load of nearly 1 person per a vacant job. However, the quarantine measures and crisis developments caused
by the COVID-19 pandemic may deteriorate the employment situation in the city in 2020.

Turnover

At the end of 2018, the turnover of goods and services by business entities in Lutsk reached UAH 134.9 billion
based on current prices. Compared to 2017, the real growth (i.e. adjusted for inflation) of turnover reached
only 0.5% (compared to the country’s average growth of 8.1%).
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sales by 6.8% compared to 2017
(although the turnover increased by 8.1% at the country level). On the other hand, large enterprises increased
their turnover by 38.2%, growing their aggregate share from 16.2% in 2017 to 22.3% in 2018. The decrease
in the turnover of the SME sector was due to a decline in the turnover of medium-sized enterprises by 9.2%.
However, the turnover of small enterprises and individual entrepreneurs increased by 4.8% or 5%,
respectively.

Sales of industrial products

No statistical information on key performance indicators of enterprises in terms of the types of their
economic activities is available at the level of cities of regional significance and districts. However, there are
statistical data on the sales of industrial products by the types of activities. Such information allows us to
determine key industries of Lutsk.

According to the data provided by the Volyn Region Statistics Headquarters, the sales of industrial products
in Lutsk reached UAH 12.3 billion in 2018. 59.4% or UAH 7.3 billion of those sales were accounted for the
processing industry. In particular, the engineering sector, except for maintenance and installation of
machinery and equipment, provided UAH 3.4 billion or 27.4% of the sales’®. The manufacture of rubbers and
plastics and other non-metal mineral products come second in the processing industry (12.4% or UAH 1.5
billion). Other important types of activities include the manufacture of wood products, paper, and the
printing industry (UAH 1.2 billion or 10%); the manufacture of textile products, clothing, leather, leather
products and products made of other materials (UAH 0.5 billion or 4.1%); and the manufacture of foodstuffs,
beverages and tobacco products (UAH 0.47 billion or 3.8%).

Capital investments

In 2018, Lutsk accounted for more than UAH 2.7 billion of capital investments, which corresponds to almost
a third (31.5%) of the total capital investments in the Volyn Region. At the end of 2018, the amount of capital
investments per capita was UAH 12,806, which is somewhat lower than the country’s average of UAH 13,746.
This is only the twelfth score among the cities selected for the survey.

78 Data by types of activities are generated based on homogeneous products.
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Exports

According to the State Statistics Service of .
Goods and services exports from Lutsk

Ukraine, Lutsk’s exports of goods (2015-2018), USD m

amounted to USD 193.8 m in 2018, which is

250
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statistical data were available.
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the city has demonstrated that most of its

exports was provided by machinery products. In particular, goods included in Section XVI of the Ukrainian
Classification of Goods in Foreign Trade (UKTZED) (Machinery, equipment and mechanisms; electrical
equipment) accounted for USD 75.8 m or 39.1% of the exports. More than a fourth of the exports (USD 51.8
or 26.7%) was provided by agricultural and food products. Other exports included wood and wood products
(8.9%), paper and cardboard (6.7%), and textile materials and products (4.1%).

Foreign direct investments

As of December 31, 2018, the city of Lutsk accounted for USD 93.4 m of foreign direct investments (equity).
The specified amount was USD 0.5 m or 0.5% higher than at the beginning of 2018. This points to only an
insignificant increase in the volume of investments. On the other hand, there were USD 437.1 of FDI per
capita in Lutsk as of the end of December 2018.

It should be noted that in general the Volyn Region is ranked number 15 by the volume of direct investments
among all the regions of Ukraine. In addition, at the beginning of 2018, more than a third (37%) of the region’s
investments were concentrated in the city.

Safety and comfort

The results of other studies allow us to look at the level of safety and comfort of living in the selected cities
based on the assessments of their inhabitants These factors are important for understanding the overall
situation in the city. In addition, it is possible to compare those research studies with some results of MCI.

According to the study titled “Sixth Annual Ukrainian Municipal Survey”’®, the city of Lutsk was ranked
number eight on the Quality of Public Goods and Services Index with a score of 3.1 (on as scale from 1
(terrible) to 5 (excellent)), indicating that the residents are relatively highly satisfied with the level of comfort
in their city. Lutsk leads the following areas: health facilities, industrial development, education (technical
schools, universities, colleges) and schools. However, residents assigned low ratings to the transport
infrastructure and roads.

7% The survey was conducted by the Sociological Rating Group on behalf of the International Republican Institute’s

Center for Insights in Survey Research; The survey was funded by the United States Agency for International

Development. Please see http://ratinggroup.ua/research/regions/shestoy_vseukrainskiy_municipalnyy_opros.html.
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As part of the same study, according to its residents, Lutsk is one of the safest cities in Ukraine. The value of
the corresponding Index for Lutsk is 1.7 (on a scale from 0 to 3, where 0 means “I feel completely unsafe”
and 3 means “I feel completely safe”). The city is ranked number seven on this metric among the 24 cities
covered by the survey. 58% (which corresponds to the majority of the respondents) reported that they felt
rather safe or completely safe at night while the percentage of those who felt rather unsafe or completely
unsafe reached 36%.

Results of the “Municipal Competitiveness Index” in Lutsk

Description of the survey sample

218 business entities took part in the survey in Lutsk. These were 156 (71.6%) enterprises (legal entities) and
62 (28.4%) individual entrepreneurs (PEs). When analyzing the answers, the data array was weighed by the
types of business entities (72% of legal entities and 28% of PEs) to ensure that it was compliant with the
parameters of the target sample.

Size of the surveyed business entities

Most respondents (74.8%) were business entities employing from 1 to 10 people. 22.0% were small
enterprises with 11 to 50 employees. Medium-sized entities (from 51 to 250 employees) account for 2.8% of
the respondents, while large entities (more than 250 employees) account for 0.5%.

Surveyed businesses by size (Lutsk), %
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Industry and type of activity

The surveyed business entities in Lutsk operate in various sectors of the economy. 34.4% of surveyed
business are engaged in trade (including in wholesale and retail, repair of motor vehicles). 9.6% of the
respondents are employed in the industry, 9.6% —in the construction, and 1.8% — in the agriculture. AlImost
a half of the surveyed businesses account for the service sector (44.5%) 8.7% of the respondents provide
information and communication services, while professional services are provided by 8.3% of the
respondents. 27.5% of the respondents provide other services (businesses operating in the transport, arts,
sports, education, health care, finance, and other service-related sectors).

Surveyed businesses by sector (Lutsk), %
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Year of registration

Most of the surveyed business entities were registered earlier than in 2017 (78.0%). In 2018-2019, 22.0% of
the respondents were registered.
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Age and gender breakdown of business owners and managers

According to the survey findings, 66.5% of the Lutsk-based businesses are owned by men, while the
remaining 33.5% are owned by women. In addition, the share of men owning legal entities is even higher
(71.6% of men vs. 28.4% of women).

Men run 77.8% of legal entities, while the share of female managers accounts for 22.2%. When it comes to
PEs, who are owned and run by the same person, women (50.2%) somewhat outweigh men (49.8%). Men
run 70.1% of all the business entities, while the share of female managers accounts for 29.9%.

The average age of business owners in Lutsk is 42.3 years (the country’s average is 42.8 years). However,
individual entrepreneurs are on average five years younger than the owners of legal entities (38.1 years vs.
43.6 years) in Lutsk.

Municipal Competitiveness Index: Results of Lutsk

According to the survey findings, Lutsk was ranked S
number nine, scoring 55.33 points as part of MCI

2019/2020. Thus, Lutsk is classified among cities _ ' ;'
with average MCI scores. "jj
A geographical comparison between the MCI index N

for Lutsk and those for its geographical neighbors B
has shown that the cities classified under average ) jpﬂ‘c\‘Lu\trsk Rivne/r,f
and high MCI score groups are located nearby. In ye e
particular, Rivne, which comes immediately after // \

"

Lutsk in the rating and is ranked number ten, has / (ull
just 0.8 point less. In addition, Lviv (ranked number ( Lviv
three), which is one of the leaders of the rating and .
leads Lutsk by almost 11 points, is also located N /""“J
nearby. N\

The average score of the city is due to different scores obtained on different components (sub-indices) of the
rating.

The strongest components are:
*  Support of innovations (number three)
* Transparency and data openness (number six)
* Security of operating a business (number six)
The weakest components are:
* Taxes and duties (number 20)

1. Starting a business
Lutsk scored 5.89 points on Component 1 “Starting a Business.” This is the eleventh highest score among all
the cities. The low score of the city on this sub-index is mostly due to lengthy registration procedures and
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problems arising during such registration. In particular, according to the survey data, the registration of a
business in Lutsk in 2018-2019 took more time than on average in the country (7.4 days compared to 6.1
days). On the other hand, it took on average 3.8 days to have changes entered into the register, which is
more than all the cities’ average of 3.6 days.

In Lutsk, 16.6% of the respondents who registered a business in 2018-2019 reported problems and barriers
during the registration. This share is almost twice as much as the average of 8.8% for all the cities. In addition,
77.2% of the respondents received necessary advice during the registration, which is 6.5 p.p. higher
compared to the country’s average of 70.7%. It took 42.6 days to launch a business (from the date of
submission of documents for registration to the date of the first sale of goods or services) in Lutsk, which is
more than ten days longer than on average in the country (32.1 days).

Statistics show that Lutsk is better provided with business registrars compared to the other cities. There are
approximately 11 registrars per 10 thousand business entities in Lutsk (including government authorities,
local self-government authorities and notaries public), which is one of the highest indices among the cities
surveyed. However, a significant share of the respondents reportedly had problems during registration. This
may point to possible problems with the quality of registration services.

It should be noted that problems related to lengthy procedures for obtaining certain permits are less tangible
in the city. The obtaining of construction permits, and registrations took, on average, 37.2 days in the country
and 36.6 days in Lutsk. However, it took more time in Lutsk to obtain a declaration of conformity to the
requirements of the fire safety legislation in respect of a business entity’s facilities (12.7 days compared to
the cities’ average of 11.8 days).

2. Access to public property

Lutsk scored 4.67 points and was ranked number 13 on the component (sub-index) titled “Access to public
property.” The city’s score on this sub-index is due to problems associated with access to information on
community-owned property and lengthier than average procedures for obtaining land title documents at the
country level.

33.9% of the respondents reported that they had documents certifying the ownership / lease of the land
where their business operates (compared to the country’s average of 30%). This makes 51% of the
respondents believing that land documents are their concern (compared to the country’s average of 46.8%).
These are some of the best indices among the cities covered by the survey. However, it took on average 76.8
days to obtain documents certifying the ownership / lease of the land in Lutsk in 2018 to 2019, which is
almost four days longer than the average for all the cities (72.4 days).

Only 15.1% of the respondents reported the accessibility of information on available community-owned land
plots, which can be provided for use or used for construction, etc (18.1% of the total respondents). In
addition, 23.4% of the respondents indicated that information on the municipal real property (including non-
residential facilities) was available (29.2% of the total respondents).

3. Transparency and data openness
Lutsk was ranked number six and scored 6.40 points on the “Transparency and data openness,” and,
therefore, is one of the leaders in this component. In Lutsk, the majority of the respondents expressed mostly
a high opinion of the access to information on local budget, local regulations, and public procurements.

In particular, the access to information on public procurements got the top score in Lutsk with 18.8% of the
respondents assigning ‘good’ and ‘excellent’ rates, compared to 17.3% of all the respondents surveyed. The
access to information on local regulations was assessed positively by 17.9% of the respondents surveyed in
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Lutsk compared to, on average, 13.9% of the total respondents in all the other cities. On the other hand, the
access to information on local budget was positively assessed by 10.4% of the respondents (10.2% among all
the respondents).

4. Compliance cost
Lutsk’s score on the compliance cost component is not materially different from the country’s average score,
although the frequency of inspections conducted by the city government’s inspectors is high enough. The
city was ranked only number 12 and scored 7.10 points on this component.

In Lutsk, entrepreneurs spend on average 5.4 days for compliance with local regulations, which is somewhat
shorter than the country’s average (four days). 2.2% of an annual income is, on average, spent on compliance
with the requirements of local regulations in Lutsk, which is less than 3.7% spent on average by all the
respondents.

The findings of the survey show that entrepreneurs in Lutsk are considerably more frequently visited by local
inspectors than other respondents (0.9 times per year on average compared to the country’s average of 0.7
times per year). Consequently, the average time spent on communications with the inspectors is 4.4 days,
which is almost one day shorter compared to the country’s average (five days).

5. Taxes and duties
Component (sub-index) 5 titled “Taxes and duties” is one of the weaknesses of Lutsk. The city was ranked
number 20 and scored 3.28 points on this component. The low score of Lutsk was due to a combination of
such factors as quite high expenses for payment of taxes, time spent on administration of taxes and duties,
significant local tax burden, and certain problems associated with the availability of local tax exemptions.

As part of the survey in Lutsk, the respondents said that they spent, on average, 28.6% of their annual income
on taxes and duties (including USC), which is higher than the average for all the cities (26.8% of the annual
income). Entrepreneurs in Lutsk spent, on average, 65.6 days on the administration of taxes and duties, which
is much longer compared to the average for all the cities (59 days).

26.5% of the respondents in Lutsk said that local taxes create barrier to their businesses, although the
average for all the cities was 20.4%. In addition, 2.3% of the respondents in Lutsk were reportedly exempted
from local taxes and duties in 2018-2019, which is less than the average for the cities covered by the survey
(the average for all the respondents is 3.6%).

6. Informal payments and corruption

According to the survey findings, Lutsk was ranked number 8 and scored 5.82 points on Component (sub-
index) 6 titled “Informal payments and corruption.” The city’s score was, in particular, due to such factors as
a lower than average prevalence of “informal payments” and an average awareness of entrepreneurs about
existing anti-corruption measures taken by the city.

In particular, as part of Dimension 1 “Bribes / Gifts” 8.8% of the respondents in Lutsk reported situations
related to “informal payments” when approaching the municipal officials for any issues concerning the doing
of business in 2018-2019. On average, 9.9% of the respondents faced such situations. On the other hand, as
part of Dimension 2 “Anti-corruption efforts,” 31.6% of the respondents were informed about the
implementation of specific anti-corruption measures by the city authorities (open budget, digital reception,
municipal anti-corruption program, etc.), while the average for all the cities surveyed was 31.8%.

