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1. Introduction
Local government's role in economic development is growing under conditions of decentralization. In this regard, i
is especiallymportant to stimulate the leadership of local authorities in creating favorable conditions for business
development and identifying regulatory barriers and corruption, overcoming which will increase business success
especially at the local level.

This rgoort presents the results of the first Municipal Competitiveness Index (MCI) which is an analytical tool for loca
businesses and entrepreneurs to assess the business environment created by local governments. This index is
just a statistical indicatohut a tool proved by international experience for stimulating local government leadership
in economic development. The use of this tool is aimed at promoting competition between cities in providing a
favorable business climate. It identifies priority refes for the local business environment and best practices for
local authorities and business interaction, stimulates healthy competition and experience exchange between citie:
and territories, and best regulatory practices expansion.

MCI is based otwo sources: statistics and business survey results. Government statistics analysis and administrativ
RFEFGFE 2y OAGASAQ SO2y2YAO RS@GSt2LIVSyid FyR OAlGe& | dziiK:
allow them to obtain an economic "pwait" of the city, and the results of the survey find out business opinion on
the issue. The business opinion is a part of the business climate, plans and expectations shape future behavior, a
"feedback" on problems and obstacles provides an opportunitpake adjustments to particular government policy.
Business attitudes and expectations are valuable because they are obtained directly from entrepreneurs and busine:
leaders, i.e. those who are well aware of the conditions and potential changes bu#iigess environment, as they
constantly operate in it. Both legal entities and individual entrepreneurs take part in the survey.

This analytical report consists of two parts. The first part presents MCI and its constituent components, analyzes th
rankingof cities in MCI as a whole and for each component of MCI. The analysis of each component includes both
comparison of the city's results and a description of individual indicators on which the corresponding MCI componen
is calculated. The results areegented in the national dimension for all business entities, for legal entities and
individual entrepreneurglE)separately, as well as for enterprise groyfiss)selected by the number of employees

and type of activity. A large part of the questionstliis section concerns business attitudes and expectations.
Business expectations directly affect both the competitiveness of the economy as a whole and the competitivenes
of local economies. This section uses integrated indexes based on the ABCA Asingd<BClimate Assessment
methodology conducted within USAID Leadership in Economic Governance Program-2020ftamework$ It
includes an assessment of the quality of the main business environment components, the short and long tern
analysisofbusy $d4& SELISOGlI GA2ya YR odzaaAyS&aa LIXLFyas FyR (F
activities. The "demography" of enterprises is an important part of the analysis, in particular the size of the enterprise
industry, and employment dynaics. The entrepreneur "portrait” in terms of age and gender is also presented in this
part of the report. The field phase of the survey took place from January 17 to April 3, 2020, the time marked by the
beginning of the COVIDO epidemic in Ukraine andritt quarantine measures. Although at first, this was not the
subject of the study, we analyzed the impact of quarantine on business expectations and attitudes in response to th
challenges faced by Ukrainian business due to the epidemic and quarantirieti@ss.

! dAnnual Business Climate Assessm201%. The Institute for Economic Research and Policy Consuitiig 2016
GAnnual Business Climate Assessmg2@ic Y y I G A2y | f | y R. TheSnstiug JoIEdonoRia ReSegréhfady & ¢
Policy Consultinyiy, 2017.
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The second part of the report includes profiles of 24 cities studied. The profile includes the city MCI and its
components and comparisons of city MCI with cities from neighboring regions. Each profile presents the
characteristics of the city ahits business climate, obtained as a result of the survey and the main government
statistics economic indicators of the city. Each profile has cartographic materials. The result of the survey is a larc
information scope, much more than can be presentesne, even very large analytical report. This report has an
appendix with tables showing the answers to the main questions described in the report in terms of regions,
enterprisdindividual entrepreneursize andtype of activity. TheAppendix" sectiorcontains a lot of numerical
information that may be used by a reader interested in his/her own business climate, city economic development,
and general economic development analysis.

A team ofthe Institute for Economic Research and Policy Consulting @kgserts led by Oksanéuziakiworked on
the report. YevhenAnhel Oksana Kuakiv, and Iryna Fedets are the authors of the calculations and telutsa
Baiuchenko and Anastasfaulikhelped to prepare city profiles, and Viidiiznyk produced cartographic materials
used in this report. Dmytro Savchakd Anastasiya Shurenkofram the Info Sapiens research company prepared
information on approaches to sampling desiymd otherfeatures ofthe survey of business entities

The report is based on the statistical and administrative data analysis from 24 cities and the results of a survey
5115heads of business entities, includingads of3183enterpriseslegal entities and 932individual entrepreneurs

from 24 cities in all regions of Ukraine, except Crimea, Sevastopol and some districts of Donetsk and Luhansk regio
The 24 cities in which the study was conducted include 21 regional centers, two cities from Joint Forces Operatic
zore, where the militarycivil administrations of Donetsk and Luhansk regions are located, and Kyiv.

The survey was conducted by Info Sapiens research company. Statistical and administrative data were collected
the Institute for Economic Research and Bolionsulting.
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2. Municipal Competitiveness Index as an indicator for city economic

development
Developing a businedgendly environment is one of the key areas of economic policy. Ukraine is perceived as a
country with excessive regulation and a higlvde of corruption. International research shows that the more
procedures a business faces and the longer these procedures take, the better is the chance of high levels of corrupti
in the country. According to business surveys, the bribes are from 5%c02 the cost of regulatory procedurés
Deregulation is one of the key tools to improve the business environment in the country and increase the
competitiveness of the Ukrainian economy. At the same time, more and more powers aretiagisigrred to the
local level as part of decentralization reform. The role of the local level, cities, and united territorial communities, in
influencing the business environment is growing. Ukrainian cities are becoming important economic actors, and the
city government has a significant impact on the business environment and the competitiveness of the city.

Regular monitoring and evaluation of major economic, regulatory, and institutional changes, measuring the
effectiveness of economic management at thetional and local levels, in particular at the city level, is crucial.

The Municipal Competitiveness Index introduced by the USAID Competitive Economy of Ukraine Program is i
important tool for measuring the effectiveness and motivation of municipalifer economic growth, as well as
identifying regulatory barriers, corruption, and ndransparency in decisiemaking, eliminating of which will
contribute to the efficiency of private business.

The data obtained through personal interviews with represgines of business entities in the cities of Ukraine and
deskNBa S| NOK 602ttt SOGAY3 YR LINRPOS&aaAy3d 2F adrkaraidaol
used to develop the MCI.

MCI will be useful to various local economic depahent stakeholders. MCI will allow local SMEs to participate in
the survey and express their views on the most significant barriers in doing business and interacting with loce

authorities, understand local business development policies and offer imprenesnand take an active part in
developing a transparent and competitive local business environment.

MCI will help municipalities identify regulatory barriers, cases of corruption andmasparency, overcoming which
contributes to the success of privatompanies, identify and implement best practices in local government, and
business interaction.

MCI gives the preconditions to the Government of Ukraine for stimulating municipalities to healthy competition and
economic development and for best regulaggractices from the local to the national level.

MCI allows ordinary citizensconsumers of goods and service® choose better products and services by local
producers, as under equal conditions for doing business small and medium enterprises hmooeeustomer
oriented not only through fair competition but through positive interaction.

The Municipal Competitiveness Index (MCI) is based on the methodology of compiling economic governance index
developed by the Asia Foundation and first implemeritelfietham in 2005. This methodology has since been used
in various countries, including Bangladesh, Indonesia, Cambodia, Kosovo, Malaysia, Mongolia, Myanmar, El Salva
Sri Lanka, and the Philippines. When applied in each country, the methodologdaydsdto the unique conditions

of each country.

2¢Annual Business Climate Assessm201%. The Institute for Economic Research and Policy Consiting 2016
3 See MClor Kosovahttps://www.riinvestinstitute.org/uploads/files/2018/May/11/MCI _Index ENG1526043806.pdf
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MCI is an aggregate indicator consisting of 10 components of governancen@exes) to assess the citles
competitiveness, including

Starting a business 2. Access to publitmunicipal)property

Transparency andataopenness 4. Compliancecost

Taxes and duties 6. Informal payments and corruption
8

Security of operating a business Leadership of municipal authorities

© N g w =

Development resources 10. Support of innovations

Each component contains one or matienensions, the information for which is based on statistics or business survey
data.

In 20192020, 24 citiesre takenin the assessment and MCI, inting Kyiv and 23 regional centers wikhamatorsk
andSievierodonetslmong themwhich are the adminisative centers of Donetsk and Luhansk regions, respectively.

The field phase of collecting statistasd surveying the business lasted from January 17 to April 3, 2020.
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3. Sample and data

3.1. Sample design
The Business Entity Survey is one of the comporfentietermining MCI. The survey began on January 17 and ended
on April 4, 2020. The survey was conducted only among business entities, registered and economically active in tl
relevant city.

The MCI 2020 survey involves 24 cities, including Kyiv anteé3ic regional centers. All interviews were conducted

by telephone with enterprise management: the owners, managers (directors), deputy managers (deputy directors)
financial directors, or chief accountants.the case ofndividual entrepreneur§lE$, the interviews were conducted

with the IEsthemselves. One respondent represents one business entity.

A random sample based on the datatbé Unified State Register of Legal Entities, Individual Entrepreneurs, and
Public Organization§USR) was conduatefor the survey. Utility and statewned enterprises, farms, trade
cooperatives, public associations, governmental and municipal organizations were excluded at the sampling stag
(by name and type of economic activity) and additionally inspected at tleetsen stage.

At least 200 computeassisted telephone interviews (CATIS) were conducted in each of the 24 cities. Two levels o
stratification were used within cities:

Legal entities and individual entrepreneurs (based on main statistics departmeninddi@ regions on the number
of employees working for legal entities and individual entrepreneurs in each city as of 2018, the latest data availabl
at the beginning of the survey).

Businesses registered before 2018 or in 2Q1819 (based on informatiofrom the Unified State Register as of
January 10, 2020, on the number of registered legal entities and individual entrepreneurs in the respective years).

The planned strata included: (1) 77% of legal entities and 23% of individual entrepreneurs, (@) 248iness
entities received state registration in 20£2019.