7. Security of operating a business

Lutsk was ranked number six among the cities covered by the survey and scored 6.25 points on Component

(sub-index) 7 titled “Security of operating a business.” Lutsk’s high score on this component is due to a
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relatively low prevalence of illegal takeovers and other criminal acts against businesses. Informal businesses
are one of the problems of the city.

According to the survey date, nearly every second respondent (48.7%) in Lutsk believes that competitors run
informal businesses, which is three p.p. higher than the country’s average (45.1%). 2.5% of the total
respondents experienced attempts of illegal takeovers at the country level in 2018-2019. However, the
problem of illegal takeovers in Lutsk seems to be less critical as only 1.8% of the respondents there reported
that they had faced such acts. This is one of the best scores among all the cities covered by the survey.

13.7% of the respondents in Lutsk reported that they suffered losses as a result of extortions, thefts,
robberies, or acts of vandalism or arson in 2018-2019, which is almost one pp lower than the country’s
average. The corresponding country’s average on this metric was 14.3% of the respondents. However,
financial losses that the respondents in Lutsk suffered as a result of such acts, seem to be the least important.
Such losses accounted for 6.4% of the annual income of the respondents who reportedly suffered them,
which is also one of the lowest indices in Ukraine (the country’s average is 10.8%).

In Lutsk, businesses spend, on average, 2.7% of their annual income on security / protection, which is in line
with the country’s average.

8. Leadership of municipal authorities
Lutsk was ranked number ten and scored 4.84 points on Component (sub-index) 8 titled “Leadership of
municipal authorities.” Although Lutsk demonstrated low ratings on the “Public-private dialogue” dimension
(ranked only number 20), it took sixth place on the “Business development support” dimension, which
eventually resulted in the city’s average score.

Lutsk scored 6.87 points and was ranked number 6 on the “Business development support” dimension. The
Lutsk-based entrepreneurs have a positive opinion of the attitude of representatives of the municipal
authorities towards private businesses. 23.4% of the respondents believe that the attitude of the municipal
authorities towards businesses is “very good” or “good” (the average for all the cities is 20%). In addition,
45% of the respondents agree that the municipal authorities support start-ups (compared to the average of
38.3% for all the cities), and 41.4% indicate that the municipal authorities support existing businesses
(compared to the average of 35.5% for all the cities. The survey results are also complemented by “hard data”
on the activities of the city council. According to the “hard data,” Lutsk scored 9 of 10 points and is ranked
among the leaders. In particular, non-defined city boundaries still remain a problem for the city (the
boundaries were defined for the last time fifty years ago).

The score obtained on the “Public-private dialogue” dimension shows that businesses face more problems
in their communications with the local government in Lutsk, compared to most other cities. On this
dimension, the city was ranked number 20 and scored 2.81 points. Only 4.5% of business representatives in
Lutsk believe that they have “extensive” or “very extensive” opportunities to participate in the development
of local documents (strategies, plans, programs, etc.), while the average for all the cities surveyed is 6.5%.
This is one of the lowest indices among all the cities covered by the survey. In addition, 5% of the respondents
(which is also one of the lowest indicators) indicate that the city always or often holds consultations with
entrepreneurs before passing new or amending existing regulations that may affect businesses (compared
to 7.4% on average for all the cities).

9. Development resources
Lutsk was ranked number 13 and scored 4.52 points on Component (sub-index) 9 titled “Development
resources.” The city’s assessment is based on the results of three dimensions that form a single component.
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Those dimensions are Human resources, Financial resources and infrastructure, and Business support
infrastructure.

The city was ranked number 21 and scored 4.66 points on Dimension 1 (Human resources). An analysis of
individual indicators of this dimension has demonstrated that only 9.7% of the respondents in Lutsk rate the
quality of the local workforce as “excellent” or “good” (the average for all the respondents surveyed is 7.6%).
In addition, only 10.1% of the respondents surveyed give positive assessments of vocational education of
employees in the local labor market, which corresponds to the country’s average of 10%. Accordingly, just as
in the other cities, an insignificant percentage of business entities in Lutsk rate high the available workforce.

However, 62% of the respondents are of the opinion that insufficient workforce training is a serious barrier
to doing business (the country’s average is 60.7%). 71.6% of the respondents reported that they face a lack
of workforce (70% of all the respondents surveyed). It follows that the lack of qualified workforce is the third
most severe problem faced by entrepreneurs in Lutsk, according to the rating of barriers to doing business
(as reported by 30.9% of the respondents).

The analysis of the number of workforce in the city is supplemented by statistical data. In particular, there
were only 11.6 vacant jobs per 100 businesses in Lutsk at the end of 2019, which is the highest index among
the cities surveyed (3.6 vacant jobs on average).®°. This index may point to a high demand for the workforce
in the city. However, the working age population (aged 15 to 64) accounts for 70.2% of the city’s inhabitants,
which is 2.4 p.p. higher than the country’s average of 67.8% (as of January 1, 2019)%!. Thus, the problem of
population aging may be less tangible in Lutsk compared to the other cities and the country in general.

The city was ranked number 15 and scored 3.81 points on Dimension 2 (Financial resources and
infrastructure). According to the survey findings, only 1.2% of the respondents at the country level received
financial support from municipal authorities in 2018-2019. When it comes to individual cities, the share of
such respondents in Lutsk accounts for 0.9%, which is approximately in line with the average level. However,
80.7% of the business entities surveyed in Lutsk believe that the lack of financial resources is a serious barrier
to doing business (the average for all the cities is 77.8%).

Data on the city’s budget expenditures complete the picture of financial resources allocated to support
businesses in the city. In 2019, actual spending on support for small and medium-sized enterprises in the city
reached only UAH 39,000 per 10,000 businesses.?? It should, however, be noted that, in general, SME support
expenditures are low or non-existent in most of the cities. However, a higher amount of expenditures or even
the existence of such support in general may point to a higher level of leadership of municipal authorities in
relation to business support

When it comes to the infrastructure, the entrepreneurs surveyed in the cities covered by the study had
reportedly a different experience in relation to connection to electricity grids. In Lutsk, connection to the
electricity grid took on average 40 full days from the date of an application until the date of actual connection.
The corresponding country’s average was 85 days. It follows that it is, on average, less complicated to have
a business connected to the electricity grid in Kropyvnytskyi than in any of the other cities surveyed.

80 Sources for calculations: 1) Number of vacancies: The situation in the labor market and the results of activities of the
state employment service. Data on the page of the Volyn Region Employment Center,
https://vol.dcz.gov.ua/analitics/67 2) Number of businesses: According to the Volyn Region Statistics Headquarters
81 According to the Volyn Region Statistics Headquarters of the State Statistics Service of Ukraine
82 Reports on the implementation of local budgets (expenditures under program classification code 7610 - Promotion
of small and medium entrepreneurship), as well as responses of the city councils to requests for publicinformation were
used. For some cities, information on expenditures was updated through telephone interviews with the employees of
executive authorities of the city councils.
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Lutsk was ranked number six and scored 5.07 points on Dimension 3 (Business support infrastructure).
According to the survey data, 9.7% of the respondents personally received business support services from
the municipal authorities (information, advice, training, etc.), which is lower than all the cities’ average (11%).
At the same time, 57.2% of them rated such services as “good” and “excellent” (48.6% of the total
respondents). This is one the highest percentages of positive rates among the cities surveyed.

38.8% of the business entities surveyed indicate the existence of business support centers in Lutsk, which is
higher than the average for all the cities surveyed (32.6%). In addition, according to the ‘hard data,’ there
was only one business support infrastructure facility in the city at the end of 2019, which was created with
the participation of the city authorities — the Lutsk City Business Support Foundation. Thus, entrepreneurs’
awareness of business support centers may also relate to other business support infrastructure facilities
existing in the city.

37.3% of the respondents in Lutsk are aware of the activities of business associations and business clubs in
their city (45.9% of the total respondents surveyed). However, 14.1% of the business entities surveyed are
members of such organizations, which is lower than the percentage recorded for all the respondents in
general (11.5%). This is one of the best rates among the cities covered by the survey.

10. Support of innovations
The city of Lutsk was ranked number three and scored 6.49 points on Component (sub-index) 10 titled
“Support of innovations.”

20.19% of the respondents in the city reported that their businesses interacted with research institutions or
technology companies in 2018-2019, which is higher than the average for all the cities surveyed (18.9%).
Businesses in Lutsk are, however, less satisfied with technology transfer compared to the average recorded
for the other respondents. 7.4% of the respondents pointed out that the related needs (the transfer of
patents for inventions, etc.) are “met to a significant extent” or “fully met” (compared to the country’s
average of 8%)

The respondents in Lutsk give a high assessment of the local government’s support for local innovation
programs (funded from the local budget) with the city scoring 2.06 of five points compared to the average
score of 1.91 for all the cities. In addition, Lutsk introduced new technologies, solutions, or products more
often than all the other cities on average in 2018-2019 (46.95% compared to 40.2%). Further, 3.66% of the
surveyed enterprises and individual entrepreneurs reported that they belonged to clusters. This is one of the
highest indices and exceeds the index recorded for all the cities in general (2.1%). In general, all the factors
provide a relatively high satisfaction with support for innovations in Lutsk among entrepreneurs.

Barriers to doing business

The surveyed business entities named the main barriers they face when doing business in Lutsk. Three most
important barriers included such factors as high taxes, low consumer demand, and lack of qualified
workforce. Each of these barriers was reported by nearly a third of the respondents (39.4%, 32.4% and 30.9%,
respectively). It follows that the list of the three major barriers in Lutsk corresponds to their positions in the
rating of barriers for all the respondents.
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TOP-10 barriers to doing business in Lutsk, %
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Almost a fourth of the respondents (23.0%) perceive the lack of funds as a barrier. Complexity legislation was
also rated as a serious problem as 17.0% of the respondents complained about it. Municipal government
corruption and political risks are perceived as serious barriers by 13.2% and 9.8% of the respondents,
respectively. The TOP10 barriers list is completed by complex permit obtaining procedures (8.3%), high cost
of raw materials and supplies (8.2%), and the war in the East of Ukraine (7.3%).

Expectations and assessments of the business climate and economic
conditions in Lutsk

Regional SME Business Climate Index. ABCA SME Business Climate Index in Lutsk is 0,21 (the city was ranked
number 10 among all the cities covered by the survey). This is more than in 2017 (0.12), which indicates an
improvement in perception of the business climate. This is in line with the all-Ukrainian trend.
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Long-term expectations for business activity. Business community in Lutsk has optimistic long-term
development plans for the next two years. More than half of the respondents (54.5%) reportedly plan to
expand their business, and 35% want to stay at the current level. At the same time, only 5% of the
respondents plan to reduce their business, and 5.5% want to close it. The balance index® is +0.44 (+0.45 at
the country level).

Business activity expectations in the two-year perspective in Lutsk, % of the
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Assessment of the financial and economic situation of business entities. In Lutsk, the majority of the
business entities surveyed (56.1%) assessed their current financial and economic situation as satisfactory.
The rest of the respondents rated it as good (25.3%) or bad (18.7%) It follows that the positive assessments
outweigh the negative ones, and the balance index of the financial and economic situation is +0.07
(compared to the country’s average of +0.05).

Assessment of the business situation of business entities in Lutsk, % of the
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Assessment of the current overall economic environment for business activities More than a half of the
surveyed business entities (51.3%) assessed the current overall economic environment as satisfactory. 27.9%
of the respondents rate the overall economic environment as bad, and 20.8% as good. Thus, the index of
assessment of the overall economic environment for business activities is negative (-0.07). However, the
value of the index for the city is somewhat higher compared to the country’s average (-0.12).

83 Calculated as the average of all responses on a scale from -1 to 1, where 1 corresponds to a simplification of this
procedure, 0 - no change, and -1 to a complication.
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Assessment of the overall economic situation (Lutsk),
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Change in the production output over the past two years. Almost a half (47.3%) of the surveyed business
entities indicated that they increased their production or service output in 2018-2019. Approximately a third
(34.1%) of the respondents did not change the output while 18.6% of the respondents reduced it. Thus, the
index of business activity is +0.29 (which is somewhat lower than the average of +0.31 for all the respondents
surveyed), reflecting the predominance of the share of business entities that expanded their output over the
share of those who reduced it.

Change in the industrial/services output and in the number of employees in
Lutsk, % of the respondents
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Change in the number of employees of the business entities over the past two years. More than a half of
the surveyed business entities (52.9%) indicated that the number of their employees did not change in 2018-
2019. The share of business entities that increased the number of their employees (33.7%) is almost two
times higher than the share of those where the number of employees decreased (13.4%) Thus, the index of
changes in the number of employees is +0.20, which is higher than the average of +0.16 for all the cities
surveyed.

Deregulation: changes in administrative procedures According to the respondents, the process and
conditions of business registration have been simplified the most in the last two years. The conditions for the
payment of taxes have deteriorated. The situation with inspections and tax administration has changed for
the worse.

48.8% of the businesses surveyed point out the simplification of business registration in the previous two
years. The rest of the respondents did not feel any changes in this procedure, and only a small share of the
respondents (8.6%) said that, in their opinion, business registration has become more difficult. As a result,
the index of change in the registration procedures is +0.4084. This is the highest value of the index compared
to the other two procedures, which include the passing of inspections and the administration of taxes.

When it comes to the administration of taxes, more than a half of business entities (57.6%) say that they
have not noticed any changes in the complexity of this procedure. The rest of the business entities are divided
into those for whom the payment of taxes has become easier (16.3%) and those (the better half) for whom
it has become more difficult (26,1%). The index of change in the procedures for administering tax payments
is therefore negative and corresponds to -0.10.

The index of changes in passing inspections is negative (-0.14), too. 26.7% of business managers and
individual entrepreneurs claim that inspections have become more difficult. This is significantly higher than

84 Calculated as the average of all responses on a scale from -1 to 1, where 1 corresponds to a simplification of this
procedure, 0 - no change, and -1 to a complication.
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the share of businesses according to which inspections have become easier compared to 2018 (12.8%).
However, the largest share of the surveyed businesses (60.4%) did not notice any changes in relation to
inspections.

As a result, the value of the general index of changes in administrative procedures, which is calculated as an
average value of the indices of change of these three procedures, is +0.05.

Assessment of changes in administrative procedures (Lutsk),
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Recommendations

According to the MCI results (subject to the weak components and dimensions) the following key
recommendations have been formulated for the city. In addition, the city government should pay attention
to recommendations that are common for all the cities in general.

Component 1. Starting a business.

* Itis necessary to improve the quality and availability of consulting services when starting a business,
in particular, by expanding the capacity of consulting services in the centers of administrative
services.