The number of completed interviews in the city ranged from 200 to 220. The total number of interviews is 5,115.
Poststratification weights were used to equalize the weight of each cithénfinal data set, as well as to adjust the
size of the strata to those planned. After weighing, the number of objects available for further statistical analysis wa:
nynnd ¢KS adNHOGdzZNE 2F GKEE a6 ¥ L6 €S 8 BigodSter fvdohidghcerabé KIS
found in theAppendix

3.2. Calculations and MCI development
Data aggregationAll indicators within the componentsi{bindiceg were standardized according to whether the

indicators arghe incentive (higher score of the indicator denotes better managementjisincentive(higher score
of the indicator denotes poorananagement).

Normalizatiorwas performed using the followirfgrmulas:
Forincentiveindicators:

[9*((Municipality scora ¢ Sample minimum) / (Sample maximup$ample minimum))+1]
For the disincentive indicators:

11- [9*((Municipality score ¢ Sample minimum) / (Sample maximup$ample minimum))+1]
As aresult of data normalization, the values of all indicators were translated intopoli scale.

Normalized values of the indicators within each soutlex are aggregated, and the sirglex value is computed as
simple arithmetic mean. If in a stibdex ora subindex dimension hard data (statistical data) are used along with
soft (survey) data, the hard data are weighted 40%, and the soft@&@®6 of the total dimension score. In sukh
case, weighted arithmetic mean is used for data aggregation andutirngex value computing.
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The aggregated MClI is calculated as the sum of 10rsildx values. Aggregated MCI scores may vary between 1 and
100.

Calibration In the initial methodology, a hypothesis was put forward about the relationship betweenténg
expectations and the values of 10 surglices, as well as the impact of the component (the phenomena they measure)
on longterm business expectations on business activityturn, longterm impact assessment factors were to be the
basis for the design afveights for each suindex, depending on the "importance" for loitgrm expectations.
However, correlation and regression analysis showed no significant correlations betweendmés and
expectations. As a result, it was decided to calculate the M@éwaithout calibration. At the same time, testing of
calibration procedures will be continued in the next MCI round.

MCI ranking and grouping of municipalities.
According to the results of aggregated MCI, the cities were ranked from high to low.

The nexistep is breaking down the cities into three classes based on their MCI score:

1. High MCI
2. Average MCI
3. Low MCI

Distributing cities into classes by their MCI score resulted in including 25% of the cities with the highest MCI score
Class 1, 25% of the cisigvith the lowest MCI score in Class 3, while the other 50% of cities fell into the average class

3.3. Sample characteristics according to the survey results

The rumber of surveyed business entities and their tyfd.15 business entities took part in the survéhese are
3183 (62%) enterprisdggal entities and 1932 (38%j)dividual entrepreneurglEs) The answers were weighed
against the criteriaof the respondent type of business entignd compliance withthe parameters of the target
sample (see Sample design).
Qrveyed enterprises anthdividual entrepreneuriips location.This research examines and compares the business
climate, in particular, the effctiveness of economic governance, in the municipalities of Ukraine. For this purpose,
enterprises andndividual entrepreneursn 24 cities (Kyiv and 23 regional centers) were interviewed. These are
IvanoFrankivsk, Lutsk, Lviv, Rivne, Ternopil, Uzhhdfbahelnytskyiand Chernivtsi in the western region. In the
central region, these are Kyiv, which is also the center of the Kyiv region, as Walingssia Dnipro, Zhytomyr,
KropyvnytskyiPoltava, Cherkasy, and Chernihiv. In the south of Ukraine, #reséaporizhzhiaMykolaiv, Odesa,
and Kherson, and in the east, these are KramatdgstyierodonetskSumy, and Kharkiv. Because of the Russian
occupation, enterprises, anthdividual entrepreneurdrom the Autonomous Republic of Crimea (Simferopol),
Donetsk, Luhansk, and Sevastopol did not participate in this survey.
200 or more enterprises aniddividual entrepreneursvere surveyed in each of the 24 cities. When analyzing the
answers, the whole information was weighed to equalize the number of respuade 200 respondents.
The size of business entities surveydthe majority of respondents are microenterprises, i.e. enterprises,|llaad
wherefrom one to ten people work. 16% were small enterprises, i.e. those employing from 11 to 50 people. 3% ar:
medum-sized enterprises (from 51 to 250 employees), and l#ge enterprises with more than 250 employees
Fig.1. Distribution of enterprises ad individual entrepreneurdy businesssize,%
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Sector(activity type) of the business entities surveyddespondents represent the main sectors of the economy.
These are agriculture, industry, trade, construction, and services.

Almost half (48%) of the businesses surveyed operate in the services sectadiAgdo the NACE, the services
sector includes various subsectors, which we have divided into three groups:

1. Information and communication service$0% of respondents providaformation and communication
servicesincluding printing, publishing books,dmagazines, as well as the information technology

2. Professional services. 8% of respondents provide professional services, such as legal, marketing, al
management consulting, accounting services, etc.

3. Other services. We grouped the rest of the respemid into other services. It is a business that operates in
transportation services, arts and sports, education and healthcare, finance, and other service industries. Suc
respondents are 29% of the total sample.

28% of respondents are businesses engagéchide. These include companies d&gdwho work according to NACE:
both wholesale and retail, as well as vehicle repair. Industrial enterprisesndivdual entrepreneursvorking in
the industry make 13% of all respondents. Most of them are repres@stof the processing industry, but there
are also businesses operating in the extractive industry and the electricity, water, or gas supplylE¥anadf
enterprises work in construction, and the smallest share of respondents is in agriculture: B%rpfises andEsin
the sample work in this sector.

Fig.2. Distribution of enterprises anéhdividual entrepreneurdy sector, %
40%
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communication services
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Registration YearMost enterprises andEs(65%) were registered from 2011 to 2020. 22% wegistered from

2001 to 2010, and 14%until 2000. When analyzing the answer, the whole data was weighted according to the
registration year of business surveyed, so that it meets the specified sampling criteria (the share of enterprise
registered in 208-2019 is 24%).
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4. MCI rating and municipalities grouping
The main result of théunicipal Competitiveness Index 2019/20@0CI1 2019/202p research was the ranking of
municipalities selected for the study (see R&p.The value of MCI is calculated for each city and the corresponding
rank is assigned. The MCI value varies from 0 to 100, where 100 is the best value and 0 is the woesttaiiteey
value, the higher is the rank of the municipality. The research involved 24 cities and assigned 24 ranks respective
where 1 is the highest, and 24 is the lowest rank for the municipality.

In addition, depending on the index value cities wérdded into three groups:
1. HighMCl(values from 72, 96 to 62.88, rank from 1 to 6)
2. AverageMCl(values from 58.84 to 49.50, rank from 7 to 18)
3. LowMCl(values from 46.07 to 31.62, rank from 19 to 24)

Khmelnytskyivas ranked the first with th&1CI 2019/2020ralue of 72.96 points. In total, the group with high MCI
included only 6 cities that received the highest marks in the sum of all componentmlicds) . Khmelnytskyilvane
Frankivsk, Lviwinnytsia Ternopil, and Chernihiv.

Fig.3. Municipal Competitiveness Index 2019/202€lties rating (green high MCI, orange averageMClI, red- low MCI)

1. Khmelnytskyi 72,96
2. lvano-Frankivsk 66,95
3. Lviv 66,15
4. Vinnytsia 65,45
5. Ternopil 63,89
6. Chernihiv 62,88

7. Kramatorsk

8. Chernivtsi

9. Lutsk

10. Rivne

11. Zhytomyr

12. Uzhhorod

13. Kharkiv

14. Kropyvnytskyi
15. Dnipro

16. Sumy

17. Mykolaiv

18. Sievierodonetsk

58,84
58,72
55,33
54,53
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53,69
51,80
50,81
50,68
49,91
49,52
49,50

19. Cherkasy 46,07
20. Poltava 44,91
21. Kyiv 44,10
22. Zaporizhzhia 42,41
23. Odesa 40,80
24. Kherson 31,62
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Khmelnytskyindex value (72.96) is 6.01 points higher than Iv&nankivsk (66.95 points), which took second place.
It is more than twice as high as in Kherson ranked the last (3K6®&)elnytskyivas able to take the first position
thanks to the leadership in sex@rMCI components (suindices).
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Khmelnytskyiranks first in four components (stibdices): Access to Public Propertyransparency andata
Opennesdnformal Payments and Corruptigdunicipal Authorities Leadership

The group ofcities with an average I value includes 12 cities that showed high results within the individual
comporents (subindices)ut finally were not able tshow a high ragdt. This group includddzhhorodamong others
which leads itwo subindices:Compliance CostdTaxes and Ciies, and Kramatorsk, whidk the safesaccording

to the survey(Component 7Security of Operating a Busingss

The municipalities of this group have opportunities to improve and compete with the cities of the group with a high
MCI. However, if certaipomponents of the municipal policy are improved, they may be overtaken by representatives
of a group of cities with low MCI.

The lowest MCI indicators were recorded in Cherkasy, Poltava,ZagigrizhzhiaOdesaand Kherson. These cities
demonstrated poblems in most dimensions of the researctheTlowestMCIl 2019/2020value was recorded in
Kherson. This city showed the lowest results in three components {gwlices):Transparency anBata Openness
Taxes and DutietnformalPayments andCorruption Alsq the last positions isomecomponents gub-indexes) are
occupied by Odes&(arting a BisinessSecurity of Operating a BusingsgaporizhzhigAccess tdPublic Property
Kyiv Compliance CostsPoltava Municipal Authorities Leaderg)i KropyvnytskyiDevelopment resourcgand
SievierodonetskSupport of innovatiors

Fig.4. Municipal Competitiveness Index 2019/2020 the map of Ukraine (green colehigh MCI, blue color medium MCI, red color low
MCI)

Chernihiv

44,10 Sumy
tutsk  Rivne EN
Kyiv
Zhytomyr
63,89 m
L5 72,96 46,07 ER Kharkiv
Ternopil i . m [ 19 | Poltava
Khmelnytskyi |y Cherkasy
Vinnytsia
I!. V Sievierodonetsk
vano-
Uzhhorod Frankivsk Kramatorsk
P Kropyvnytskyi Dnipro
Chernivtsi
42,41

Zaporizhzhia

MCI score
I City ranking

MClI scale
Low Medium High
I ]
0 100

19



4.1. Component 1. Starting a Business

4.1.1. Municipalities Results
According to the research, the highest results within Component-iiztdx) 1Starting a Businessere recorded in
Kropyvnytskyt 8.52 points. Sumy (8.32), Chernihiv (8.@&gvierodonetsk7.9), Ternopil (7.88), and Rivne (7.48)
are also among the leaders. These results are possible due to a combination of factors such as low terms for busine
state registration and changing USREOU information, fewer obstacles during registration, provsiieg®advice
during the registration process, and sufficient provision with state registrars.
At the same time, the worst suindex indicators were recorded in Kyiv (4.19), Lviv (4\0iApytsia(3.99), Cherkasy
(3.73), Dnipro (3.71), Kharkiv (3.08daddesa (2.65). Thus, these cities are also leaders in terms of population and
the number of registered businesses (Kyiv, Kharkiv, Dnipro, Odesa, Lviv). This may indicate that in the largest cit

entrepreneurs face more difficulties while registeringitheusinesses.
Fig.5. Component 1. Starting a Business: the municipalities results

1. Kropyvnytskyi . 8 52
2. Sumy I 3,32
3. Chernihiv I 8,05
4. Sievierodonetsk I 7,00
5. Ternopil . 7,88
6. Rivne I 7,48
7. Poltava I 7,21
8. Uzhhorod I 6,02
9. Kramatorsk s 6,28
10. Kherson I 6,06
11. Lutsk s 5,89
12. Chernivtsi I 4,96
13. Zaporizhzhia m 4,94
14. Khmelnytskyi s 4,65
15. Zhytomyr I 4,49
16. Mykolaiv nE 443
17. Ivano-Frankivsk m e 4,32
18. Kyiv N 4,19
19. Lviv . 4,07
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23. Kharkiv maaaaeassssssmm 3,08
24. Odesa NN 2 65

0,00 1,00 200 300 400 500 6,00 700 8,00 9,00

In 2018¢ 2019 entrepreneurs from Chernihiv (3.5 days on average), Rivne (3.8), Ternopil (4.4} rivakiosk (4.9),

and Sumy (5) were the fastest to register a business. This is a few days faster than the national average of 6.1 da

At the same time, the fastéshanges to the register were made in Sumy (2.2 days), Chernihiv (2.3), Rivne (2.3),

Zhytomyr (2.5), andKropyvnytsky(2.7); that is about a day faster than national indicator (3.6). The longest state

business registrations took place in Dnipro (7.6 Ja¥snytsia(7.6), Kramatorsk (7.7), Odesa (8.1) and Lviv (8.3). At
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the same time, amendments to the USREOU took the most time in Cherkasy (5.3 days), L¥ap@ri2)izhig5.2),
Mykolaiv(4.7) and Kharkiv (4.6).

Almost 8.8% of respondents who registd a business in 20182019 reported problems and obstacles during this
procedure. However, in some cities, entrepreneurs complained less about this problem: Kidpymanytskyi4.4%

in Poltava, 3.9% in Lviv, 2% in Chernihiv, and no responde8isviarodonetsk Though 21.9% of respondents in
Kramatorsk, 16.6% in Lutsk, 16.4% in Odesa, 13.82&pnrizhzhiaand 13.8% in Zhytomyr experienced such
problems.

70.7% of respondents were able to get the necessary advice during business registrationg2209.&t the country

level. In Chernihiv, 85.8% of respondents received such assistance, 83% in Ternopil, and 81.9% in Rivne. Howeve
Kyiv such assistance was available only to 53.4% of respondents, in K&k, in Odesa60%, and in Dnipre
61.7%. Thus, in the largest cities, entrepreneurs had more limited opportunities to get the necessary advice.

In some cities, entrepreneurs were also able to obtain permits faster than on the national level. Obtaining permits
and registration documentsiithe construction sector on average in the country took 37.2 days. At the same time,
in Odesa, it took more than 137 days, in Ivdfrankivsk 108.7 days, andinnytsia- 69.8. In other cities, this is
several times faster. For example, in Zhytomyrpdk 20.9 days, iMykolaiv- 21.9, and inKropyvnytsky 22.8.
Similarly, in some cities, more time was required to obtain a declaration of business entity material and technica
base compliance with the requirements of fire safety legislation. If ah#@onal level it takes an average of 11.8
days, then in Cherkas$8.9, in Ternopi 18.2, and in Uzhhorod17.8. Thus in Chernivtsi, it takes 7,2 days, in Rivne

- 7,5, inMykolaiv- 8,3.

Quick registration and obtaining permits help start a businestefaAccording to the survey, the longest time passed
from the date of documents submitted to the first sale of goods/services transactidaporizhzhig44.5 days),

Lutsk (42.6) and Lviv (41.5), although in general in Ukraine this indicator was $2. Atidne same time, the fastest
business start was documented in Kherson (21.4 days), Chernivtsi (23.9), and Sumy (24.5).

One of the possible problems in large cities with low results may be a greater burden on business registrars. In son
cities, thereare more than 10 registrars per 10,000 business entities (in public authorities, municipal authorities, and
public notaries). For example, Kropyvnytskythis indicator is 13, in Uzhhored 2.2, in Sumy12. At the same time

in Cherkasy it is 4.6, imytomyr- 5, in Odesa5.3, in Kharkiv5.4, in Dnipro 5.7

4.1.2. Component 1 individual parts analysis

To estimate tle time that businessespend on state registration, the share of respondents who were to be registered
in 2018¢ 2019 wasincluded in thesample design. This share is 24% on average in the sample (1149 out of 4800
respondents after the application of statistical weights), ranging depending on the city from 21% to 29%.

4.1.2.1. Sate business registratiorduration
On average, in 20182019, thestate registration procedure lasted for 6.1 days.

State registration duration by type of businessThere is no difference in the duration of registration for
individual entrepreneurs and legal entitiem both casesit is 6.1 days.

The time spent by repesentatives of small and mediursized businesses on state registration
procedures is almost the samdtis 6.1 days for microenterprises, 5.8 days for small businesses, and 5.9 days
for medium business. The number of large enterprises in the sampledudd and answered this question was too
small for statistical comparisorts

4 Data on state registrars number in state registration oflegntities, individual entrepreneurs and public organizations having
access to the Unified State Register, are given by the Ministry of Justice of Ukraine in response to a request for public
information. Number of business entitiesiccording to the Stat Statistics Service of Ukraine. More informatian the field
research report.
5 The number of large enterprises in the sample was too small for statistical comparisons, these are only two enterprises wher
the duration of registration was 14 and 16 dayespectively.
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Fig.6. State registration duration for new business (by sector), days
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State registration duration by sectorThe duration of state registration varies depending on the sector. It
was the longest for those working in the agricultural sector (7.9 days) and construction (7.4 days). Representative
of the information and communication servicasid trade sector repodd the duration of state registration for 6.8
days, other services 6 days and industry 5.1 days. The duration of the procedure was the shortest for
representatives of professional servicemly 3.6 days.

4.1.2.2. Challenges during the registration procedure

9% of entrepreneurs anenterprise manageraho registered their business in 2042019 reported some difficulties
during state registration.

Registration poblems bytype of businessThese shares are the same fodividual entrepreneurand
legal entites: 9% of businesses in each of these groups reported some difficulties during registration.

Registration problemsby business sizeFor different sized businesses (SMEs), the registration procedure
was approximately the same ferms of difficulties8% of mediunrsized businesses, 10% of small businesses and 9%
of micro-businesses faced problems wiittthis procedure 8%.

Registration problemsby sector.Enterprises andEsin different sectors report difficulties while registering

a business to theame extent: the corresponding share is in the range of 7% for trade to 11% for professional services
The only exception is agriculture: in this sector, 16% of businesses reported problems with registration, which i
significantly more than in other semts

Fig.7. Share of businesses facing registration problems (by sector), %
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8 The number of large enterprises in the sample on this question was too small for statistical comparisons.
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4.1.1.1. Assstance or advice in filling iror submitting state registration
documents

The majority of individual entrepreneurs and enterprise representatives surveyed (81%) indicated that they had the
opportunity to receive advice or other assistance while fillingor submitting documents for business state
registration.

Registration assstance by type of businessManagers of legal entities report this possibility more often
(84%) tharindividual entrepreneur$78%).

Registration assistance by business sizZémaller businesses are more likely to report the possibility to be
consulted wien registering. Tlsiwas available to 82% of mierderprises compared to 77% of small businesses
surveyed.

Registration assistance by sectorThe opportunity to receive advice or other assistance in fillimgr
submitting documents was the same for enterprises in all sectors except agriculture. Only 63% of businesses in th
sector reported having had the opportunity tee consulted while regtering and for all other sectors this share
ranges from 80% to 83%.

Fig.8. Share of businesses that had the opportunity to receive advice or assistance wgjistering(by sector), %
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4.1.1.2. Time passed from registration to the firgjoods or services sateansaction

On average, it took a little more than a month for respondents (32.1 days) from the date of document submissior
for registration to the first time to sell products or services.

Thetime before the first sale transadbn by type of businessTo get the first income from the goods
or services sale, legal entities spent more time (39.4 dayaveragé than individual entrepreneurs (25.4 days
average.

The time before the firstsale transaction by businessize Firms and entrepreneurs with small and
mediumsized businesses spent a little more time getting the first results than mizesl businesses. Thus, this
period was approximately 46.3 days for medisimed businesses, ardb.8 daysfor small ones, while for
microbusinesses this time averaged 31.2 days.

The time before the first sale transaction by sectorStarting a business took the most time for
entrepreneurs and firms in the industry, compared to respondents from aketors. 46.4 days passed on average
for them from the registration documents submitted to the first sale transaction. They are followed by the
construction and agriculture sectors, where this figure is 44.3 and 43.6, respectively. Shorter terms ared@tord

”The number of large and mediugized enterprises and individual entrepreneurs in the sample on this question was too small

for statistical comparisons.
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services and trade sectors (from 30.4 days in the "other services" sector to 22.8 days in the "professional service
sector).

Fig.9. Time passed from registration documergsibmittedto the first product or service sale (by sector), days
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41.1.3. Prevalence and duration adimendmentgo the information contained in the USR state
registration

33% of respondents reported that in 2018 or 2019 they registaraéndmentgo the information contined in the
Unified State Register of Legal Entities, Individual Entreprenaunrs Public Associations (USR). On average, this
procedure lasted 3.6 days for them.