Component 2. Access to public property

* Itis necessary to ensure transparent access to information on the availability of community-owned
land that can still be used for construction, though, in particular, the official website of the city
council.

* Itis necessary to ensure transparent access to information about community-owned real property,
though, in particular, the official website of the city council.

Component 5. Taxes and duties

* It is necessary to regularly analyze the burden of local taxes and duties and its impact on local
businesses.

Component 9. Development resources

* Itis necessary to increase expenses on support for entrepreneurs to ensure the operation of the
business support infrastructure and financial support programs.
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It is necessary to conduct an audit of business support infrastructure facilities to determine their
efficiency and development pattern.

It is necessary to use best practices applied by other cities to organize the operation of business
support centers, co-workings, business hubs, clusters, etc.

156



Lviv

General information

Iande
Lviv is the administrative center of the Lviv . LT
e

)
Y
2

Region and a city of regional significance.

Lviv is divided into six administrative O|_\‘r|\\, - .
districts: Halytskyi, Zaliznychnyji, mci Rankmg 4 r”“"“’j

Lychakivskyi, Sykhivskyi, Frankivskyi and S :
Shevchenkivskyi. In addition, the town of “‘mﬂ Ty, ' 3 A

Vynnyky and the villages of Briukhovychy {\ Yo b

ffg,»
A
\i

and Rudne fall within the jurisdiction of the o oy
City Council. The districts of the city have N4 / W&
their own district administrations.® «’*

A

Location

The city of Lviv is located in the west of Ukraine, in the central part of the Lviv Region. The territory of the
city falls within the ridge of the main European watershed, which separates the Black Sea and the Baltic Sea
basins (the Dniester and Zakhidnyi Buh Rivers, respectively).

The city is also located near the border of Ukraine and Poland (73 km from the village of Shehyni, where the
border crossing point is located). In addition, the city is also located within a range of less than 300 km from
Slovakia, Hungary, and Romania.

The territory of the city council borders on the Pustomytivskyi, Zhovkivskyi, and Yavorivskyi districts of the
Lviv Region. The town of Vynnyky is located to the east of Lviv. The villages of Briukhovychy and Rudne, which
fall within the jurisdiction of the city council, are located to the west of the city.

The closest other regional centers are Uzhhorod, Ternopil, Ivano-Frankivsk, Lutsk, and Rivne.
Demographic situation

As of January 1, 2019, the permanent population of Lviv (including territories falling within the jurisdiction of
the City Council) was 748 thousand people. ® The city is the largest settlement of the Lviv Region and the
entire Western Ukraine. The Lviv City Council accounts for almost a third of the region’s population (29.9%).
Just 30 thousand inhabitants account for other settlements of falling within the jurisdiction of the city council
(the town of Vynnyky (17.6 thousand inhabitants), the village of Rudne (7.2 thousand), and the village of
Briukhovychy (6.2 thousand). The population of each of the other settlements of the region does not exceed

85 please see https://city-adm.lviv.ua/public-information/district-adm.
86 Here and below in the report, the statistical data of the Lviv Region Statistics Headquarters of the State Statistics
Service of Ukraine are used.

157


https://city-adm.lviv.ua/public-information/district-adm

one tenth of the population of Lviv. In particular, the city of Drohobych has 94.5 thousand inhabitants. The
population of Chervonohrad counts 80.2 thousand inhabitants. There are 59.1 thousand residents in Stryi.

Lviv is also one of the many cities selected for the survey, which have a negative rate of natural population
increase (-2.6). However, the birth rate demonstrated by Lviv does not seem too low compared to some
other settlements with population declining at a rate of - 8.9 people per 1,000 inhabitants.

The population of LVIV, as just in Ukraine generally, is dominated by women (53.4%). There are 873 men per
1,000 women (864 men at the country level). The share of the population aged from 15 to 64 is 69.7% (67.8%
at the country level). In total, there are 435 people (475 at the country level) aged 0-14 and over 65 per 1,000
people of working age.

Development of entrepreneurship

Key structural business statistics in Lviv in 2018

Absolute figures Relative figures
Number . ) Share in
of Employment, Turnover, Share in total  Share in total el
. thsd persons UAH bn number employment
entities turnover
Large 0 ) 0
enterprises 10 20.9 513 0.02% 8.3% 22.0%
SMEs 55521 231.0 182.4 99.98% 91.7% 78.0%
Medium o o o
enterprises 537 96.9 104.2 0.97% 38.5% 44.6%
Small o o o
enterprises 10455 53.9 50.9 18.83% 21.4% 21.8%
In which
. 15.98% 9.2% 7.9%
micro 8874 23.2 18.5
IEs 44529 80.2 27.3 80.19% 31.8% 11.7%
Total 55531 251.9 233.7 100.00% 100.0% 100.0%

Source: Own calculations based on the data of the Lviv Region Statistics Headquarters of the State Statistics

Service of Ukraine
Number of business entities

In 2018, Lviv counted 55.5 thousand

i ) ) Number of enterprises and IEs in Lviv (2015-2018),
small and medium-sized enterprises

thous.

(including 537 medium-sized 00 s 13 sas
enterprises, 10.5 thousand small ' ’ ’ 42,1 ’
enterprises and 44.5 thousand 400
individual entrepreneurs) butonlyten 30,0
large-scale enterprises. Accordingly, 20,0
19.8% of the business entities were 10,2 8,7 10,1 11,0
registered as legal entities, which 10.0 . - . .
corresponds to Ukraine’s average 0,0
(19.3%). 2015 2016 2017 2018

M Enterprises IEs

Lviv is ranked number five for the Source: SSSU, Main Statistical Officein the Lviv region
number of business entities among
the cities selected for the survey. In addition, the city accounts for 48.1% of the total number of business
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entities in the Lviv Region, which highlights the pivotal role the city plays in the region’s economy.

There were 733 SMEs per 10,000 inhabitants in Lviv, which is the sixth highest index among the cities selected
for the survey. This may point to a high business activity in the city.

In 2018, the number of SMEs in the city increased by 6.3% compared to 2017, which is significantly higher
than the country’s average (1.9%). This was due to an 8.4% growth in the quantity of small enterprises and a
5.7% increase in the number of individual entrepreneurs (5.1% and 1.2% at the country level, respectively).
On the other hand, the city demonstrated the second highest increase (after Chernihiv) in the number of the
medium-sized enterprises by 17.2% (compared to Ukraine’s average of 7.5%).

Employment

In 2018, the Lviv-based business entities
employed 251.9 thousand persons,
which is 10.5% higher than in 2017 (the

The share of SMEs in the total number of
persons employed at economic entities in

Lviv, % , . .
» 70 country’s average is 4.8%). The city
100,0% ) y accounts for more than a half (50.1%) of
91,79 91,79
89,8% ’ ° ’ the total number of persons employed at
90,0% ¢ . e . .
’ . business entities in the Lviv Region.
8 80,4% 80,8% 81,5%
79,1% g
0 ——C— —— ® )
80,0% 3 2%/07 The share of people employed at SMEs in
20.0% Lviv reached 91.7% of the total quantity
,J70 .
2015 2016 2017 2018 of people employed at all business
=@==|yiy ==@==Ukraine entities (compared to the country’s
Source: SSSU, Main Statistical Office in the Lviv region average of 81.5%). In particular, medium-

sized enterprises are accounted for
38.5% of the total number of persons employed at all business entities (32.2% at the country level). Individual
entrepreneurs and small enterprises provide employment to 31.8% and 21.4% of the total number of people
employed, respectively. It follows that small businesses provide a half of the total number of jobs offered by
all business entities.

Compared to 2017, the number of people employed by SMEs in Lviv increased by 10.4% (the country’s
average is 5.7%) This is the second highest index among the cities in respect of which information on the
guantity of people employed in the SMEs sector is available. The increase was primarily due to medium-sized
businesses (11.2 thousand persons or 13.1%) and individual entrepreneurs (11.9 thousand persons or 17.5%).
However, the quantity of employees of large businesses decreased by 2.4% or 1.3 thousand people. Relative
changes in the number of people employed at the country level were +5.8% for medium-sized enterprises, -
1.1% for small enterprises and + 10.5% for individual entrepreneurs. Large enterprises in Lviv also
demonstrated an increase in employment by 10.6%, which is almost ten percentage points higher than the
relevant index at the country level (0.9%).

Statistics show that the Lviv Region, taken as a whole, shows a slightly lower unemployment rate among
working age population than Ukraine as a whole. In 2019, the corresponding indicator for the region was
6.7% compared to 8.6% at the country level. In late 2019, 3,143 people were officially unemployed in Lviv,
while there were 2,975 vacant jobs. Accordingly, the registered unemployed persons created a load of nearly
1 person per a vacant job. However, the quarantine measures and crisis developments caused by the COVID-
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19 pandemic may deteriorate the employment situation in the city in 2020.
Turnover

At the end of 2018, the turnover of

goods and services by business entities The share of SMEs in the total turnover of
in Lviv reached UAH 233.7 billion based economic entities in Lviv, %
on current prices. Compared to 2017,  80,0% 78,1% 78,0%

the real growth (i.e. adjusted for
inflation) of turnover reached 15.8%,
which is 7.7 percentage points higher

70,0%
1 0,
than for Ukraine as a whole (8.1%). The 64.7% 6.4% 64,8% 64.7%
business entities of the city accounted o ® — °
for nearly two thirds (62.9%) of the total 0%
turnover in the Lviv Region. 60,0%
2015 2016 2017 2018

. @=L yiy ==@u==Ukrai
The SMEs sector of the city accounted v rame

for 78% of the total turnover of all
business entities (the country’s average is 64.7%). In 2018, the Lviv-based SMEs demonstrated a real growth

Source: SSSU, Main Statistical Office in the Lviv region

of their turnover by 15.7% compared to 2017 (8.1% at the country level). A similar growth of turnover by
16.2% was recorded for large business.

The increase in the turnover of the SMEs sector was primarily due to the growth of turnover of medium-sized
enterprises (by 19.2%), which provide almost a half (44.6%) of the total turnover of all business entities.
Individual entrepreneurs improved their turnover by 16.7%, while small enterprises demonstrated an 8.8%
growth in their turnover.

Sales of industrial products

No statistical information on key performance indicators of enterprises in terms of the types of their
economic activities is available at the level of cities of regional significance and districts. However, there are
statistical data on the sales of industrial products by the types of activities. Such information allows us to
determine key industries of Lviv.

According to the data provided by the Lviv Region Statistics Headquarters, the sales of industrial products in
Lviv reached approximately UAH 46 billion in 2018. 57.8% or UAH 26.6 billion of those sales were accounted
for the processing industry. In particular, 26.5% or UAH 12.2 billion were generated by the manufacture of
foodstuffs, beverages, and tobacco products®’. Engineering, except for maintenance and installation of
machinery and equipment, comes second in the processing industry (7.4% or UAH 3.4 billion). Other
important types of activities include the manufacture of rubbers, plastics and other non-metal products (UAH
3 billion or 6.6%), metallurgical products and the manufacture of finished metal products (except for
machinery and equipment) (UAH 2 billion or 4.4%), the manufacture of wood products and paper, and the
printing industry (UAH 1.7 billion or 3.8%).

Capital investments

87 Data by types of activities are generated based on homogeneous products.
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In 2018, Lviv accounted for almost UAH 13.2 billion of capital investments, which was the fourth best result
among the cities covered by the survey. Lviv accounts for more than a half (45.4%) of the total capital
investments in the Lviv Region. In 2018, the amount of capital investments per capita was approximately
UAH 17,854, which approximately corresponds to the country’s average of UAH 13,746. This is the fourth
highest index among the cities covered by the survey.

Exports

According to the State Statistics Service of . .
Goods and services exports from Lviv

Ukraine, Lviv’'s exports of goods amounted (2015-2018), USD m
to USD 551.5 m in 2018, which is 12.9%

600 551,3
higher than in 2017. Lviv was ranked 500 488,2
number eight on this metric among the 200 343 373,2
surveyed cities in respect of which relevant 300 253
feti ; 185,4

statistical data were available. 200 1298 153,2

. 100
On the other hand, the exports of services 0

increased by 36.5% and reached USD 253 m 2015 2016 2017 2018
(ranked number four). = Goods Services
Source: SSSU, Main Statistical Office in the Lviv region
An analysis of the foreign trade structure of

the city has demonstrated that more than a third of its exports (USD 199.2 m or 36.1%) was provided by
agricultural and food products. In particular, USD 91.3 m (16.6% of the total exports) was provided by fats
and oils of animal or plant origin. More than a fourth of the exports was provided by machinery, equipment,
mechanisms, and electrical equipment (USD 153.7 m or 27.9%). The rest of the exports accounted, in the first
place, for textile materials and products (14.3%), wood and wood products (5%), and furniture (3.2%).

Foreign direct investments

As of December 31, 2018, the city of Lviv accounted for USD 388.1 m of foreign direct investments (equity).
The said volume was USD 8.1 m or 2% lower compared to the volume recorded at the beginning of 2018. It
follows that the city experienced an insignificant decrease in the directinvestments. On the other hand, there
were USD 518.2 of FDI per capita in Lviv as of the end of December 2018. This is the fourth highest index
among the cities covered by the survey.

It should be noted that the Lviv Region is ranked number seven by the volume of direct investments among
all the regions of Ukraine. In addition, at the beginning of 2018, 42.6% of the region’s total direct investments
were concentrated in Lviv.

Safety and comfort
The results of other studies allow us to look at the level of safety and comfort of living in the selected cities

based on the assessments of their inhabitants These factors are important for understanding the overall
situation in the city. In addition, it is possible to compare those research studies with some results of MCI.
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According to the study titled “Sixth Annual Ukrainian Municipal Survey”®, the city of Lviv was ranked number
11 on the Quality of Public Goods and Services Index with a score of 2.9 (on as scale from 1 (terrible) to 5
(excellent)), indicating that the residents are, on average, satisfied with the level of comfort in their city. The
city is one of the leaders in such areas as health facilities and industrial development. The city is behind on
roads, transport infrastructure and, to a somewhat extent, education (technical schools, universities,
colleges).

As part of the same study, according to its residents, Lviv is one of relatively secure cities in Ukraine. The
value of the corresponding Index for Lviv is 1.7 (on a scale from 0 to 3, where 0 means “I feel completely
unsafe” and 3 means “I feel completely safe”). The city is ranked number eight on this metric among the 24
cities covered by the survey. More than a half of the respondents (55%) reported that they felt rather safe or
completely safe at night. However, a significant share of the respondents said that they felt rather unsafe or
completely unsafe (39%).