Amendmentsto the USR registraiton by type of businessThe share of business among legatitees

that underwent this procedure is 38%, which is more than for individual entrepreneurs. For the latter, this share was
24%. There was no significant difference in the time spent on amendments to the USR: it was 3.8iddixsdual
entrepreneursand 3.5 days for legal entities.

Amendments to the USRegistration by businesssize. Largerbusiness entitiesnade changes to the
registration documentsnore often than smaller onesn partcular, 62% of large enterpriseanagergeported that
theymade these changes in 20¢2019, and fomedium and small businesstds share decreases to 49% and 46%,
respectively. Sucamendmentswvere rarely made bynicrobusiness representativesnly by 30% of them.

Fig.10. Prevalence (Yoand duration (dayspf amendingto the USR procedure (by business size)
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The procedure for amending the USR lasted the longest for medized businesses. These companies and
entrepreneurs took an average of 5.3 days for this procedure. Large ersgsgpent slightly less timenaverage
of 4.6 days, and small and microbusinesses dheseast (3.6 and 3% of the day, respectively).

Amendments to the USR registration by sectadregal entities antEsoperatingin the construction and
industrial sectors were more likelp make changes to the USR201L8- 2019 than businesses in other sectors. 38%
and 37%, respectively, of these industrieslicated that they had made such changes during this time. Entrepreneu
and firms working imnformation and communication servicesrely made such changes: only 26% of them.

Fig.11. Prewlence (%) and duration (daysf amendingto the USR (by sector)
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4.1.1.1. Termsto obtain permits

Respondents who received permits related to starting a business, its advedisthgnges ifbeautificationin 2018
¢ 2019 indicatedhow many days they spent to get each of these documents, starting from the date of application
and ending with the day of receipt.

To obtain permits and register documents in construction, business representatives spend more than a month: al
average of 37.2 ays. These documents include notification to start preparatory and construction works, the
declaration to start preparatory and construction works, permit for construction works, declaration of readiness for
commissioning, certificate on commissioning lod tompleted constructiorgtc 8.

It takes a little less time (29.8 days on average) to obtain such a document as a passport of the temporary facili
designated for commercial, household, social, cultural, or other purposes used for business actyitgpdind an
average of 11.8 days to draw up a declaration certifying the compliance of the material and technical base o
economic entities with the requirements of the legislation on fire safety. This is the shortest period compared to
other permits. It akes about three weeks on average (21.8 days) to approve the signboard placement for a business
and it takes almost a month to obtain a permit for outdoor advertisi2g.6 days. It takes two weeks (14 days on
average) to obtain a decision on the statgistration of the market operator's capacity. And to get permission to
disturb beautification objects, businesses will have to wait an average of 18.1 days.

Termsto obtain permits by type of business In most cases, legal entities spend more time obtaini
permits thanlEs.

8 The construction sector has met the largest regulatory relaxation in several years, while construction is a complethattivity
has an impact on people's safety. To estimate the "regulatory burden" caused by regulationgnedhisis necessary to
analyze data over time period.
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Fig.12. Time spent on permits registration (by type of business), days
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Fig.13. Time spent on permits registration (by business size), days
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This difference is especiakygnificant when obtaining such documents as a passport of the temporary facility and
permit for outdoor advertising. It takes on average of 34 days for legal entities and 24.6 days for individual
entrepreneurs to obtain the passport of the temporary fagilAnd obtaining a permit for outdoor advertising takes

on average of 30 days for legal entities and 23.4 daysBsiHowever, permits for construction and disturbing
beautification are the exceptions, for which individual entrepreneurs have to wagtelothan legal entities. Thus,
while legal entities on average receive building permits in 36.8 days, and a permit for disturbing beautification in 17.-
days, it takes 42.9 days and 22.9 daydEsrespectively.

Terms to obtain permits by business siz&here are differences in how long it takes to obtain various
permits for differentsized businesses. Obtaining construction permits and registration documents are the most
delayed for large enterprises as they register these documents on average of haoréwio months (63.2 days).
Although it takes quite a long time for smalked businesses and microenterprises (43.4 days) to obtain these
permits.

It takes for about a month for mickpsmall and big businesses to obtain a passport of the temporartyfadihe
situation is even worse for a mediusized business. According to representatives of this business group, it took
them an average of about five months to receive such a document: 149.6 days.

Big businesses differ from smaller ones as on averthgsy, spend much more time on approving the signboard
placement. This permit took on average of 79 days for large enterprises that participated in this survey, while it wa
up to 25 days for micrgp small and mediursized businesses.

A certain differencesi observed in terms of obtaining permits for outdoor advertising by enterprises of different sizes.
Among the survey participants, this period was longer for small (33.9 days on average) and medium (34 day
businesses than for microbusinesses (25.5 dagd)large enterprises (average 19.4 days).

Terms to obtain permits by sectorkirms and entrepreneurs representing various economy sectors differ in
how much time they spend on obtaining permits. The industry breakdown of respondentseadioved permits
and registration documents for comaction, shows that on averagbe agricultural sector was the fastest to receive
them (in 13 days). The construction sector also receivesd documents fairly quickliyt 29 days, while for all other
sectors, this period is 35 days or more.

Obtaining a passport of the temporary facility takes a record amount of time, averaging 98.7 days for the industria
sector. This is longer than in all other sectors, where the average time to receive this doaoasniot exceed 39
days. Besides, the industry is one of the sectors where entrepreneurs and companies are the longest waiting to obta
permits to disturb beautification (average 30.3 days).

On the other hand, industry representatives report tsleortest terms for obtaining signboard placement approval
and permit to place outdoor advertising. It takes them on average of 11.3 days and 16.1 days, respectively. Th
services sector business has to wait for the longest for these pertaigand enterpises surveyed operating in
information and communication servicesited for signboard placement approval for on average of 33.6 days, and
businesses providing professional services had to spend on average of 49.6 days to obtain permits for outdoc
adverising.
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Fig.14. Time spent on permits registration (by sector), days
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4.1.1.1. Main outcome briefly

1 It takes about six days for both individuals and legal entities to register a business.

120,0

1 Every tenthindividual entrepreneunr enterprise manager faces some difficulties or problems registering a

business, mostly in the agricultural sector.

1 Ittakes a little more than one month on average from the time of registration to the first good or service sale.

1 Industry, constructionad agriculture businesses need more time from registration to start to carry out their

first sales transaction than trade and services businesses.

1 Legal entities tend to spend more time obtaining permits than individual entrepreneurs (except for
constructon permits and permits to disturb beautificatiolEshave to wait longer to get them than legal

entities).

1 It takes the longest time to obtain permits for the construction sector.
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4.2. Component 2. Access toPublic Property

4.2.1. Municipalities results

According to the research, the Component 2 leader in the number of poiKisneelnytskyt 8.03 points. Also, the
group of cities with the highest stihdex indicators includes Chernivtsi (7.53)evierodonetsK7.38), Lviv (6.33),
lvanoFrankivsk (6.29) YR / KSNYAKA QD S6cdumM0Od ¢KSasS OAGASAQ KAIK
indicators: the availability of information on vacant communal property land plots and municipal real estate, the
availability of certificates proving the land plotsvnership/lease rights for business, and the time to get such
certificates.

At the same time, some cities showieaver results which indicate lack of access to public information on communal
property and challenges while obtaining land parcel documetdporizhzhigfor example, received only 2.67 points,
Kharkiv- 3.09, Kyiv 3.35, Rivne 3.72, Uzhhorod 3.98.

Fig.15. Component 2. Access to public property: municipalities results
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Only 30% of respondents reported they hasegtificatesconfirming the right for ownershigéase of land engaged

in their business activities (these are 46.8% of those who believe that the land parcel documents issue concerr
them).In Sievierodonetskhowever, 47.3% of respondentenfirmedthey havethesecertificates in Kranatorsk and
Ternopil- 38.8% in Kherson- 37%,in Mykolaiv- 35%. The least respondents have lgratceldocuments in Kyiv
(19.2%), Lviv (21.9%), Dnipro (22.8%), Odesa (22.9%) arkiM{B2.5%). Thus, the lackeefrtificatesis most typical

for the largest cities in Ukraine.
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The length of the procedes for obtaining land ownershil@asecertificatesalso differs significantly in the cities
selected for the research.

If this figue is 72.4 days on the national level, such procedures can take a longer time in some municipalities. Fc
example, entrepreneurs needed on average of 278 daysaporizhzhia248 days in Rivne, 171 days in Dnipro. In
Chernivtsi, this is 23 days, in Ode&® days, ilKhmelnytskyi 42 days.

18.1% of respondents reported the availability of information on communal land, which can still be given for use ol
is used for construction, et&hmelnytskyis leading among the cities, and topped the ranking withensubindex,

with 33.6% rate. Chernivtsi is in second place with 25.5%, and Lviv is the third with 24.2%. In contrast, the wor:
situation was in Kyiv (11.2%), Odesa (11.3%), and Poltava (11.4%), where the smallest share of respondents repor
accessa information on communal land.

29.2% of respondents believe the information on municipal real estate (includingesatential premises) which is
leased or can be leased for business activities is available to theiKhityelnytskyiLviv, and Chernistlead in the
ranking within this indicator. Respectively, 44.1%, 42%, and 40.3% of respondents in these cities confirmed they h:
access to this information. The worst situation within this indicator is observed in Kherson (20%), Kramatorsk (22.9%
Lutk (23.4%).

4.2.2. Component 2 individual parts analysis

4.2.2.1. Rights for land propertyand leaseavailability and their registration duration

Almost half (47%) of companies and entrepreneurs who carry out their business activities on a certain land plo
reported they have certificates confirming the ownership or lease rights for this plot. 38% of these respondents drew
up these certificates in@L8 or 2019. They spent on average of 72.4 days on the entire procedure to get these
certificates, starting from the date of application (or other documents) and ending with the date of supporting

documents receipt, i.e. signing a land rental agreememeoeiving an extract from the State Land Cadaster.

Land ownership orlease rights registration availability and duration bybusinesstype.
Individual entrepreneurs have documents proving their land ownership or lease rights less often than legal, entitie
but on average spend less time to get them. Thus, 43Mspéported they have a certificate confirming their land
ownership or lease right, 39% of them got this document recently: in 2018 or 2019. The whole registration procedure
took them an averagef 34.3 days.