Results of the “Municipal Competitiveness Index” in Lviv

Description of the survey sample

210 business entities took part in the survey in Lviv. These were 141 (67.1%) enterprises (legal entities) and
69 (32.9%) individual entrepreneurs (PEs). When analyzing the answers, the data array was weighed by the
types of business entities (68.5% of legal entities and 31.5% of PEs) to ensure that it was compliant with the
parameters of the target sample.

Size of the surveyed business entities

Most respondents (79.5%) were micro businesses — business entities employing from 1 to 10 people. 14.3%
were small entities with 11 to 50 employees. Medium-sized entities (from 51 to 250 employees) account for
4.3% of the respondents, while large entities (more than 250 employees) account for 1.9%.

Surveyed businesses by size (Lviv), %

100,0% 79,5%
50,0% o
14,3% 43% 1,9%
0,0% ]
<10 employees 11 - 50 employees 51 - 250 employees >250 employees

Industry and type of activity

The surveyed business entities in Lviv operate in various sectors of the economy. 26.2% of surveyed business
are engaged in trade (including in wholesale and retail, repair of motor vehicles). 11.5% of the respondents
are employed in the industry, 9.5% — in the construction, and 1% —in the agriculture. More than a half of the
surveyed businesses account for the service sector (52.4%) 10.5% of the respondents provide information
and communication services, while professional services are provided by 10.5% of the respondents. 31.4%
of the respondents provide other services (businesses operating in the transport, arts, sports, education,
health care, finance, and other service-related sectors).

88 The survey was conducted by the Sociological Rating Group on behalf of the International Republican Institute’s

Center for Insights in Survey Research; The survey was funded by the United States Agency for International

Development. Please see http://ratinggroup.ua/research/regions/shestoy_vseukrainskiy_municipalnyy_opros.html.
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Surveyed businesses by sector (Lviv), %
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Year of registration

Most of the surveyed business entities were registered earlier than in 2017 (75.7%). In 2018-2019, 24.3% of
the respondents were registered.

Age and gender breakdown of business owners and managers

According to the survey findings, 73.6% of the Lviv-based businesses are owned by men, while the remaining
26.4% are owned by women. In addition, the share of men owning legal entities is even higher (78.6% of men
vs. 24.4% of women).

Men run 70.1% of legal entities, while the share of female managers accounts for 29.9%. When it comes to
PEs, who are owned and run by the same person, the quantitative advantage of men is less apparent (56.6%
vs. 43.4%). Men run 65.9% of all the business entities, while the share of female managers accounts for
34.1%.

The average age of business owners in Lviv is 42.6 years (compared to the country’s average of 42.8 years).
However, individual entrepreneurs are on average five years younger than the owners of legal entities (38.2
years vs. 43.9 years) in Lviv.

Municipal Competitiveness Index:
Results of Lviv PR . s W
According to the survey findings, Lviv was ,A_,\'/"‘ 7
ranked number three, scoring 66.15 points as } )
part of MCl 2019/2020. Thus, Lviv is classified \ z
among cities with high MCI scores. It follows g ¢
that the city is one of the MCl leaders. :

: V?\,#HLNSK —~"
A comparison between the MCI score of Lviv , R“"{?/r
and those of its geographical neighbors has m m/
shown that two cities with high MCl scores — / n 7
Ivano-Frankivsk (number two) and Ternopil 4 ?
(number five) — are located nearby. In I
addition, other neighbors of Lviv, which have
average ICM scores, are in the top half of the

rating chart (Lutsk, Rivne, and Uzhhorod).

Lviv managed to obtain the high rank due to
mostly high results within most components

(sub-indices).
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The strongest components are:

* Development resources (humber one)

*  Support of innovations (hnumber one)

*  Compliance cost (number two)

*  Access to public property (number four)

* Leadership of municipal authorities (number four)

*  Security of operating a business (number five)

* Informal payments and corruption (number five)
The weakest components are:

* Starting a business (number 19)

1. Starting a business
Lviv scored 4.07 points on Component 1 “Starting a Business.” This is only the nineteenth score among all
the cities. This component represents the sole weakness of the city, which is among the leaders of the
Municipal Competitiveness Index. The low score of the city on this component is due to lengthy procedures
for state registration of businesses and obtaining necessary permits.

In particular, according to the survey data, the registration of a business in Lvivin 2018-2019 took the longest
time (8.3 days compared to 6.1 days). On the other hand, it took on average 5.3 days to have changes entered
into the register, which is two days longer than all the cities’ average of 3.6 days.

In Lviv, 3.9% of the respondents who registered a business in 2018-2019 reported problems and barriers
during the registration, which corresponds to one of the lowest rates (8.8% for all the respondents). Only
66.6% of the respondents received necessary advice during the registration, which is 3.1 p.p. Lower than the
country’s average of 70.7%. It took 41.5 days to launch a business (from the date of submission of documents
for registration to the date of the first sale of goods or services) in Lviv, which is one of the highest indices
among the cities covered by the survey (the cities’ average was 32.1 days).

The time required to obtain certain permits is yet another problem in Lviv. The obtaining of construction
permits, and registrations took, on average, 37.2 days in the country and 51.4 days in Lviv, which is one of
the highest indices among the cities covered by the survey. In addition, it took more time in Lviv to obtain a
declaration of conformity to the requirements of the fire safety legislation in respect of a business entity’s
facilities (14.5 days compared to the cities’ average of 11.8 days).

It appears from the results of the survey that lengthy registrations are normal for large Ukrainian cities
Business registrars in Lviv may also experience a heavier workload compared to the other cities. There are
only eight registrars per 10 thousand business entities in Lviv (including government authorities, local self-
government authorities and notaries public). In addition, Lviv is one of the most active business centers of
Ukraine, as it is ranked number six for the quantity of business per 10 thousand inhabitants.

2. Access to public property
Lviv scored 6.33 points and was ranked number four on the component (sub-index) titled “Access to public
property.” The high score of the city is primarily due to a more transparent access to information on
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community-owned property. However, only a small share of the entrepreneurs surveyed have land
documents.

Only 21.9% of the respondents reported that they had documents certifying the ownership / lease of the
land where their business operates (compared to the country’s average of 30%). This makes 37.4% of the
respondents believing that land documents are their concern (compared to the country’s average of 46.8%).
However, it took on average 79.6 days to obtain documents certifying the ownership / lease of the land in
Lviv in 2018 to 2019, which is more than seven days longer than the average for all the respondents (72.4
days).

An analysis of the accessibility of information on community-owned property has demonstrated that Lviv is
one of the leaders on this component. 24.2% of the respondents reported the accessibility of information on
available community-owned land plots, which can be provided for use or used for construction, etc (18.1%
of the total respondents). In addition, 42% of the respondents indicated that information on the municipal
real property (including non-residential facilities) was available (29.2% of the total respondents).

3. Transparency and data openness
Lviv was ranked number 11 and scored 5.91 points on the “Transparency and data openness” component. In
Lviv, the respondents assigned average rates to the access to information on local budget, local regulations,
and public procurements.

In particular, the access to information on public procurements got the top score in Lviv with 18.1% of the
respondents assigning ‘good’ and ‘excellent’ rates, compared to 17.3% of all the respondents surveyed.
Although the access to information on local regulations was assessed positively by on average 13.9% of all
the respondents in all the cities surveyed, the share of such respondents in Lviv was 15.6%. On the other
hand, positive assessments of access to information on local budget in Lviv are just slightly different from the
average assessments for all the cities in general — 10.7% compared to 10.2%.

4. Compliance cost
Lviv has demonstrated one of the best scores on the compliance cost component in the country. The city is
ranked number two and scored 8.63 points on this component.

In Lviv, entrepreneurs spend on average 2.4 days for compliance with local regulations, which is half as much
as the country’s average (four days). 1.9% of an annual income is, on average, spent on compliance with the
requirements of local regulations in Lviv, which is also less than 3.7% spent on average by all the respondents.

The findings of the survey show that entrepreneurs in Lviv are considerably less frequently visited by local
inspectors than other respondents (0.4 times per year on average compared to the country’s average of 0.7
times per year). Consequently, the average time spent on communications with the inspectors was 5.9 days,
which is almost one day more compared to the country’s average (five days).

5. Taxes and duties
Component (sub-index) 5 “Taxes and duties” is one of the strengths of Lviv. The city was ranked number 6
and scored 7.45 points on this component. The high score of Lviv was due to a combination of such factors
as relatively low expenses for payment of taxes, low time expenditures for administration of taxes and duties,
and a lower local tax burden.

As part of the survey in Lviv, the respondents said that they spent, on average, 24.0% of their annual income
on taxes and duties (including USC), which is less than the average for all the cities (26.8% of the annual
income). Entrepreneurs in Lviv spent, on average, 53.6 days on the administration of taxes and duties, which
is also less than the average for all the cities (59 days).
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Only 16.1% of the respondents in Lviv said that local taxes create barriers for their businesses, while the
average for all the cities was 20.4%. In addition, 3.3% of the respondents in Lviv were reportedly exempted
from local taxes and duties in 2018-2019, which is almost in line with the average for the cities covered by
the survey (the average for all the respondents is 3.6%).

6. Informal payments and corruption

According to the survey findings, Lviv was ranked number five and scored 6.77 points on Component (sub-
index) 6 titled “Informal payments and corruption.” The city’s score is due to such factors as an average
prevalence of “informal payments” and a high awareness of entrepreneurs about existing anti-corruption
measures taken by the city.

In particular, as part of Dimension 1 “Bribes / Gifts” 9.8% of the respondents in Lviv reported situations
related to “informal payments” when approaching the municipal officials for any issues concerning the doing
of business in 2018-2019. On average, 9.9% of the respondents faced such situations. On the other hand, as
part of Dimension 2 “Anti-corruption efforts,” 39.1% of the respondents were informed about the
implementation of specific anti-corruption measures by the city authorities (open budget, digital reception,
municipal anti-corruption program, etc.), while the average for all the cities surveyed was 31.8%.

7. Security of operating a business
Lviv was ranked number five among the cities covered by the survey and scored 6.64 points on Component
(sub-index) 7 titled “Security of operating a business.” Lviv's high score on this component is due to a
relatively low prevalence of illegal takeovers and other criminal acts against businesses, compared to the
other cities. Informal businesses create certain problems for the city.

According to the survey findings, nearly every second respondent (46.4%) in Lviv believes that competitors
run informal businesses, which is one p.p. higher than the country’s average (45.1%). 2.5% of the total
respondents experienced attempts of illegal takeovers at the country level in 2018-2019. However, the
problem of illegal takeovers in Lviv seems to be less critical as only 2.3% of the respondents reported that
they faced such acts.

11.4% of the respondents in Lviv reported that they suffered losses as a result of extortions, thefts, robberies,
or acts of vandalism or arson in 2018-2019, which is one of the lowest indices among all the cities covered by
the survey. The corresponding country’s average on this metric was 14.3% of the respondents. On the other
hand, losses of the Lviv entrepreneurs as a result of such acts account for 9.2%, which is one pp less than the
country’s average (10.8%).

In Lviv, businesses spend, on average, 2.5% of their annual income on security / protection, which is
somewhat lower compared to the country’s average of 2.7% of the annual income.

8. Leadership of municipal authorities
Lviv was ranked number 4 and scored 6.75 points on Component (sub-index) 8 titled “Leadership of municipal
authorities.” The high rating of the city is due to its high scores on two dimensions of which the sub-index
consists — “Business development support” and “Public-private dialogue.”

Lviv scored 7.68 points and was ranked number four on the “Business development support” dimension. The
Lviv-based entrepreneurs have a high opinion of the attitude of representatives of the municipal authorities
towards private businesses. 29.6% of the respondents believe that the attitude of the municipal authorities
towards businesses is “very good” or “good” (the average for all the cities is 20%). In addition, 52.5% of the
respondents agree that the municipal authorities support start-ups (compared to the average of 38.3% for
all the cities), and 47% indicate that the municipal authorities support existing businesses (compared to the
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average of 35.5% for all the cities. The survey results are also complemented by “hard data” on the activities
of the city council. According to the “hard data,” Lviv scored 9 of 10 points. In particular, the undefined city
boundaries still remain the problem for Lviv.

The score obtained on the “Public-private dialogue” dimension shows that, in general, businesses face less
problems in their communications with the local government in Lviv compared to most other cities. On this
dimension, the city was ranked number four and scored 5.81 points. 10% of business representatives in Lviv
believe that they have “extensive” or “very extensive” opportunities to participate in the development of
local documents (strategies, plans, programs, etc.), while the average for all the cities surveyed is only 6.5%.
In addition, 7.3% of the respondents indicate that the city always or often holds consultations with
entrepreneurs before passing new or amending existing regulations that may affect businesses (compared
to 7.4% on average for all the cities).

9. Development resources

Lviv was ranked number one and scored 6.35 points on component (sub-index) 9 titled “Development
resources.” The city’s assessment is based on the results of three dimensions that form a single component.
Those dimensions are Human resources, Financial resources and infrastructure, and Business support
infrastructure.

The city was ranked number three and scored 6.85 points on Dimension 1 (Human resources). An analysis
of individual indicators of this dimension has demonstrated that only 12.9% of the respondents in Lviv rate
the quality of the local workforce as “excellent” or “good” (the average for all the respondents surveyed is
7.6%). However, this is the highest index among the cities surveyed. In addition, the business surveyed in Lviv
assign the highest scores to the vocational education of employees in the local labor market (15.4% of
positive assessments) (the country’s average is 10%). However, just as in the other cities, an insignificant
percentage of business entities in Lviv rate high the available workforce.

However, 58.9% of the respondents are of the opinion that insufficient workforce training is a serious barrier
to doing business (the country’s average is 60.7%). 72.5% of the respondents reported that they face a lack
of workforce (70% of all the respondents surveyed). It follows that the lack of qualified workforce is the most
severe problem faced by entrepreneurs in Lviv, according to the rating of barriers to doing business
(according to 34.8% of the respondents).

The analysis of the number of workforce in the city is supplemented by statistical data. In particular, there
were approximately 5.4 vacant jobs per 100 businesses in Lviv at the end of 2019, which exceeds the average

). This may point to a higher demand for the workforce in Lviv

for all the cities surveyed (3.6 vacancies
compared to the other cities. In addition, the working age population (aged 15 to 64) in Lviv accounts for
69.7% of its population, which is 1.9 p.p. higher than the country’s average of 67.8% (as of January 1, 2019)
% This index also corresponds to the average for the cities surveyed. Accordingly, the problem of population
ageing may be more tangible in Lviv compared to the cities with higher percentages of working-age

population.

The city was ranked number 14 and scored 3.83 points on Dimension 2 (Financial resources and
infrastructure). According to the survey findings, only 1.2% of the respondents at the country level received
financial support from municipal authorities in 2018-2019. When it comes to individual cities, the share of

89 Sources for calculations: 1) Number of vacancies: The situation in the labor market and the results of activities of the
state employment service. Data on the page of the Lviv Region Employment Center, https://Iviv.dcz.gov.ua/analitics/65
2) Number of businesses: According to the Lviv Region Statistics Headquarters
9 According to the Lviv Region Statistics Headquarters of the State Statistics Service of Ukraine
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such respondents in Lviv accounts for 1%, which is approximately in line with the average level. However,
77.3% of the business entities surveyed in Lviv believe that the lack of financial resources is a serious barrier
to doing business (the average for all the cities is 77.8%).

Data on the city’s budget expenditures complete the picture of financial resources allocated to support
businesses in the city. In 2019, actual spending on support for small and medium-sized enterprises in the city
reached only UAH 185,000 per 10,000 businesses.?? It should, however, be noted that, in general, SME
support expenditures are low or non-existent in most of the cities. However, a higher amount of expenditures
or even the existence of such support in general may point to a higher level of leadership of municipal
authorities in relation to business support

When it comes to the infrastructure, the entrepreneurs surveyed in the cities covered by the study had
reportedly a different experience in relation to connection to electricity grids. In Lviv, connection to the
electricity grid took on average 107 full days from the date of an application until the date of actual
connection. The corresponding country’s average was 85 days. It follows that it is more complicated to have
a business connected to the electricity grid in Vinnytsia compared to all the other cities surveyed.

Lviv was ranked number one and scored 8.37 points on Dimension 3 (Business support infrastructure).
According to the survey data, 10% of the respondents personally received business support services from the
municipal authorities (information, advice, training, etc.), which is lower than all the cities’ average (11%). At
the same time, 57.4% of them rated such services as “good” and “excellent” (48.6% of the total respondents).
This is one the highest percentages of positive rates among the cities surveyed.

38.1% of the business entities surveyed indicate the existence of business support centers in Lviv, which is
higher than the average for all the respondents (32.6%). In addition, according to the ‘hard data,’ there were
12 business support infrastructure facilities in the city at the end of 2019, which were created with the
participation of the city authorities. Such facilities include two business centers, seven clusters, one
technological park, one business incubator and one entrepreneurship support centers. Accordingly, Lviv is
the leader in terms of the quantity of entrepreneurship support infrastructure facilities among the cities
surveyed.

The respondents in Lviv are also ranked number two in terms awareness of activities of business associations
and business clubs (56.7% in the city and 45.9% of the total respondents). In addition, 15.8% of business
entities are members of such organizations, which is also one of the highest levels among the cities surveyed
(the average for all the cities in general is 11.5%).

10. Support of innovations
The city of Lviv was ranked number one and scored 7.24 points on Component (sub-index) 10 titled “Support
of innovations.”

20.81% of the respondents in the city reported that their businesses interacted with research institutions or
technology companies in 2018-2019, which is one of the highest indices among all the cities (compared to
the average of 18.9% for all the cities). Businesses in Lviv are also more satisfied with technology transfer
compared to the average for the other respondents. 9.0% of the respondents pointed out that the related

91 Reports on the implementation of local budgets (expenditures under program classification code 7610 - Promotion
of small and medium entrepreneurship), as well as responses of the city councils to requests for public information were
used. For some cities, information on expenditures was updated through telephone interviews with the employees of
executive authorities of the city councils.
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needs (the transfer of patents for inventions, etc.) are “met to a significant extent” or “fully met” (compared
to the country’s average of 8%)

The respondents in Lviv give one of the highest assessments of the local government support for local
innovation programs (funded from the local budget), with the city scoring 2.24 of five points compared to
the average of 1.91 for all the cities. In addition, Lviv introduced new technologies, solutions, or products
slightly less frequently than all the other cities on average in 2018-2019 (39% compared to 40.2%). Further,
5.62% of the surveyed enterprises and individual entrepreneurs reported that they belonged to clusters. This
is the highest index and three times as much as the average recorded for all the cities in general (2.1%). In
general, all the factors provide the highest level of satisfaction with support for innovations in Lviv among
entrepreneurs.

Barriers to doing business

The surveyed business entities named the main barriers they face when doing business in Lviv. According to
the survey findings, three most important barriers included such factors as the lack of qualified workforce,
high taxes, and low consumer demand. Each of these barriers to doing business was reported by 34.8%,
32.0% and 27.0% of the respondents, respectively. Accordingly, the lack of qualified workforce is the most
severe problem in Lviv, as just in a number of other cities, and, therefore, it outweighed the problems of high
taxes and low consumer demand that are on the top of the barriers rating for all the respondents in general.
The lack of finds was reported to be a barrier by 19.2% of the respondents (number four).

TOP-10 barriers to doing business in Lviv, %

0,0% 10,0% 20,0% 30,0% 40,0%

Lack of qualified workforce _ 34,8%
High taxes | 32,0%
Low consumer demand _ 27,0%
Lack of funds _ 19,2%
Complexity of legislation _ 16,6%
Political risks _ 15,3%
Complicated prc?cedures of obtain?ng permits for _ 14,7%
certain business operations
Municipal government corruption _ 13,5%
Military actions in the east of Ukraine _ 11,0%
Poor transport infrastructure - 8,0%
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Similar ratings were assigned to the complexity of legislation (16.6%), political risks (15.3%), complex permit
obtaining procedures (14.7%) and municipal government corruption (13.5%). 11% of the respondents still
perceive the war in the East of Ukraine as a serious barrier. The list of TOP10 barriers is completed by poor
transport infrastructure, which is perceived as a serious barrier by 8.0% of the respondents.

Expectations and assessments of the business climate and economic conditions in
Lviv

Regional SME Business Climate Index. ABCA SME Business Climate Index in Lviv is 0,26 (the city was ranked
number three among all the cities covered by the survey). This is more than in 2017 (0.18), which indicates
an improvement in perception of the business climate. This is in line with the all-Ukrainian trend.

ABCA Regional Index of Business Climate (Lviv)

0,3 0,26
0,2 0,18
0,1
0
2016-17 2019-20

Long-term expectations for business activity. Business community in Lviv has optimistic long-term
development plans for the next two years. More than half of the respondents (55.5%) reportedly plan to
expand their business, and 37.5% want to stay at the current level. At the same time, only 3% of the
respondents plan to reduce their business, and 4% want to close it. The balance index®? is +0.49 (+0.45 at the
country level).

Business activity expectations in the two-year perspective in Lviv, % of the

respondents

60,0% 25,5%

) (1]

37,5%
40,0%
20,0% - 3,0% 4,0%
0'0% —
Increase No changes Decrease Close the business

Assessment of the financial and economic situation of business entities. In Lviv, the majority of the business
entities surveyed (56.6%) assessed their current financial and economic situation as satisfactory. The rest of
the respondents rated it as good (29.8%) or bad (13.6%) It follows that the positive assessments outweigh
the negative ones, and the balance index of the financial and economic situation is +0.16 (compared to the
country’s average of +0.05).

92 Calculated as the average of all responses on a scale from -1 to 1, where 1 corresponds to a simplification of this
procedure, 0 - no change, and -1 to a complication.
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Assessment of the business situation of business entities in Lviv, % of the

respondents
60,0% °6,6%
,U%
40,0% 29,8%
0,
0,0% [
Good Satisfactory Bad

Assessment of the current overall economic environment for business activities More than a half of the
surveyed business entities (54.0%) assessed the current overall economic environment as satisfactory. 19.5%
of the respondents rate the overall economic environment as bad, and 26.5% as good. Thus, the index of
assessment of the overall economic environment for business activities is positive (+0.07). Accordingly, the
value of the index is much higher than the country’s average (-0.12).

Assessment of the overall economic situation (Lviv),
% of the respondents

60,0% 54,0%
40,0% 26,5%
19,5%
0,0%
Good Satisfactory Bad

Change in the production output over the past two years. Almost a half (47.6%) of the surveyed business
entities indicated that they increased their production or service outputin 2018-2019. Nearly as many of the
respondents (41.7%) did not change the output, while 10.7% of the respondents reduced it. Thus, the index
of business activity is +0.37 (which is higher than the average for all the respondents surveyed), reflecting
the predominance of the share of business entities that expanded their output over the share of those who
reduced it.

Change in the industrial/services output and in the number of employees in Lviv,
% of the respondents

56,7%
60,0% 47,6% 41,7% .
40,0% 32,0%
0,0% | |
Increased Did not change Decreased Increased Did not change Decreased
Industrial/services output Number of employees

Change in the number of employees of the business entities over the past two years. More than a half of
the surveyed business entities (56.7%) indicated that the number of their employees did not change in 2018-
2019. The share of business entities that increased the number of their employees (32.0%) has proved to be
more than two times higher than the share of those where the number of employees decreased (11.2%)
Thus, the index of changes in the number of employees is +0.21, which is higher than the average of +0.16
for all the cities surveyed.

Deregulation: changes in administrative procedures According to the respondents, the process and
conditions of business registration have been simplified the most in the last two years, while the situation
with inspections and tax administration has not improved.

50.3% of the businesses surveyed point out the simplification of business registration in the previous two
years. The rest of the respondents did not feel any changes in this procedure, and only a small share of the
respondents (5.9%) said that, in their opinion, business registration has become more difficult. As a result,
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the index of change in the registration procedures is +0.44%. This is the highest value of the index compared
to the other two procedures, which include the passing of inspections and the administration of taxes.

When it comes to the administration of taxes, more than a half of business entities (60.8%) say that they
have not noticed any changes in the complexity of this procedure. The rest of the business entities are divided
into two equal parts, which include those for whom the payment of taxes has become easier (19.6%), and
those for whom it has become more difficult. The index of change in the procedures for administering tax
payments has therefore become zero.

The index of changes in passing inspections tends towards zero (+0.03). 11.9% of business managers and
individual entrepreneurs claim that inspections have become more difficult. This share is slightly lower than
the percentage of businesses according to which inspections have become easier compared to 2018 (14.7%).
However, the largest share of the surveyed businesses (73.4%) did not notice any changes in relation to
inspections.

As a result, the value of the general index of changes in administrative procedures, which is calculated as an
average value of the indices of change of these three procedures, is +0.16.

Assessment of changes in administrative procedures (Lviv),
% of the respondents
73,4%

80,0% 0,60
mr 60,8% ’
0,
60,0% 43" 50,3% 0,40
40,0% ) )
14,7% 19,6% 19,6% 0,20
o o ]
0,0% 0,00
Registration Inspections Taxes payment and administration
Became more complicated
Did not change
s Simplified
= |ndex of changes of the procedure (the right-side axis)
Recommendations

According to the MCI results (subject to the weak components and dimensions) the following key
recommendations have been formulated for the city. In addition, the city government should pay attention
to recommendations that are common for all the cities in general.

Component 1. Starting a business.

e  Faster business registration should be encouraged. It is necessary to increase the number of business
registrars in local self-government authorities.

* Itis necessary to improve the quality and availability of consulting services when starting a business,
in particular, by expanding the capacity of consulting services in the centers of administrative
services.

* The quality of services provided as part of issue of various permits must be improved to reduce the
time required to obtain such documents.

9 Calculated as the average of all responses on a scale from -1 to 1, where 1 corresponds to a simplification of this
procedure, 0 - no change, and -1 to a complication.
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Component 2. Access to public property

* Itis necessary to ensure transparent access to information on the availability of community-owned
land that can still be used for construction, though, in particular, the official website of the city
council.

* Itis necessary to ensure transparent access to information about community-owned real property,
though, in particular, the official website of the city council.

Component 9. Development resources
* ltis necessary to analyze the needs of local businesses for workforce.

* It is necessary to increase expenses on support for entrepreneurs to ensure the operation of the
business support infrastructure and financial support programs.
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Mykolaiv
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Location

The city of Mykolaiv is located in the south of Ukraine, in the southern part of the Mykolaiv Region. The
territory of the city borders on the Vitovskyi and Mykolaivskyi Districts.

The city is located at the mouth of the Inhul River at the place of its confluence with the Pivdennyi Buh River.
The city is located near the Black Sea. The Mykolaiv Sea Port is one of the largest Ukrainian ports. In 2019,
the Mykolaiv Sea Port was ranked number two in Ukraine for the volume of handled cargoes.®

The closest regional centers are Kherson, Odesa, Kropyvnytskyi, and Zaporizhzhia.

Demographic situation

As of January 1, 2019, the permanent population of Mykolaiv was 478.7 thousand people. The city is the
largest settlement of the Mykolaiv Region. The city accounts for 42.3% of the total residents of the region.
There are no other cities in the region, except Mykolaiv, which population exceeds 100 thousand inhabitants.
For instance, some of the largest cities of the Region — Pervomaisk and Yuznoukrainsk — count 65.6
thousand inhabitants and 41 thousand inhabitants, respectively.

The population of Mykolaiv, as justin Ukraine generally, is dominated by women (54.6%). There are 832 men
per 1,000 women (864 men at the country level). The share of the population aged from 15 to 64 is 68.8%
(67.8% at the country level). In total, there are 4,583 people (475 at the country level) aged 0-14 and over 65
per 1,000 people of working age.

9 Please see https://mkrada.gov.ua/content/vikonavchiy-komitet.html.

95 Please see http://www.uspa.gov.ua/pokazniki-roboti/pokazniki-roboti-2019

% Here and below in the report, the statistical data of the Mykolaiv Region Statistics Headquarters of the State Statistics
Service of Ukraine are used.
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Mykolaiv demonstrated one of the highest rates of natural population decline in 2018 (-6.6 per 1,000
inhabitants). The death and birth rates reached 13.7 and 7.1, respectively.