The share of legal entities having this certificate is slightly higher: 49%. 37% of them received this certificate in 201
¢ 2019, and this is close to the individual entrepreneur indicator. However, the time taken by land ownershgeor lea
registration procedure for enterprises is on average of 87.5 days.

Fig.16. 16. Land ownership or lease rights registration prevalence (%) and duration (days) (by business size)
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Land ownership oreaserights registration availability and duration by sizeAs the size of the
business increases, the share of entrepreneurs and firms that have a document certifying their land ownership o
leaseincreasesThus, among micrbusinesses operating on a certdand plot, only 41% of respondents have this
certificate (38% of them issued it in 2042019). The share of entrepreneurs and companies with the certificate has
been growing to 61% among small businesses (35% of them issued it #2@DD)8 For mediunsized businesses,

this share is already 77%, while 41% of them reported they registered the land ownerségsenights in 2018;

2019. And the percentage of those havicgrtificates is the highest among large enterprises: 82%. 40% of them
issued thidlocument in 201& 2019.

Entrepreneurs and enterprise managers who registered the land ownerskepsarights in 2018 or 2019, reported
how much time this procedure took. For various sized businesisetook from 56.9 days on average
(microenterprise$ to 130.1 days (mediursized businesses enterprises and)SP

Land ownership orleaserights registration availability and duration bysector. Industrial and
agricultural enterprises anlEsare more likely to have certificates proving land rentabamnership than businesses
operating in the service sector. Thus, among the businesses surveyed who use the land to carry out their activitie
the highest rates for land ownership or lease rights are in agriculture (66%) and industry [B08@hare reduces

to 50% for trade and to 39% for construction sectors. Relatively small shane®mhation and communication
serviceq30%) and professional services (25%) entrepreneurs and firms surveyed have the certificates, although fc
other senices sector representatives the corresponding figure is higher: 47%.

Fig.17. Land ownership or lease rights registration prevalence (%) and duration (days) (by sector)
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In 2018¢ 2019, these certificates were most actively issireagriculture. This was reported by 53% of this sector
representatives. Also, the procedure to obtain documents proving land ownership or lease lasted the longest fol
them: on average of 167 days. The average procedure duration did not exceed 95 datherf@ectors, it took the

least time for the trade sector: on average of 52.6 days from the date of application to the date of supporting
documents receipt for this business.

4.2.2.2.  Attitude to information on commurl land availability

Entrepreneurs and managerof firms of different sizes, sectors and business types answers to the question of
whether they have access to information on communal land which has not yet been provided for the use and can b
used for construction or other purposes, differ. Particud#tention should be paid to the share of respondents in
each of these groups who could not answer this question, as this shows the level of awareness on such an importa
business opportunity as the land availability in their city.
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18% of respondents salisinesses can get information on communal land that can be used for construction or other
purposes in their city, while 35% said that such information is not available in their city. At the same time, the larges
share of respondents (46%) do not knowaetlier such information can be found in their city. This shows that in
Ukraine on the national level almost half of business representatives do not know whether they could, if necessary
get information on the communal land availability to expand theindibgs.

Attitude to information on commural land availability by type of business Managers of legal
entities and individual entrepreneurs are approximately equally informed about land available in their city. 18% of
respondents in each of these groups said that informatariand could be obtained in their city, and the share of
thosewho could not answer i3 question was 47% for enterprisganagersand 45% forndividual entrepreneurs

Attitude to information on commural land availability by size Large businesseare the best
competent on whether their city provides information ommmunal land available for business. Only 39% of
respondents representingig business could not answer this question, while for smaller businesses the
corresponding figure ranges from 46% to 48%. Also, managers of large enterprises are the only categgngss
surveyed by size, where respondents mostly claim this information is available in their city. While smath and
mediumsized businesses say that businesses do not have access to this inforriiatoshare of large enterprise
managers whdelieve that their city provides such information (36%) exceeds the share of those who say they do
not have opportunities teeceiveinformation onavailablecommunal land25%).

Fig.18. Attitude to information on communal land aviability (by business size), %
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Attitude to information on commural land availability by sector.Businesses working in agriculture
and construction are better informed about whether it is possible to obtain information on communal land available
for development or other purposes in their city than businesses in other sectors. Among the agricultural sector
representatives, for instance, the percentage of those who could not answer this question is 35%, and among th
industry representatives 37%. Thiss less than in other sectors, where the corresponding share ranges from 40%
(professional services) to 54%formation and communication services
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Fig.19. Attitude to information on communal land availability (by sector)
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At the same time, agriculture and construction representatives have opposite views on the availability of information
on unoccupied communal land. If 24% of entrepreneurs and managers of construction comparifeysay get

such informationin their city(the largest share compared to other secipiig agriculture, by aatrast, this share is

only 14% (the lowesimong other sectons

4.1.1.1. Attitude to information on municipal red estate availability

The interviewed business representatives also repovbeéther, as far as they knew, information on municipal real
estate was available in their city, including A@sidential premises that are rented or can be leased for business
activities. Having such information is important to keep local businesses afvapportunities to expand or change
their business and they may need to rent premises for that.

According to the survey, 42% of respondents (entrepreneurs and firm managers) could not answer this question, i.¢
they do not know whether their city provigeinformation on real estate available for rent. And the rest of the
respondents are divided into groups the same by number according to their estimates on such information
availability: 29% believe the information on the premises that can be rented ikbbein their city, and another

29% believe such information is not available.

Attitude to information on municipal real estate availabilityby type of businesslindividual
entrepreneurs and legal entitmanagers equally claim that information on munalipeal estate is available in their
city: this answer was given by 30%B$and 29% of enterprise managers. Almost identical shares of respondents in
these two groups could not answer this question: 41%Esand 43% of enterprise managers. 29% of ceslents

in each group deny the existence of this information in their city.

Attitude to information on municipal realestate availability by size. As in the case of information

on land availability in the city, big businesses are best informed about whhestate can be rented in their city.
Only 31% of the managers of these enterprises could not answer the question on the availability of information or
municipal real estate for rent, while for smaller enterprises the corresponding share was 42% oAb same

time, in this size category, respondents most often claim that information on available real estate in their city is
accessible: this opinion was expressed by 41% of big businesses compared to 30% micro, 28% small, and 2
medium. At the saméme, respondents grouped by size most often claim they have access to information on real
estate available in their city: this opinion was expressed by 41% of large businesses compared to 30% @Bfticro
small, and 26% medium businesses.
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Fig.20. Attitude to information on municipal real estate availability (by business size), %
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Attitude to information on municipal real estate availability by sectorlEs and companies
operating in construction are best informed abouhether their city provides information on municipal real estate
available for rent. Only 33% of industry representatives could not answer this question, and this is the lowest
compared to other sectors. One of the largest shares of respondents, who gesitise answer to the question on
whether it is possible to find information on municipal real estate in their city, is among the construction sector
(32%). The highest number of affirmative answers was recorded in the information and professionakssgior:

34% of both sectors representatives reported, such information was available.

Fig.21. Attitude to information on municipal real estate availability (by sector), %
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4.2.2.3. Main outcomes briefly

1 The procedure to get certifites confirming land ownership or leaseotoon average of more than 72 days for
businesses in 20182019. It was the longest for the agricultural sector and the shortest for the trade sector.
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1 Almost half of the respondents do not know, whether theredsess to information on communally owned land,
available for construction or other purposes, in their city. The share of respondents who claim it is not available
in their city exceeds the share of those who say they have access to information on ldatlavaitheir city.

1 The shareof respondents who believe that information on municipal property for rent is available in their city,

and the share of those who take the opposite view (that this information is not available) are approximately
equal.
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4.3. Component 3. Transparency and Data Openness

4.3.1. Municipalities results
Khmelnytskyi which received 9.34 points is the leader within Component {sdbx) 3Transparency and Data
OpennessVinnytsia(8.34 points), Ternopil (7.34), Ivafoankivsk (7.30), anghytomyr (7.23) are also in the group
of cities with high sufindex indicators. Entrepreneurs gave the biggest points to the availability of information on
local budgets, local regulations, and public procurement in these cities.

At the same time, thevorst situation is observed in Kherson, which received 1 point, and the smallest share of
respondents chose the marks "good" and "excellent" in terms of various types of public information availability. Alsc
in Cherkasy (3.58 points), Poltava (3.23), Od295) and Sumy (2.94) demonstrated low results.

Fig.22. Component 3. Transparency and Data Openness: municipalities results
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Only 10% of all respondents rated access to information on the local budget as "good" and "exddbemier, in
Khmelnytskysuch assessments were chosen by 22.4% of respondents, in Chert@#; in TernopH 15.5%, in
Vinnytsia- 12.7%, and in Kharkid2.5%. At the same time, in Kherson, this indicator is only 3.9%, in-Sui¥g, in
Cherkasy 5.3%.

Access to local regulation acts was best ratedinmytsia(22%) Khmelnytsky{18.7%), and IvanBrankivsk (18%).
'd GKS alyYS GAYSI 2yteée nomz 2F NBaLRYyRSyida Ay YKSNI
KropyvnytskyiAtthe national level, this figure is 13.9%.

36



Zhytomyr is leading in terms of access to information on public procuren28% of respondents rated it as "good"

and "excellent". IVinnytsisandKhmelnytskythis figure is 22.9%. The smallest share of pes&ssessments is again

in Kherson (9.1%). The indicator is also low in Sumy (10.7%) and Odesa (12.1%). At the same time, 17.3%
respondents positively estimated access to information on procurement at the national level.

4.3.2. Component 3 individual parts a nalysis

4.3.2.1. Attitude to information on the budget, regulations and procurement availability

To estimate how open cities are in terms of information on their costs and budget, respondents assessed the
availability of such information. In particular, they wexsked to assess the availability of information on the local
budget in their city, and whether it is possible to get acquainted with the content of local regulation acts and get
information on public procurement at the expense of the local budget andiediliRespondents rated the availability

of information on each of these types ptiblic policydata on a scale from 1 to 5, where 1 corresponds to an
unsatisfactory assessment; 8atisfactory, 3 average, 4 good, and 5 excellent.

The availability binformation on the local budget was estimated at an average of 2.3 points. 30% of respondents
could not answer this question. 21% of business representatives consider the availability of this information
unsatisfactory, 39% assess it as average or aatimy, and only 10% of respondents mark the availability of
information on the local budget as "good" and "excellent".

The opportunity to become acquainted with the content of local regulations was rated an average of 2.5 points. 29%
could not answer theuestion. 14% of respondents called it good and excellent, the same number of respondents
(14%) were dissatisfied with the availability of information on local regulations and 43% rated this information
available as average or satisfactory.

Respondents atsrated the availability of information on public procurement at an average of 2.5 points. 29% of
respondents could not answer this question. 17% of business entities rated the availability of information on
procurement as "good" or “"excellent", 15% werésshtisfied with the availability of information on public
procurement and 39% of respondents rated the availability as average or satisfactory.

Attitude to information on the budget, regulationsand procurement availability bytype of
business Assessmeis of managers of legal entities alilson the availability of information on various types of
public policy data in the city are almdbie same. ThudEsandenterpriserepresentatives estimated the availability
of information on the local budget at 2.3 points. The assessigHEsof the ability tobecomeacquainted with the
content of regulatory acts is 2.4 points, aemterprise Yl y I 3 SNE&E Q i$ slight ahigheS 35 points.
Assessmentsf the availability of information on the city's publicoggurement were divided the same wag.4 points
from individual entrepreneurs and 2ffom enterprisemanagers.

Attitude to information on the budget, regulationsand procurement availability by business
size.Managers of large enterprises give better assessments to data openness in their cities than representatives ¢
smaller businesses. This is especially evident in the assessment of the availability of informdtietooaltbudget,
which respondents representing large businesses rated on average of 2.8 points, while the average ratings of small
business owners and managers were 234 points. Representatives of large enterprises were also better informed
about the availability of information on the budget, regulations, and public procurement in the city. Only 10% of big
business executives were unable to assess the availability of information on the content of the local regulations an
on public procurement at th expense of the city. Among the respondents representing misraall and middle
0dzaAySaa (GKAA &AKIFINB gla y2ad tSaa 0Ky Hce:2d® alye Y2N
guestion on the availability of information on the local lged (21%). But this share is lower than among other
grouped by size, where it ranges from 29% for microbusiness to 35% for methadbusinesses.
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Fig.23. Average assessment of information on the budget, regulations @nocurement availability (by business size), points
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Fig.24. Average assessment of information on the budget, regulations and procurement availability (by sector), points
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Entregoreneurs and firms in the agricultural sector give slightly lower scores on certain issues. They rated the
opportunity to become acquainted with local regulations content the lowest (by 2.3 points on average), while the
highest average scores were givenrbgpondents representing professional services (2.7). A similar situation has
developed in the assessments of the availability of information on purchases made at the expense of the city
Agribusiness gave 2.3 points, which is the lowest average scor@atethto given by other sectors, while
professional services and construction sectors gave the highest scores: on average of 2.7 points. Besides, the last t
sectors (construction and professional services) showed the best awareness of all the issuesetieat to be
assessed. The share of respondents who did not know whether information on the budget, regulatory acts or publi
procurement is available in their city is the lowest.
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4.1.1.1. Main outcome briefly

Respondents underestimate the availability of infation on budgets, regulations, and public procurement in
their cities.

They rated the availability of information on the budget by on an average of 2.3 points out of 5, and the
opportunity to get acquainted with the content and information of the localulagions on public procurement
by 2.5 points.

Three out of ten respondents do not know how accessible this information is in their city.

Big businesses are better aware of whether this information is available in their city, and have higher estimate:
of the availability of information compared to smaller businesses.
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4.4. Component 4. Compliance Cost

4.4.1. Municipalities results
According to the survey results, the best scores under Componentirfdels) 4Compliance Costere received by
Uzhhorod (8.86), Lviv (8.63), IvaRmnkivsk (8.45), Kramatorsk (8.06) éBidvierodonetsK7.78). The high result
gl a LINPOARSR o0& | O2Yo0AylGA2y 2F NBalLRyRSyGaqQ 322R
local regulatns, as well as the time spent on communication with inspectors. At the same time, high expenditures
of time and money caused low resultsMykolaiv(5.89 points), Zhytomyr (5.87), Kharkiv (5.16), Kherson (3.91) and
Kyiv (2.99). In Kyiv, for example, ttimme spent on compliance with local regulations and communication with
inspectors was the longest, as well as the city, is in the second place by highest monetary expenditures on complian

with regulations.
Fig.25. Component 4. Copliance cost: municipalities results
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On the national level, entrepreneurs spend on average almost 4 days complying with local regulations. However, Ky
has the largest expenditure of time: almost 16 days. There are large time expenditures lsligkoiaiv (7.2 days),
Kharkiv (6.9), Kherson (6.7) and Odesa (6.5). Entrepreneurs also spend the largest share of annual income on Ic
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regulations in these cities: Kherson (9.7%), Kyiv (8.4%), Odesa (5.6%), Kharkiv (5.¥#Rosaid (5.1%). The
average for Arespondents is 3.7%.

At the same time, in Kramatorsk entrepreneurs spend only 1.8 days on compliance with local regulations, ir
Chernivtsi¢ 2.1, in Rivne 2.3, in Lviv and IvanBrankivslkg 2.4. The lowest costs for compliance with regulations
are inlvanoFrankivslg 1.8%, Lvig 1.9%, Lutsk 2.2%, Sumy, and KramatorsR.3%.

According to the survey, city inspectors visit businesses on average of 0.7 times a year. However, in some cities, t
figure is slightly higher. In Kherson and Sumy, folamsg, it is on average once a year, in Lukdknelnytskyiand
Kropyvnytskyt 0.9 times. Compared to them, in some cities inspections take place almost one and a half or two
times less often: in Lviv and Dnipr®.4 times, inZaporizhzhig 0.5, in KyivandMykolaivg 0.6 times.

Analyzing of the average time spent shows that the longest communication with city inspectors is in Kyiv (8.2 days
Zaporizhzhig8 days), Kharkiv (6.8 days), Zhytomyr (6.7 daysphyhkalaiv(6.6 days). The average for the country is

5 days. Less time on communication with inspectors is spent in Uzhhorod (3.1 days}Fraakiosk (3.6),
Sievierodonetsk4.1),Khmelnytsky({4.2)and Poltava (4.4).

4.4.2. Component 4 individual parts analysis

44.2.1. Compliance costs in terms of time and money

Entrepreneurs and companies spend time and money to comply with the laws regulating their activities. Obtaining
permits and certificates, passing insgieas, reporting, and other administrative processes and procedures are not
free for business. In addition to finance expenditures, they also require the working time of managers or employees
and these are business resources that could be directed tastment and growth. Therefore, the more money and
time entrepreneurs spend on administrative issues, the more expensive compliance with the law is for their busines:s

To find out how expensive for businesses in the cities surveyed is following the Idggbreneurs and enterprises
YIyFr3aSNBR ¢6SNBE FalSR 2y K2g Ylye RlIeéa | @&@SFNI GKSe a
percentage of income they spend on compliance with these regulations.

Since the purpose of this survey is to compdre tonditions for doing business in cities, respondents assessed only

the cost of regulation at the city level. This cost (in terms of time and percentage of income) would probably be highe
if business representatives assessed the cost of complying Witkgallations, including national legislation.

Compliance costbdy type of businessOn average, the surveyed business spends 4 days a year and 3.7% of
annual income to meet the requirements of the city authorities for its field of activity. Compliaticeegiulations

in terms of time is slightly more expensive fassthan for legal entities and much more expensive in monetary

terms. Thus|Esspend an average of 4.4 days per year and 6.1% of annual income on compliance at the city level,
while legal enties spend 3.8 days and 2.6% of annual income.

Compliance costby business sizeMoney and time expenditures vary depending on the size of the business: they
increase with its growth. If a microbusiness spends an average of 3.4 days a f¢arYoLJX @ A G K OAG
regulatory requirements, it takes 7.5 days for a small business, and a meiieohbusiness spends 11.3 days. For
big businesses, the average amount of time spent complying with city regulations is 21.3 days and thatlimore
three full weeks. The monetary value of regulation is at about the same level for-psaonall and mediursized
0dzaAySadaasSazr gKAOK aLISYR 06SG6SSy o> YR o®dm:r 2F | yyd
but it is much higher fobig businesses and cost on average of 6.8 % of annual income.
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Fig.26. Time (days) and financial (% of income) compliance costs (by business size)
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Compliance costdy sector. The construction industry differs from others by thiggh cost of regulation in
terms of both time and money. Firms and entrepreneurs in this industry reported they spend an average of 6.7 day
I @8SFNJIFYR nom: 2F Fyydadt AyO02YS 2y O2YLX ALFYyOS oAl
with high financial costs for trade and services (excluding information and professional services), which spend mor
than 4.5% of annual income. However, the time spent by both industries corresponds to the national average: 4 day:
The lowest expendituresf both funds and time for compliance were recorded in information and professional
services sectors.

Fig.27. Time (days) and financial (% of income) compliance costs (by sector)
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4.4.2.2. Inspectionsfrequency and duration

Business insprions for compliance with the law also take some time from entrepreneurs and firms. To estimate
how costly these procedures are, respondents were asked in this survey how often they are visited by city inspectol
and how many days their firms or they amlividual entrepreneurs spend communicating with these inspectors
during their inspections.

As this survey compares the conditions for doing business, including the cost of regulation, in cities, respondent
reported only the frequency and duration of pections initiated by city authorities, such as architectural and
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construction control, public amenities control, and compliance with obligations on payments to the local budget,
control over payment for land and rent of the communal property, control diveipublic toilets and motor transport
parking, etc.

Inspections frequency and duration byype of business According to the business surveyed, the
number of inspections by city inspectors is less than once a year (the average in allciiames). However, the
businesses that passed these inspections spent a deradle amount of time on thenon average of 5.2 days a
year, which exceeds the length of the working week. Wikikand legal entities are inspected by the city authorities
with the same frequency (the number of inspections is on average 0.7 times a year for both of these groups), leg:
entities spend more time negotiating with inspectors (on average 5.8 days compared to 4fordaps).