Development of entrepreneurship

Key structural business statistics in Vinnytsia in 2018

Absolute figures Relative figures
Number . ) Share in
of Employment, Turnover, Share in total  Share in total total
. thsd persons UAH bn number employment
entities turnover
Large
0.02% 18.6% 38.2%
enterprises 5 20.4 39.7 0 0 ’
SMEs 30266 89.1 64.3 99.98% 81.4% 61.8%
Medium o o o
enterprises 186 28.4 301 0.61% 25.9% 29.0%
Small o o o
enterprises 5771 24.0 245 19.06% 21.9% 23.5%
In which
. 16.92% 10.1% 9.3%
micro 5122 11.0 9.7
IEs 24309 36.8 9.7 80.30% 33.6% 9.3%
Total 30271 109.5 103.9 100.00% 100.0% 100.0%

Source: Own calculations based on the data of the Mykolaiv Region Statistics Headquarters of the State
Statistics Service of Ukraine

Number of business entities

In 2018, Mykolaiv counted almost 30.2

thousand small and medium-sized Number of enterprises and IEs in Mykolaiv (2015-
enterprises (including 186 medium- 2018), thous.
sized enterprises, 5.8 thousand small 30,0 253 249 21 243

enterprises and 30.3 thousand
individual entrepreneurs) but only five = 20,0
large-scale enterprises. Only 19.7% of

the business entities were registered as 10,0

5,5 4,9 5,4 6,0
legal entities (Ukraine’s average is - - - -
19.3%), while the others had the status 0.0

IR 2015 2016 2017 2018

of individual entrepreneurs. _
B Enterprises IEs

Mykolalv is ranked number seven for Source: SSSU, Main Statistical Office in the Mvkolaiv region

the number of business entities among the cities selected for the survey. The city accounts for 55.2% of the
total number of business entities in the Mykolaiv Region, which highlights the pivotal role the city plays in
the region’s economy. On the other hand, there were 622 SMEs per 10,000 inhabitants in Mykolaiv (ranked
number 15 among the cities selected for the survey).

In 2018, the number of SMEs in the city increased by 2.5% compared to 2017, which approximately
corresponds to the country’s average (1.9%). This is primarily due to a 11% growth in the quantity of small
businesses (the country’s average reached 5.1%). However, there were no changes in the quantity of
medium-sized enterprises (@ 7.5% increase at the country level), while the number of individual
entrepreneurs demonstrated just a 0.7% growth (1.2% at Ukraine’s level).

Employment
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In 2018, the Mykolaiv-based business

The share of SMEs in the total number of entities employed 109.5  thousand
persons employed at economic entities in persons, which is 0.4% higher than in 2017
Mykolaiv, % (the corresponding country’s average is
82,0% 81,5% 4.8%). The city accounts for more than a
810% 80,4% 80,8% O half (58.9%) of the total number of
50 0% o 814% persons employed at business entities in
7 the Mykolaiv Region.

79,0%
78,0% 77.8% The share of people employed at SMEs in
77,0% Mykolaiv reached 81.4% of the total
2015 2016 2017 2018 quantity of people employed at all

=@=\Vlykolaiv =@ kraine

_ o o , , business entities, which approximately
Source: SSSU, Main Statistical office in the Mykolaiv region

corresponds to the country’s average
(81.5%). More than a half of people employed work for small businesses. In particular, individual
entrepreneurs provided 33.6% of the total jobs, while 21.9% of the persons employed work for small

enterprises.

Compared to 2017, the number of persons employed at SMEs in Mykolaiv increased by 1.8% (5.7% at the
country level), while large businesses demonstrated a 5.5% decrease in the number of their employees
(compared to a 0.9% growth at the country level). The number of SMEs increased primarily due to individual
entrepreneurs (2.4 thousand people or 6.9%). The quantity of persons employed at small enterprises
increased just by 0.3 thousand people or 1.2%, while medium-sized enterprises demonstrated a decline in
their employees by 3.5% or almost one thousand persons. Relative changes in the number of people
employed at the country level were +5.8% for medium-sized enterprises, -1.1% for small enterprises and +
10.5% for individual entrepreneurs.

Statistics show that the Mykolaiv Region demonstrates, in general, a somewhat higher unemployment rate
among working age population than Ukraine as a whole. In 2019, the corresponding indicator for the region
was 9.6% compared to 8.6% at the country level. In late 2019, 2,119 people were officially unemployed in
Mykolaiv, while there were only 1,152 vacant jobs. Accordingly, the registered unemployed persons created
a load of nearly 2 people per a vacancy. However, the quarantine measures and crisis developments caused
by the COVID-19 pandemic may deteriorate the employment situation in the city in 2020.

Turnover

At the end of 2018, the turnover of goods and services by business entities in Mykolaiv reached UAH 103.9
billion based on current prices. Compared to 2017, the real growth (i.e. adjusted for inflation) of turnover
reached only 1.4% (compared to the country’s average of 8.1%). The business entities of the city accounted
for 62.4% of the total turnover in the Mykolaiv Region.
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The SME sector of the city accounted for 61.8% of the total turnover of all business entities (the country’s
average is 64.7%). In 2018, the Mykolaiv-based SMEs demonstrated a real growth of their turnover by just
0.6% compared to 2017 (compared to 8.1% at the country level). However, large enterprises increased their
turnover by 2.7%.

The share of SMEs in the total turnover of economic

The increase in the turnover of entities in Mykolaiv, %
the SME sector was primarily g5 g a0 64,8% 64,7%
64,3% 64,4% —— —

due to the growth of turnover
of small enterprises (by 7.2%)  64,0%
and individual entrepreneurs
(by 10.5%). However, large 63.0%
enterprises demonstrated a

L . 62,0%
decline in their turnover by
o)
6.7%. As a result, the SME 61.0%
sector’s contribution in 2015 2016 2017 2018
Mykolaiv decreased by 0.5 =@=—Mykolaiv ~==@==Ukraine

percentage points compared Source: SSSU, Main Statistical Office in the Mykolaiv region
to 2017.

Sales of industrial products

No statistical information on key performance indicators of enterprises in terms of the types of their
economic activities is available at the level of cities of regional significance and districts. However, there are
statistical data on the sales of industrial products by the types of activities. Such information allows us to
determine key industries of Mykolaiv.

According to the data provided by the Mykolaiv Region Statistics Headquarters, the sales of industrial
products in Mykolaiv reached UAH 17.2 billion in 2018. 57.7% or UAH 9.9 billion of those sales were
accounted for the processing industry. In particular, 19.7% or UAH 3.4 billion were generated by the
manufacture of foodstuffs, beverages, and tobacco products®’. Engineering, except for repair and installation
of machinery and equipment, comes second in the processing industry (13% or UAH 2.2 billion). Other
important types of activities are the manufacture of furniture, other products, the maintenance and
installation of machinery and equipment (UAH 1.8 billion or 10.5%), the manufacture of wood products and
paper, and the printing industry (UAH 0.8 billion or 4.8%), the manufacture of rubbers, plastics, and other
non-metal mineral products (UAH 0.7 billion or 4.3%).

Capital investments

In 2018, Mykolaiv accounted for more than UAH 6.1 billion of capital investments, which corresponds to
60.7% of the total capital investments in the Mykolaiv Region In 2018, the amount of capital investment per
capita was approximately UAH 12,771, which is somewhat less than the country’ average of UAH 13,746.
Mykolaiv is ranked number 13 on this index among the cities selected for the survey.

97 Data by types of activities are generated based on homogeneous products.
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Exports

According to the State Statistics
Goods and services exports from Mykolaiv

Service of Ukraine, Mykolaiv’s (2015-2018), USD m

exports of goods amounted to more

1337,5
o _ 1247 ’
than USD 1.3 billion in 2018, whichis % ... 11503 ©
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. 900
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metric among the surveyed cities in 443,4
. - 400
respect of which relevant statistical 221,1 199,2 163,1
data were available.
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On the other hand, the exports of )
) B Goods Services
services decreased by 18.1% to USD Source: SSSU. Main Statistical Office in Mvkolaiv region

163.1 m (ranked number six).

An analysis of the foreign trade structure of Mykolaiv has demonstrated that in 2018 a major part of the city’s
exports was provided by agricultural and food products. In particular, such products are accounted for USD
1,246.7 m or 93.2% of the total exports. Other important exports included machinery, equipment,
mechanisms, and electrical equipment (3.5%), and wood and wood products (1.7%).

Safety and comfort

The results of other studies allow us to look at the level of safety and comfort of living in the selected cities
based on the assessments of their inhabitants These factors are important for understanding the overall
situation in the city. In addition, it is possible to compare those research studies with some results of MCI.

According to the study titled “Sixth Annual Ukrainian Municipal Survey”®, the city of Mykolaiv has one of the
worst scores (ranked number 22 among the 24 cities) on the Quality of Public Goods and Services Index with
a score of 2.7 (on as scale from 1 (terrible) to 5 (excellent)), indicating that the residents are significantly
dissatisfied with the level of comfort in their city. Mykolaiv falls behind its opponents in health facilities,
industrial development, transport infrastructure, and roads. A slightly better situation is observed in
education (technical schools, universities, colleges).

As part of the same study, according to its residents, Mykolaiv is one of the least secure cities in Ukraine. The
value of the corresponding Index for Mykolaiv is 1.4 (on a scale from 0 to 3, where 0 means “I feel completely
unsafe” and 3 means “I feel completely safe”). The city is ranked next to last (number 23) on this metric
among the 24 cities covered by the survey. More than a half of the respondents (56%) said that they felt
rather unsafe or completely unsafe at night, while 41% of the respondents said they felt rather or completely
safe at night.

Results of the “Municipal Competitiveness Index” in Mykolaiv

Description of the survey sample

205 business entities took part in the survey in Mykolaiv. These were 133 (64.9%) enterprises (legal entities)
and 72 (35.1%) individual entrepreneurs (PEs). When analyzing the answers, the data array was weighed by

%8 The survey was conducted by the Sociological Rating Group on behalf of the International Republican Institute’s

Center for Insights in Survey Research; The survey was funded by the United States Agency for International

Development. Please see http://ratinggroup.ua/research/regions/shestoy_vseukrainskiy_municipalnyy_opros.html.
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the types of business entities (66.5% of legal entities and 33.5% of PEs) to ensure that it was compliant with
the parameters of the target sample.

Size of the surveyed business entities

Most respondents (82.0%) were micro businesses — business entities employing from 1 to 10 people. 14.1%
were small entities with 11 to 50 employees. Medium-sized entities (from 51 to 250 employees) account for
3.9% of the respondents, while large entities (more than 250 employees) account for 0%.

Surveyed businesses by size (Mykolaiv), %

100,0% 82,0%
20.0% 14,1%
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Industry and type of activity

The surveyed business entities in Mykolaiv operate in various sectors of the economy. 23.4% of surveyed
business are engaged in trade (including in wholesale and retail, repair of motor vehicles). 14.1% of the
respondents are employed in the industry, 11.2% —in the construction, and 4.4% —in the agriculture. AlImost
a half of the surveyed businesses account for the service sector (46.8%) 12.2% of the respondents provide
information and communication services, while professional services are provided by 7.3% of the
respondents. 27.3% of the respondents provide other services (businesses operating in the transport, arts,
sports, education, health care, finance, and other service-related sectors).

Surveyed businesses by sector (Mykolaiv), %
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Year of registration

Most of the surveyed business entities were registered earlier than in 2017 (76.6%). In 2018-2019, 23.4% of
the respondents were registered.

Age and gender breakdown of business owners and managers

According to the survey findings, 63.7% of the Mykolaiv-based businesses are owned by men, while the
remaining 36.3% are owned by women. In addition, the share of men owning legal entities is even higher
(65.1% of men vs. 34.9% of women).

Men run 78.2% of legal entities, while the share of female managers accounts for 21.8%. When it comes to
PEs, who are owned and run by the same person, the quantitative advantage of men is less apparent (59.6%
vs. 40.4%). Men run 72.2% of all the business entities, while the share of female managers accounts for
27.8%.
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The average age of business owners in Mykolaiv is 44.2 years (the country’s average is 42.8 years). However,
individual entrepreneurs are on average six years younger than the owners of legal entities (39.2 years vs.
45.8 years) in Mykolaiv.

Municipal Competitiveness Index: results of Mykolaiv

According to the survey findings, Mykolaiv
is ranked number 17, scoring 49.52 points
as part of MCI 2019/2020. Thus, Mykolaiv
is classified among cities with average MCI

Dnipro

scores.

A geographical comparison between the
MCI index for Mykolaiv and scores of its

geographical neighbors has shown that

E
Kherson \

the cities classified under average and low L 'f““’\f“\#*m’“

MCI score groups are located nearby. In \
particular, Odesa is classified number 23
and Kherson — number 24. Kropyvnytskyi

and Dnipro, just as Mykolaiv, are in the bottom half of the table.
Mykolaiv demonstrated mostly average and low results on all the components (sub-indices).
The strongest components are:
*  Access to public property (number 11)
The weakest components are:
*  Compliance cost (humber 20)
*  Access to public property (number 16)

1. Starting a business
Mykolaiv scored 4.43 points on Component 1 “Starting a Business.” This is only the sixteenth score among all
the cities. The low score of the city was due to significantly lengthy procedures for entering changes to the
register and a low quality of advice during registration process.

According to the survey data, the registration of a business in Mykolaiv in 2018-2019 took less time than on
average in the country (5.6 days compared to 6.1 days). On the other hand, it took on average 4.7 days to
have changes entered into the register, which is more than one day longer compared to all the cities’ average
of 3.6 days.

In Mykolaiv, 7.6% of the respondents who registered a business in 2018-2019 reported problems and barriers
during the registration. This corresponds to a better situation compared to the other cities surveyed (the
average of 8.8%). However, only 64.5% of the respondents received necessary advice during the registration,
which is 6.2 pp less than the country’s average of 70.7%. It took 31.6 days to launch a business (from the date
of submission of documents for registration to the date of the first sale of goods or services) in Mykolaiv,
which is just a half-day shorter compared to the country’s average (32.1 days).
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It should be noted that problems related to lengthy procedures for obtaining certain permits are less tangible
in the city. The obtaining of construction permits, and registrations took, on average, 37.2 days in the country
and 21.9 days in Mykolaiv, which is one of the best results among the cities covered by the survey. It also
took less time in Mykolaiv to obtain a declaration of conformity to the requirements of the fire safety
legislation in respect of a business entity’s facilities (8.3 days compared to the cities’ average of 11.8 days).

It should be noted that in Mykolaiv, compared to the other cities, business registrars experience a heavier
workload. There are only six registrars per 10 thousand business entities in the city (including government
authorities, local self-government authorities and notaries public). By way of comparison, there are 13
business registrars in Kropyvnytskyi.

3. Transparency and data openness
Mykolaiv was ranked number 17 and scored 4.10 points on the “Transparency and data openness”
component. In Mykolaiv, the respondents assigned average rates to the access to information on local
budget, local regulations, and public procurements.