Inspections frequency and duration by biusess size Mediumsized businesses are most often visited
by city inspectorsind theirinspections last the longest for them. According to representatives of this business group,
they have such inspectiomms average of 2.2 times a yeand they spend adtal of 12.9 days a yedor inspections

Both inspections frequency and durati@re somewhat reducetbr large enterpriseson average of 1.8 times a year
andfor 12.4 daysThe lowest number of inspections by the city authorities was recoridednicrabusiness, ¢n
averageof 0.5 inspections per year) as wellthg shortest time spent on communication with inspectors during
these inspections (4.4 days per year).

Fig.280 adzy AOALI f | dzZiK2NAGASAQ i6m(HagsPbybasiiess skyBlj dzSy 08 o6iAYS&0 | yR
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Inspections frequency and duration by sectofhe most frequent and longest inspections by the city
authorities are reported in the construction sector. Thus, entrepreneurs and companies in this sector are visited or
F SN 3S 2y0S | @SIFNJoe OAde | dzi K2 NA @ feSrc@nmanitatingSviini 2 N
them. At the same time, imformation and communication servicegrofessional services, and in the agricultural
sector these inspections are the least frequent (on average of 0.3 times a year). However, they last differignt
for these sectors: whilénformation and communication servicespresentatives spend on average of 3.5 days
communicating with inspectors, this time is almost doubled to 6.1 days for professional services, and in agriculture
the average inspection dation is close to the national average: it is 5.2 days.
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4.4.2.3. Main outcome briefly

1 Business spends an average of four days a yeaBatid of annual income for compliance with regulations

set by the local authorities referring to its activities.

As the size of the business increases, so does the amount of time it spends complying with these regulation

The construction industry is chartarized by a high compliance cost compared to other sectors.

Municipal authorities inspectors visit businesses on average of less than once a year to conduct inSpections

Businesses operating information and communication servicgsrofessional services, and in agriculture,

rarely pass such inspections.

1 On average, firms and entrepreneurs visited by municipal inspectors spent just over five days a yea
communicating with them.

=A =4 =4 =4

9 Respondents gave answers for 2019. In 2019, the moratorium on the implementation of state supervision (control) of
planned measures for state supervision (control) for economic activity exgitgabi{//zakon.rada.gov.ua/laws/show/1728
19#Tex). A moratorium on inspections was introduced in 2014 for two years, in 2016 the moratorium was extended to 2017
and later to 2018 (with@me exceptions). At the end of October 2018, the State Regulatory Service of Ukraine together with
MEDT and with the support of BettRegulatiorDeliveryOffice (BRDO) launched a pilot system of measures module for state
supervision (control). The systerontains data on unscheduled, scheduled and comprehensive inspections.
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4.5. Component 5 Taxes and Duties 10

4.5.1. Municipalities resu Its
According to the research Uzhhorod (8.75 point8hnytsia(8.28 points) Khmelnytsky{8.02 points), Kharkiv (7.66
points), Chernivtsi (7.58) and Lviv (7.45) received the best marks within Componemdsup5Taxes and Duties

The high performace of these cities was ensured by a combination of factors such as lower tax costs, lower time
costs for the administration dfaxes and dutieslower levels of local tax burdens and benefits on ldasés and
duties At the same time, the lowest scoreseme received by Kherson (2.55), Dnipro (2.93), Kyiv (3.12),
Sievierodonetsk3.26) and Lutsk (3.28), where entrepreneurs reported high time and money costs for taxes paid, the
negative impact of locahxes and dutieand less distribution of benefits ohése taxes payment.

Fig.30. Component 5Taxes and dutiesmunicipalities results
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According to the survey, respondents reported that on average of 26.8% of annual income is spexesoand
duties(including unified sociabontribution). The share of such expenditures is estimated the highe&orizhzhia

and Kramatorsk (30.3%)), ikyand Kherson (30.1%), aBékvierodonetsk30%). At the same time, respondents from
Uzhhorod (23.7%), Ivarerankivsk (23.8%ykolaiv(23.9%), Lviv (24%) and Rivne (24.4%) have the lowest scores.

10n this study, the issue ¢hxes and dutiesoncerned only locdbxes and dutiesLocal taxes include: property tax (which
consists of payment for land, real estate tax other tteamd, transport tax); unified tax. Loadltiesinclude: fee for parking
spaces for vehicles; tourist tatttp://sfs.gov.ua/podatkita-zbori/mistsevipodatki/)
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Analyses of administeringixes and dutieburden show he average highest time costs are in Poltava (92 days),
Dnipro (75 days), Kramatorsk (74 days), Kyiv (73 days) and Kharkiv (66 days), while the average national indicatc
59 days. The least burdensome are the administratidaxd#s and dutiegr Chernvtsi (36 days), Uzhhorod (39 days),
Khmelnytsky{40 days), and Ternopil (44 days).

Respondents also named lo¢akes and dutiesis a barrier to business. This figure is 20.4% for the national level.
However, the highest figure is in Kherson (28.4%), mtaok the last position within the suindex. Locataxes and
duties are also a barrier for respondents fro@ievierodonetsk(27.4%), Lutsk (26.5%), Sumy (25.2%), and
Khmelnytsky{23.4%). On the other hand, the tax burden at the local level is a srobB&cle in Uzhhorod (14.6%),
Kharkiv (14.7%)/innytsia(15.2%), Lviv (16.1%) and Chernivtsi (16.6%).

Only 3.6% of respondents reported benefits for Ideales and dutiepayment in 201& 2019. However, this share

is almost twice as high ikhmelnytskiwith a rate of 7%. And 6.4% of respondents also received benefits in Kharkiv,
6% in Odesa, 5.9% Vinnytsig and 5.1% in Chernihiv. Meanwhile, such benefits were provided only for 1.5% of
respondents in Poltava, 1.6% in Kherson, 1.9% in DniprdVigkdaiv, 2% in Kyiv.

4.5.2. Component 5 individual parts analysis

45.2.1. The amount of taxes and the time spent on their payment

Entrepreneurs and firm managers surveyed often cited high taxes as an obstacle to doing business. Whe
respondents were asked to estimate the amount takes and dutieshey pay, including the unified social
contribution, in terms of their share of annuacome, the average amount of these taxes, according to their
responses, reached 26.8%. But the amount of taxes paid is not the only factor that can hinder doing business. It
also important how much effort and time the business spends on tax admindgsitaie. data collection and
processing, tax accounting, filling in and submitting tax reports, as well as the payment of taxes. According to busine
representatives surveyed, it takes them on average of 58.6 days a year. Both the amount of taxesl! pla@tizne

spent on their administration differ for businesses of different sizes, industries, and organizational forms.

The amount of taxes paid and time spent on administration kype of businessiltis more
profitable for a business to be registeredas individual entrepreneur in terms of paying taxes in UkraiBspay

an average of 19.3% of their annual income, and all administrative procedures involve an average of 15.7 days p
year. The situation is more complicated for legal entities: theyomdg have to pay more taxes (on average of 31.3%

of annual income) but also spend much more time on the administration of tax payments: the average duration of
this activity for legal entities is 90.6 days.

The amount of taxes paid and time spent on admétration by businessize.The greatest burden

in terms of the number of tax payments falls on small and meeiirad businesses, and in terms of time spent on
tax administration- on the big one. Thus, small businesses on average give 33.4% of theil fnconze as taxes,

and medium- 30.8%. The smallest amount of taxes is paid by the niiosiness, but for these firms and
entrepreneurs, it is 25.4% of annual income. Also, microenterprises spend much less time on tax administratiol
compared to larger busesses. On average, one firm or entrepreneur belonging to a microbusiness spends 41.9 day
a year on this. Time costs increase sharply for small businesses (here they are 131.5 days on average) and reac
maximum for large enterprises (they spend on aggr of 201.7 days a year on tax administration).
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Fig.31. The amount of taxes (% of annual income) and the average number of days per year spent on their administration (by baigéjess
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mmmm Taxes and duties as a percentage of annual income

=@—Number of days per year spent on taxes, tax accounting and reporting (the right-side axis)

The amount of taxes paid and the timspent on administration by sectoBusinesses operating in various industries
pay a close share of their annual income as taxes: from about 26% to 30% of annual income. The exception is t
information and communication servicesctor, where the businegmys fewer taxes on average: the corresponding
share is on average of 17.6% of its annual income. Also, in information and professional services sectors t:
administration takes the least time: here it takes on average of 27.1 days and 35.4 days pespeatively, while

for other industries this figure is from 52.6 days for the services sector excluding information and professional one
and up to 87.1 days for the industry sector.

Fig.32. The amount of taxes (% of annual incona)d the average number of days per year spent on their administration (by sector)
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45.2.2. Localtaxes and dutiess a barrier to business

The results of this survey show that high taxes are a significant obstacle for the business surveyed. Ptake$ the
and dutiespaid by businesses are local taxes. To find out how much local taxes hinder doing business, responden
were asked to answehe question of whether locabxes and dutiesre a barrier to their business.
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20% of entrepreneurs and firm managers surveyed said thatfaxas and dutieare a barrier to their business. By
comparison, 34% of respondents cited high taxes takenwhae as an obstacle to their activities, so it can be
concluded that taxes in general, including taxes at the state level, are more burdensome for business thaxescal
and dutiesalone.

The impact of localtaxes and dutiesas a barrier to busines by type of business IEsand legal
entities equally feel the impact of locixes and dutieas barriers to their business. They were called an obstacle by
22% of individual entregneurs and 20% of legal entityanagers.

The impact of localtaxes and duies as a barrier to business by business siZgmall businesses
relatively more frequentlyreport that localtaxes and dutiesiinder their activities: the corresponding share of
respondents in this group is 22%axes and dutieare the least of a indrance to large enterprisest4% of their
managers complaiaboutthis barrier.

Fig.33. Share of businesses that consider lotates and dutiesa barrier to their activities (by business size), %
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The impact of locataxes and dutiesas a barrier to business by sectoAgricultural businesses are
more likely to name locdahxes and duties barrier than other industries. This opinion was expressed by 27% of this
sector representatives. On the othdrand, in information and professional services, the smallest shares of
respondents are hindered by local taxes: they are 13% and 15%, respectively. It is worth noting that in the servic
sector in general, except for two areas mentioned above, a signifiteme of businesses hamed local taxes a barrier:
22%.