In particular, the access to information on public procurements got the top score in Mykolaiv with 14.8% of
the respondents assigning ‘good’ and ‘excellent’ rates, compared to 17.3% of all the respondents surveyed.
The access to information on local regulations was assessed positively by 11.9% of the respondents surveyed
in Mykolaiv compared to, on average, 13.9% of the total respondents in all the other cities. On the other
hand, the access to information on local budget was positively assessed by only 7.9% of the respondents
(10.2% among all the cities in general).

4. Compliance cost
Mykolaiv was assigned one of the lowest rates for compliance cost and is ranked number 20 with 5.89 points
on this component. The result of the city was determined by significantly higher (compared to the other
cities) scores assigned by the respondents in respect of time and money spent on compliance with the
requirements of local regulations and time spent on communications with inspectors.

In Mykolaiv, entrepreneurs spend on average 7.2 days for compliance with local regulations, which is twice
as much as the country’s average (four days). 5.1% of an annual income is, on average, spent on compliance
with the requirements of local regulations in Mykolaiv, which is higher than 3.7% spent on average by all the
respondents.

The findings of the survey show that entrepreneurs in Mykolaiv are even less frequently visited by local
inspectors compared to the country’s average (0.6 times per year in the city compared to the country’s
average of 0.7 times per year). However, the average time spent on communications with the inspectors was
6.6 days, which is almost 1.5 days longer compared to the country’s average (five days).

5. Taxes and duties
Component (sub-index) 5 “Taxes and duties” is one of the weaknesses of Mykolaiv. The city was ranked
number 13 and scored 5.73 points on this component. This score of Mykolaiv was due to a combination of
such factors as low expenses for payment of taxes, a lower local tax burden, and problems associated with
the availability of local tax exemptions.

As part of the survey in Mykolaiv, the respondents said that they spent, on average, 23.9% of their annual
income on taxes and duties (including USC), which is less than the average for all the cities (26.8% of the
annual income). Entrepreneurs in Mykolaiv spent, on average, 59.7 days on the administration of taxes and
duties, which is almost in line with the average for all the cities surveyed (59 days).
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21.9% of the respondents in Mykolaiv said that local taxes create barrier to their businesses, although the
average for all the cities was 20.4%. In addition, 1.9% of the respondents in Mykolaiv reported being exempt
from local taxes and duties in 2018-2019, which is one of the lowest scores among the cities covered by the
survey (the average for all the respondents is 3.6%).

6. Informal payments and corruption

According to the survey findings, Mykolaiv was ranked number 12 and scored 4.95 points on Component
(sub-index) 6 titled “Informal payments and corruption.” The city’s score was due to such factors as a higher
than average prevalence of “informal payments” and a higher than average awareness of entrepreneurs
about existing anti-corruption measures taken by the city.

In particular, as part of Dimension 1 “Bribes / Gifts” 11.0% of the respondents in Mykolaiv reported situations
related to “informal payments” when approaching the municipal officials for any issues concerning the doing
of business in 2018-2019. On average, 9.9% of the respondents faced such situations. On the other hand, as
part of Dimension 2 “Anti-corruption efforts,” 33.8% of the respondents were informed about the
implementation of specific anti-corruption measures by the city authorities (open budget, digital reception,
municipal anti-corruption program, etc.), while the average for all the cities surveyed was 31.8%.

7. Security of operating a business

Mykolaiv was ranked number 12 among the cities covered by the survey and scored 5.60 points on
Component (sub-index) 7 titled “Security of operating a business.” This score of Mykolaiv is due to a rather
high — compared to the other cities — percentage of businesses that reportedly suffered financial loss as a
result of criminal acts.

According to the survey, 43.9% of the respondents in Mykolaiv believe that competitors run informal
businesses, which is two pp lower than the country’s average (45.1% at the country level). 2.5% of the total
respondents experienced attempts of illegal takeovers at the country level in 2018-2019. In Mykolaiv, this
percentage is just slightly lower and corresponds to 2.4%.

13.6% of the respondents in Mykolaiv reported that they suffered losses as a result of extortions, thefts,
robberies, or acts of vandalism or arson in 2018-2019, which is one pp lower compared to the country’s
average of 14.3% of the respondents. In addition, entrepreneurs estimated loss they suffered as a result of
similar criminal acts at 13.1%, which is two pp higher than the country’s average in the case at hand (10.8%
at the country level).

In Mykolaiv, businesses spend, on average, 2.8% of their annual income on security / protection, which is
somewhat higher compared to the country’s average of 2.7% of the annual income.

8. Leadership of municipal authorities
Mykolaiv was ranked number 13 and scored 4.52 points on Component (sub-index) 8 titled “Leadership of
municipal authorities.” The rating of the city is due to its average —compared to all the other cities — scores
on two dimensions of which the sub-index consists — “Business development support” and “Public-private
dialogue.”

Mykolaiv scored 5.15 points and was ranked number 13 on the “Business development support” dimension.
The Mykolaiv-based entrepreneurs are, on average, more pessimistic about the attitude of representatives
of the municipal authorities towards private businesses, compared to the respondents in the other cities.
Only 15.1% of the respondents believe that the attitude of the municipal authorities towards businesses is
“very good” or “good” (the average for all the cities is 20%). In addition, 26.5% of the respondents agree that
the municipal authorities support start-ups (compared to the average of 38.3% for all the cities), and 26.3%
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indicate that the municipal authorities support existing businesses (compared to the average of 35.5% for all
the cities. The survey results are also complemented by “hard data” on the activities of the city council.
According to the “hard data,” Mykolaiv scored 9 of 10 points. In particular, the city does not have any anti-
corruption program.%®

The score obtained on the “Public-private dialogue” dimension shows that businesses face certain problems
in their communications with the city authorities in Mykolaiv. On this dimension, the city was ranked number
12 and scored 3.88 points. Only 5.3% of business representatives in Mykolaiv believe that they have
“extensive” or “very extensive” opportunities to participate in the development of local documents
(strategies, plans, programs, etc.), while the average for all the cities surveyed is 6.5%. In addition, 7.3% of
the respondents indicate that the city always or often holds consultations with entrepreneurs before passing
new or amending existing regulations that may affect businesses (compared to 7.4% on average for all the
cities).

9. Development resources

Mykolaiv was ranked number 14 and scored 4.42 points on Component (sub-index) 9 titled “Development
resources.” The city’s assessment is based on the results of three dimensions that form a single component.
Those dimensions are Human resources, Financial resources and infrastructure, and Business support
infrastructure.

The city was ranked number 17 and scored 5.18 points on Dimension 1 (Human resources). An analysis of
individual indicators of this dimension has demonstrated that only 8% of the respondents in Mykolaiv rate
the quality of the local workforce as “excellent” or “good” (the average for all the respondents surveyed is
7.6%). In addition, only 9.8% of the respondents surveyed give positive assessments of vocational education
of employees in the local labor market (the country’s average is 10%). Accordingly, just as in the other cities,
an insignificant percentage of business entities in Mykolaiv rate high the available workforce.

61.3% of the respondents are of the opinion that insufficient workforce training is a serious barrier to doing
business (the country’s average is 60.7%). 70.5% of the respondents reported that they face a lack of
workforce (70% of all the respondents surveyed). It follows that the lack of qualified workforce is the most
severe problem faced by entrepreneurs in Mykolaiv, according to the rating of barriers to doing business
(according to 36.2% of the respondents).

The analysis of the number of workforce in the city is supplemented by statistical data. In particular, there
were approximately 3.8 vacancies per 100 businesses in Mykolaiv at the end of 2019, which approximately
corresponds to the average for all the cities surveyed (3.6 vacancies)'®. In addition, as of January 1, 2019,
the share of working age population (aged 15-64) is Mykolaiv corresponds to 68.8%, which is one of the
lowest percentages among all the cities surveyed. The corresponding country’s average on this metric was
67.8%'%. Thus, the problem of population aging may be more tangible in Mykolaiv compared to the other
cities.

The city was ranked number 9 and scored 4.19 points on Dimension 2 (Financial resources and
infrastructure). According to the survey findings, only 1.2% of the respondents at the country level received
financial support from municipal authorities in 2018-2019. When it comes to individual cities, the share of

9 As of April 1, 2020, According to the Mykolaiv City Council, a draft resolution approving the city’s anti-corruption
program for the period 2020 to 2023 was developed and its discussion was held at the beginning of February 2020.
100 sources for calculations: 1) Number of vacancies: The situation in the labor market and the results of activities of the
state employment service. Data on the page of the Mykolaiv Region Employment Center,
https://Iviv.dcz.gov.ua/analitics/65 2) Number of businesses: According to the Mykolaiv Region Statistics Headquarters
101 According to the Mykolaiv Region Statistics Headquarters of the State Statistics Service of Ukraine
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such respondents in Mykolaiv accounts for 1%, which is approximately in line with the average level.
However, 75.8% of the business entities surveyed in Mykolaiv believe that the lack of financial resources is a
serious barrier to doing business (the average for all the cities is 77.8%).

Data on the city’s budget expenditures complete the picture of financial resources allocated to support
businesses in the city. In 2019, actual spending on support for small and medium-sized enterprises in the city
reached only UAH 60,000 per 10,000 businesses.® It should, however, be noted that, in general, SME
support expenditures are low or non-existent in most of the cities. However, a higher amount of expenditures
or even the existence of such support in general may point to a higher level of leadership of municipal
authorities in relation to business support

When it comes to the infrastructure, the entrepreneurs surveyed in the cities covered by the study had
reportedly a different experience in relation to connection to electricity grids. In Mykolaiv, connection to the
electricity grid took on average 66 full days from the date of an application until the date of actual connection.
The corresponding country’s average was 85 days. It follows that it is, on average, less complicated to have
a business connected to the electricity grid in Kropyvnytskyi than in any of the other cities surveyed.

Mykolaiv was ranked number 13 and scored 3.90 points on Dimension 3 (Business support infrastructure).
According to the survey data, 11.8% of the respondents personally received business support services from
the municipal authorities (information, advice, training, etc.), which is higher than all the cities’ average
(11%). At the same time, only 41% of them rated such services as “good” and “excellent” (48.6% of the total
respondents surveyed). This is one the lowest percentages of positive rates among the cities surveyed.

40.8% of the business entities surveyed in Mykolaiv reported the existence of business support centersin the
city, which is one of the highest indices among the cities surveyed (the average for all the respondents is
32.6%). In addition, according to the ‘hard data,’ there was only one business support infrastructure facility
in the city at the end of 2019, which was created with the participation of the city authorities — the City
Center for Support for Internally Displaced Persons and ATO veterans. Thus, entrepreneurs’ awareness of
business support centers may relate to other business support infrastructure facilities existing in the city.

44.6% of the respondents in Mykolaiv are aware of the activities of business associations and business clubs
in their city (45.9% of the total respondents). However, only 9.2% of the surveyed business entities are
members of such organizations, which is lower than the percentage recorded for all the respondents
surveyed in general (11.5%).

10. Support of innovations
The city of Mykolaiv was ranked number 12 and scored 4.85 points on Component (sub-index) 10 titled
“Support of innovations.”

17.9% of the respondents in the city reported that their businesses interacted with research institutions or
technology companies in 2018-2019, which is lower than all the cities’ average (18.9%). Businesses in
Mykolaiv are, however, more satisfied with technology transfer compared to the average for the other
respondents. 9.2% of the respondents pointed out that the related needs (the transfer of patents for
inventions, etc.) are “met to a significant extent” or “fully met” (compared to the country’s average of 8%)

102 Reports on the implementation of local budgets (expenditures under program classification code 7610 - Promotion
of small and medium entrepreneurship), as well as responses of the city councils to requests for publicinformation were
used. For some cities, information on expenditures was updated through telephone interviews with the employees of
executive authorities of the city councils.
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The respondents in Mykolaiv give a relatively low assessment of the local government’s support for local
innovation programs (funded from the local budget) with the city scoring 1.75 of five points compared to the
average score of 1.91 for all the cities. In addition, Mykolaiv introduced new technologies, solutions, or
products slightly less frequently than all the other cities on average in 2018-2019 (39.68% compared to
40.2%). Further, 2.94% of the surveyed enterprises and individual entrepreneurs reported that they belonged
to clusters. This is index is high and exceeds the index recorded for all the cities in general (2.1%). In general,
all the factors provide a relatively average satisfaction with support for innovations in Mykolaiv among
entrepreneurs.

Barriers to doing business

The surveyed business entities named the main barriers they face when doing business in Mykolaiv.
According to the survey findings, three most important barriers included such factors as the lack of qualified
workforce, low consumer demand, and high taxes. Each of these barriers was reported by nearly a third of
the respondents (36.2%, 32.0% and 31.7%, respectively). Accordingly, the lack of qualified workforce is the
most severe problem in Mykolaiv, as just in a number of other cities, and, therefore, it outweighed the
problems of high taxes and low consumer demand that are on the top of the barriers rating for all the
respondents in general.

TOP-10 barriers to doing business in Mykolaiv, %
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Political risks - 9,4%

Military actions in the east of Ukraine - 5,1%

Barrier number four — the lack of funds — was reported by 22.7% of the respondents. Municipal government
corruption (20% of the respondents) is rated just 2.5 pp less. Thus, Mykolaiv is one of the cities where the
problem of municipal government corruption was reported by a larger share of the respondents compared
to all the respondents in general (15.7%). Almost similar ratings were assigned to permit obtaining
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procedures and the complexity of legislation (14.2% and 13.4%, respectively). Poor transport infrastructure
and political risks are perceived as serious barriers by 11.2% and 9.4% of the entrepreneurs surveyed in
Mykolaiv, respectively. The list of TOP10 barriers is completed by the war in the East of Ukraine (5.1%).

Expectations and assessments of the business climate and economic
conditions in Mykolaiv

Regional SME Business Climate Index. ABCA SME Business Climate Index in Mykolaiv is 0.12 (the city was
ranked only number 22 among all the cities covered by the survey). This is more than in 2017 (0.04), which
indicates an improvement in perception of the business climate. This is in line with the all-Ukrainian trend.

ABCA Regional Index of Business Climate (Mykolaiv)
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Long-term expectations for business activity. Business community in Mykolaiv has optimistic long-term
development plans for the next two years. A half of the respondents (50%) reportedly plan to expand their
business, and 43% want to stay at the current level. At the same time, only 3% of the respondents plan to
reduce their business, and 4% want to close it. The balance index!®® is +0.43 (+0.45 at the country level).

Business activity expectations in the two-year perspective in Mykolaiv, % of the

respondents
9 50,0%
60,0% ° 43,0%
40,0%
20,0% 3,0% 4,0%
0,0% I
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Assessment of the financial and economic situation of business entities. In Mykolaiv, the majority of the
business entities surveyed (60.4%) assessed their current financial and economic situation as satisfactory.
The rest of the respondents rated it as good (17.3%) or bad (22.3%) It follows that the negative assessments
outweigh the positive ones, and the balance index of the financial and economic situation is -0.05 (compared
to the country’s average of +0.05).

Assessment of the business situation of business entities in Mykolaiv, % of the

respondents
100,0%
60,4%
0,
0,0% I I
Good Satisfactory Bad

103 Calculated as the average of all responses on a scale from -1 to 1, where 1 corresponds to a simplification of this
procedure, 0 - no change, and -1 to a complication.
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Assessment of the current overall economic environment for business activities. A half of the surveyed
business entities (50.0%) assessed the current overall economic environment as satisfactory. 38.3% of the
respondents rate the overall economic environment as bad, and 11.7% as good. Thus, the index of
assessment of the overall economic environment for business activities is negative (-0.27). Accordingly, the
value of the index is much lower than the country’s average (-0.12).

Assessment of the overall economic situation (Mykolaiv),
% of the respondents
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Change in the production output over the past two years. Almost a half (43.7%) of the surveyed business
entities indicated that they increased their production or service output in 2018-2019. Approximately a third
(38.9%) of the respondents did not change the output while 17.4% of the respondents reduced it. Thus, the
index of business activity is +0.22 (which is lower than the average of 0.31 for all the respondents surveyed),
reflecting the predominance of the share of business entities that expanded their output over the share of
those who reduced it.

Change in the industrial/services output and in the number of employees in
Mykolaiv, % of the respondents
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Change in the number of employees of the business entities over the past two years. More than a half of
the surveyed business entities (57.1%) indicated that the number of their employees did not change in 2018-
2019. The share of business entities that increased the number of their employees (27.4%) has proved to be
twice as much as the share of those where the number of employees decreased (15.4%) Thus, the index of
changes in the number of employees is +0.12, which is higher than the average of +0.16 recorded for all the
respondents in general.

Deregulation: changes in administrative procedures According to the respondents, the process and
conditions of business registration have been simplified the most in the last two years, while the situation
with inspections and tax administration has not improved.

39.9% of the businesses surveyed point out the simplification of business registration in the previous two
years. The rest of the respondents did not feel any changes in the procedures, and only 14.0% of the
respondents said that, in their opinion, business registration has become more difficult. As a result, the index
of change in the registration procedures is +0.26%4. This is the highest value of the index compared to the
other two procedures, which include the passing of inspections and the administration of taxes.

When it comes to the administration of taxes, more than a half of business entities (54.9%) say that they
have not noticed any changes in the complexity of this procedure. The rest of the business entities are divided
into those for whom the payment of taxes has become easier (25.1%) and those for whom it has become
more difficult (20,0%). The index of change in the procedures for administering tax payments is +0.05.

104 Calculated as the average of all responses on a scale from -1 to 1, where 1 corresponds to a simplification of this
procedure, 0 - no change, and -1 to a complication.
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The index of changes in passing inspections tends towards zero and is negative (-0.02). 17.2% of business
managers and individual entrepreneurs claim that inspections have become more difficult. This is slightly
higher than the share of businesses according to which inspections have become easier compared to 2018

(14.9%).

However, the largest share of the surveyed businesses (67.8%) did not notice any changes in relation

to inspections.

As a result, the value of the general index of changes in administrative procedures, which is calculated as an

average

value of the indices of change of these three procedures, is +0.10.

Assessment of changes in administrative procedures (Mykolaiv),
% of the respondents
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Recommendations

According to the MCI results (subject to the weak components and dimensions) the following key

recommendations have been formulated for the city. In addition, the city government should pay attention

to recommendations that are common for all the cities in general.

Component 1. Starting a business.

Faster business registration should be encouraged. It is necessary to increase the number of business
registrars in local self-government authorities.

It is necessary to improve the quality and availability of consulting services when starting a business,
in particular, by expanding the capacity of consulting services in the centers of administrative
services.

Component 3. Transparency and data openness

Itis necessary to improve the transparency and openness of data on local budgets, local regulations,
and public procurements, in particular, through regularly placing up-to-date information on official
websites.

Component 4. Compliance cost

Deregulation measures need to be continued at the local level to reduce the time and money costs
of businesses on compliance with local regulations.

Component 9. Development resources

It is necessary to analyze the needs of local businesses for workforce.
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It is necessary to increase expenses on support for entrepreneurs to ensure the operation of the
business support infrastructure and financial support programs.

It is necessary to conduct an audit of business support infrastructure facilities to determine their
efficiency and development pattern.

It is necessary to use best practices applied by other cities to organize the operation of business
support centers, co-workings, business hubs, clusters, etc.
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Odesa
Number 23 in MCI
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Location

The city of Odesa is located in the south of Ukraine, on the Black Sea coast. Consequently, one of the largest
seaports of Ukraine — the Odesa Sea Port — is located in the city. There are also other port cities and seaports
located nearby Odesa (the Pivdennyi Sea Port in the city of Yuzhne, the Chornomorsk Sea Port in the city of
Chornomorsk). At the end of 2019, all of the said ports have been classified among the top five largest ports
of Ukraine.'%®

The city is located in the east of the Odesa Region. The city borders on the Biliaivskyi, Lymanskyi and
Ovidiopolskyi Districts of the Odesa Region. In addition, Chornomorsk, a city of regional significance, is
located near Odesa.

The closest regional centers are Mykolaiv, Kherson, Vinnytsia, and Kropyvnytskyi.
Demographic situation

As of January 1, 2019, the permanent population of Odesa was 995.5 thousand people. The city is the largest
settlement of the Odesa Region. The city is accounted for 42% of the region’s population. There are no cities
with more than 100,000 inhabitants in the region. In particular, the city of Ismail counts 72.1 thousand
inhabitants, the city of Chornomorsk (in the territory falling within the jurisdiction of the city council) hosts
71.9 thousand residents, and the city of Bilhorod-Dnistrovskyi has a population of 55.3 thousand persons.%’

The population of Odesa, as just in Ukraine generally, is dominated by women (53.1%). There are 882 men
per 1,000 women (864 men at the country level). The share of the population aged from 15 to 64 is 68.2%
(67.8% at the country level). In total, there are 466 people (475 at the country level) aged 0-14 and over 65
per 1,000 people of working age.

105 please see https://omr.gov.ua/ua/city/district/.

106 please see http://www.uspa.gov.ua/pokazniki-roboti/pokazniki-roboti-2019.

107 Here and below in the report, the statistical data of the Odesa Region Statistics Headquarters of the State Statistics
Service of Ukraine are used.
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A natural decline of the population was observed in Odesa in 2018 (-4.5 per 1,000 inhabitants). The death
and birth rates reached 13.1 and 8.6, respectively.

Development of entrepreneurship

Key structural business statistics in Odesa in 2018

Absolute figures Relative figures
Number . ) Share in
of Employment, Turnover, Share in total  Share in total -
. thsd persons UAH bn number employment
entities turnover
Large o o o
enterprises 12 3.3 37.2 0.02% 9.0% 30.8%
SMEs 71525 234.2 195.6 99.98% 91.0% 69.2%
Medium o o o
enterprises 464 78.1 08.1 0.65% 30.3% 34.7%
Small o o o
enterprises 13807 63.3 66.6 19.30% 24.6% 23.5%
In which
. 16.66% 10.9% 8.2%
micro 11915 28.2 23.3
IEs 57254 92.8 30.9 80.03% 36.0% 10.9%
Total 71537 257.4 282.8 100.00% 100.0% 100.0%

Source: Own calculations based on the data of the Odesa Region Statistics Headquarters of the State
Statistics Service of Ukraine

Number of business entities

In 2018, Odesa counted almost X .
Number of enterprises and IEs in Odesa (2015-2018),
thous.

sized enterprises (including 464
P ( & 60,0 55,2 54,8 53,5 37,3

71.5 thousand small and medium-

medium-sized enterprises, 13.8
thousand small enterprises and
57.3 thousand individual
entrepreneurs) but only 12 large-

40,0

scale enterprises. Thus, Odesa is = 20,0 13,5 11,8 13,6 14,3
ranked number four by the quantity . - . .
of large businesses among the cities 0,0

2015 2016 2017 2018

selected for the survey.
M Enterprises IEs
As of the end of 2018, 20% (the Source: SSSU, Main Statistical Office in the Odesa region

country’s average is 19.3%) of
business entities were registered as legal entities, while the others had the status of individual entrepreneurs.

Odesa is ranked number three for the number of business entities among the cities selected for the survey.
The city accounts for 54.4% of the total number of business entities in the Odesa Region, which highlights
the pivotal role the city plays in the region’s economy. There are 707 SMEs per 10,000 inhabitants in Odesa.
This is the eighth highest index among the cities selected for the survey, which may point to a high business
activity in the city.

In 2018, the number of SMEs in the city increased by 6.7% compared to 2017, which is significantly higher
than the country’s average (1.9%). This was primarily due to the increase in the quantities of all business
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entities. In particular, the number of medium-sized businesses increased by 8.2%, while the quantity of small
enterprises demonstrated a 5.2% growth (7.5% and 5.1% at the country level, respectively). The quantity of
individual entrepreneurs also increased by 7.1% (compared to Ukraine’s average of 1.2%).

Employment

In 2018, the Odesa-based business
entities employed 257.4 thousand
persons, which is 4.7% higher thanin 2017

The share of SMEs in the total number of
persons employed at economic entities in

Odesa, % _ ‘
(the corresponding country’s average is
95.0% 90,7% 91,1% 91,0% 4.8%). The city accounts for more than a
¢ - half (57.9%) of the total number of
35 0% persons employed at business entities in

o 80,4% 80,8% 81,5% the Odesa Regi
79,1% ’ — e Odesa Region.
— —C=—

77,1% ? .
75 0% The share of people employed at SMEs in
2015 2016 2017 2018 Odesa reached 91% of the total quantity
=®—0desa ==@==Ukraine of people employed at all business

Source: SSSU, Main Statistical Office in the Odesa region entities, which is 10 p.p. higher than the

country’s average (81.5%). More than a half of people employed work for small businesses. In particular,
individual entrepreneurs provided 36% of the total jobs, while 24.6% of the persons employed work for small
enterprises.

Compared to 2017, the number of persons employed at SMEs in Odesa increased by 4.5% (5.7% at the
country level). Large businesses also demonstrated a 6.7% increase in the number of their employees
(compared to a 0.9% growth at the country level). The number of SMEs increased primarily due to individual
entrepreneurs (10.4 thousand people or 12.6%). The quantity of persons employed at medium-sized
enterprises increased just by 3.1 thousand people or 4.1%, while small businesses demonstrated a decline in
their employees by 5.1% or almost 3.4 thousand persons. Relative changes in the number of people
employed at the country level were +5.8% for medium-sized enterprises, -1.1% for small enterprises and +
10.5% for individual entrepreneurs.

Statistics show that the Odesa Region, taken as a whole, shows a slightly lower unemployment rate among
working age population than Ukraine as a whole. In 2019, the corresponding indicator for the region was
6.1% compared to 8.6% at the country level. In late 2019, 1,111 people were officially unemployed in Odesa,
while there were 1,070 vacant jobs. Accordingly, the registered unemployed persons created a load of nearly
1 person per a vacant job. However, the quarantine measures and crisis developments caused by the COVID-
19 pandemic may deteriorate the employment situation in the city in 2020.

Turnover

At the end of 2018, the turnover of goods and services by business entities in Odesa reached UAH 282.8
billion based on current prices. This is the fourth highest index among the cities covered by the survey.
Compared to 2017, the real growth (i.e. adjusted for inflation) of turnover reached 4.7% (compared to an
8.1% increase at the country level). The business entities of the city accounted for two thirds (67.7%) of the
total turnover in the Odesa Region.
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The SMEs sector of the city
accounted for 69.2% of the total

turnover of all business entities (the 79,5%
80,0%

The share of SMEs in the total turnover of economic
entities in Odesa, %

country’s average is 64.7%). In 2018,
the Odesa-based SMEs
demonstrated a real growth of their
turnover by 4.9% compared to 2017 79 0%
(8.1% at the country level).

However, large enterprises

63,09 g
increased their turnover by 4.2%.

60,0%
2015 2016 2017 2018
e=@==(0desa e=@==Ukraine

The increase in the turnover of the

SME sector was primarily due to the
o Source: SSSU, Main Statistical Office in the Odesa region

growth of turnover of individual

entrepreneurs by 30.2%. Medium-sized enterprises improved their turnover just by 0.7%, while small

enterprises demonstrated a 1.9% growth in their turnover.
Sales of industrial products

No statistical information on key performance indicators of enterprises in terms of the types of their
economic activities is available at the level of cities of regional significance and districts. However, there are
statistical data on the sales of industrial products by the types of activities. Such information allows us to
determine key industries of Odesa.

According to the data provided by the Odesa Region Statistics Headquarters, the sales of industrial products
in Odesa reached UAH 28.3 billion in 2018. 58.8% or UAH 16.6 billion of those sales were accounted for the
processing industry. In particular, the engineering sector, except for maintenance and installation of
machinery and equipment, provided UAH 3.9 billion or 14% of the sales'%. The manufacture of foodstuffs,
beverages, and tobacco products (UAH 3.3 billion or 11.7%) and the manufacture of rubbers, plastics and
other non-metal mineral products (UAH 3.3 billion or 11.7%) come second in the processing industry. Other
important types of activities include the manufacture of wood products, paper, and the printing industry
(UAH 0.5 billion or 1.6%); the manufacture of textile products, clothing, leather, leather products and
products made of other materials (UAH 0.2 billion or 0.8%).

Capital investments
In 2018, Odesa accounted for more than UAH 11.9 billion of capital investments, which corresponds to more
than a third (54.3%) of the total capital investments in the Odesa Region. At the end of 2018, the amount of

capital investments per capita was UAH 12,996, which is somewhat lower than the country’s average of UAH
13,746. Odesa is ranked only number 11 on this index among the cities selected for the survey.

Exports

108 Data by types of activities are generated based on homogeneous products.
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According to the State Statistics .
Goods and services exports from Odesa

Service of Ukraine, Odesa’s exports of (2015-2018), USD m

goods amounted to USD 952.7 m in
o _ ~ | 