Fig.34. Share of businesses that consider lotzates and duties barrier to their activities (by sector), %
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45.2.3. Prevalence of tax benefits

To determine the prevalence of taxié fee benefits at the local level, respondents were asked to indicate whether
they received such benefits in 20§2019. Only about 4% of business representatives in the cities surveyed indicated
they received such benefits.

Prevalence of local tax benétfls by type of businessIndividual entrepreneurs are somewhat more likely
to receive benefits than legal entities when paying local taxes. In 202@19, 5% oindividual entrepreneurs
reported receiving such benefits, compared to 3% of legal entities.

Fig.35. Prevalence of benefits for locéxes and dutiepayment (by business size), %
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® The share of businesses that received benefits for the payment of local taxes and duties in 2018-2019

Prevalence of local tax benefits by business siAedium andbigbusinesses are slightly more likely to
receive benefits reducing their local taxes than mienod small ones. While 6% of meditgized businesses and 7%

of bigones reported that in 2018 2019 they received such benefits, among small and micro businesses these shares
are smaller: 4% and 3%, respectively.

Fig.36. Prevalence of benefits for locédxes and dutiepayment (by sector), %
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Prevalence of local tax beneff$ by sector. There is no significant difference between businesses in
different sectors in whether they received local tax benefits. In agriculture, this was reported somewhat more often,
and in professional services, on the contrary, relatively ddtes, but the difference between sectors in this issue is
small and statistically insignificant.
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4.1.1.1. Main outcome briefly
On average, the surveyed business pays 26.8% of its annual income as taxes.

Business spends an average of 58.6 days per year on tariattation (payment of taxes, tax accounting,
tax reporting, etc.).

The amount of taxes paid as a share of annual income is higher in small and rs&Bdnbusinesses
compared to micreand large ones.

Large business spends the most time on tax admatisin: on average of more than 200 days a year.
However, when transferred to one employee load is higher for enterp(i&egof smaller size.

Legal entities pay more taxes in terms of annual income and spend more time on it than individual
entrepreneurs.

Localtaxes and dutiesire a barrier for 20% of businesses surveyed in general and to a greater extent for
small businesses with 11 to 50 employees.

Almost 4% of businesses have received local tax benefits over the past two years.
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4.6. Component 6. Informal Payments and Corruption

4.6.1. Municipalities results

According to the survey, the best scores under Componentisildx) 6lnformal Payments and Corruptiovere
received byKhmelnytskyi(8.84 points), Ivanérankivsk (8.49)Vinnytsia(7.69) and Dnipro (7.26). These cities
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corruption measures. At the same time, the biggasubles with the level of corruption and antbrruption
measures at the city level are in Kherson, which received only 1.04 points. Rivne (2.53 points), Odesa (3.02), a

Uzhhorod (3.29) are also in the group of cities with low scores.

Fig.37. Component 6. Informal payments and corruption: municipalities results
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Within Dimension Bribes / Gifts for example, the largest share of respondents reported situations related to
GAYTF2NXIE LI @YSyiliaég 06KSYy O02YYdzyAOFGAYy 3 6A(Kc201®)y A OX
in Odesa (14, 0%), Kherson (13.9%), Rivne (11.5%), Uzhho@bY BhdZaporizhzhig11.1%). At the same time,

the least frequent such corruption occurred in IvaRi@ankivsk (6.5%), Kramatorsk (7.3B&)melnytsky{7.6%), and
Chernihiv (7.6%). Meanwhile, 9.9% of respondents in Ukraine dealt with bribes on the nksi@hal

Analysis ofight against corruptior{Dimension 2) shows only 31.8% of respondents in Ukraine on the national level
know about the implementation of specific aftbrruption measures by the municipal authorities (open budget,
electronic receptionanti-corruption municipal program). Minnytsia for example, 44.9% of respondents are aware
of such anticorruption measures. Also, there is a high level of awareness of such measkifesemytsky{42.5%),
Dnipro (40.9%), Lviv (39.1%), and I\&nankvsk (37.7%). At the same time, the least aware of these measures are
entrepreneurs of Kherson (23.6%), Rivne (23.6%), Poltava (2&ié%6grodonetsk25.9%) and Uzhhorod (26.7%).

4.6.2. Component 6 separate parts analysis
4.6.2.1. Informal payments prevalence

Informal payments from businesses to officials among corruption features makingousinesses urgual with
competitors and allowingfficialsto illegally enrich themselves through the services they provide toepnéneurs

using their position. Bsiness represdatives surveyedwere asked to describe their experience with informal
payments. As thiesearchanalyzes the conditions for doing business at the city level, the questions concerned only
informal costs in dealing withmunicipalofficials. Respondents welasked, firstly, whether they found themselves in
situations involving informal payments in cooperation with tmenicipalauthorities on any business issues, and
secondly, what exactly did this situation look lils#10 initiatedan informal paymenand whether the payment was
made.

Informal payments prevalence byype of business 10% of businesses surveyed indicated they faced
situations related to informal payments when interacting with the municipal authorities. At the same time, managers
of enterprises registered as legal entities found themselves in such situations somewhat aften (the
corresponding share is 11%) than individual entrepreneurs, among whom this share is 8%.

Informal payments prevalence bpusiness sizeThe share of respondents who report situations related
to informal payments in dealing with the municigalthorities increases with the increase of business size from micro
to medium but decreases sharply for large enterprises. Thus, while 9% oflmisiress representatives reported
such experience, this share increases to 13% among small businesses%amddg mediursized businesses.
However, for large enterprises, this share significantly reduces: 7% of its managers had such experience.

Fig.38. Share of business that reported cases related to informal payments in communicatithgmaunicipal authorities (by business size),
%
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Informal payments prevalence bgector.There are differences between businesses in different industries

in how often they face situations involving informal expenditures when interacting with local atigsorSuch
experience is most often reported in agriculture and constructi@i% of respondents (this is with a high level of
profitability and shadowing at the same time). In the service sector, on the other hand, these situations are the leas
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common.This is especially true fanformation and communication serviceghere 5% of respondents reported
their experience with informal payments.

Fig.39. Share of business that reported cases related to informal paymentommunicating with municipal authorities (by sector), %
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4.6.2.2.  Scenarios for making and demandirigformal payments

Situations in which the interaction of entrepreneurs and business managers with the city authorities may raise the
issue of informapayments can occur in several ways. First of all, the initiative for such a payment can be taken eithe
08 G(GKS o0dzarAySaaszs 2FFSNAY3IA LI EYSyidx 2NJ o6& YdzyAOALJ f
such a payment. This payment canddke form of a money bribe or a gift. And if city officials demand that businesses
pay informally, this situation may end up with the business meeting this demand or not. Therefore, entrepreneurs
and business managers surveyed, who reported they had parience related to informal payments interacting

with the city authorities, were asked to indicate the scenario under which the events unfolded.

The most common of these is when respondents were asked for a bribe or a gift, but they did not agree. 51% c
respondents who had an experience related to informal payments faced this situation. Business representatives wetr
less likely to report they were asked for a bribe or a gift, directly or indirectly, and they agreed. This answer was give
by 37%, and anottr 10% said they initiated a direct or indirect offering of a bribe or gift. It should be understood
that the last two answers are the most sensitive because here the business admits to being involved in dishonest ar
illegal acts. Consequently, some readents may not indicate such situations and the relevant figures may be
underestimated. Another 28% of respondents who reported situations involving informal payments did not indicate
who initiated the bribe or gift and whether such a payment was made.

Sceanarios for making and demanding informal paymentby type of business Legal entity
managers andEsalmost equally often report they were required to make informal payments and they paid them.
Legal entities more often than individuals say they did neg dpribes, although they were required to do so by the
municipal authorities. This was reported by 52% of legal entities managers compared to 4dindivisfual
entrepreneurs AndlEs;in turn, more often said they offered bribes. This was reported by a#4tem compared to

9% of legal entities.

Fig.40. Scenarios for making and demanding informal payments (by type of business), %
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B They were asked to pay a bribe or a gift, directly or indirectly, and they agreed

They offered a bribe or a gift in direct or indirect form on their own initiative
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Scenarios for making and demanding informal paymenlby business sizeAs the business size
increases, the share of respondents who report they made informal payments at the request of city officials is
growing. While among entrepreneurs and firm managers representing microbusiness, the corresponding share |
36%, for small businesses it increase 40%, and for mediumup to 45%?*%. Atthe same time, the share of informal
payments initiators is decreasing: for microbusiness respondents, it is 12%, fogt¥aland mediumonly 3%.

Fig.41. Scenarios for making andethanding informal payments (by business size), %
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B They were asked to pay a bribe or a gift, directly or indirectly, but they did not agree
B They were asked to pay a bribe or a gift, directly or indirectly, and they agreed

They offered a bribe or a gift in direct or indirect form on their own initiative

Scenarios for making and demanding informal paymenty sector.The service sector distinguish

itself from other industries with the smallest share of respondents who were required to make informakptsym

Of particular note are professional aiformation and communication servicewhere the share of respondents

who reported paying bribes at the request of city officials is the lowest: 15% and 13%, respectively. On the othe
hand, representatives dhe agricultural and the construction sectors were more likely than other respondents to
report both nonrpayment and bribery when required to do so. Moreover, the agricultural sector recorded the highest
share of respondents experiencing informal paymentso initiated those payments themselves (23%).

Fig.42. Scenarios for making and demanding informal payments (by business sector), %
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B They were asked to pay a bribe or a gift, directly or indirectly, but they did not agree
m They were asked to pay a bribe or a gift, directly or indirectly, and they agreed

They offered a bribe or a gift in direct or indirect form on their own initiative

1 The number of representatives of large enterprises that answered this question is insufficient for statistical comparisons.
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4.6.2.3. Informal payments frequency and amount

Enterprise managei$Es)vho face situations related to informal payments while communicating with the authorities
of their city, indicated how many times it occurred in 2618019 and how much money as a percentage of their

annual income they spent on such payments duringpkisod. On average, these situations occurred four times for

business, and the share of annual income spent on informal payments was 3.9%.

Informal payment frequency and amount by type of busineswhile individual entrepreneurs faced
situations related tanformal payments a little more often than legal entities (3.6 times on average compared to 4.3
times for legal entities), they spent relatively less money on informal payments in terms of percentage of income
These costs amounted to 4.9% of income 682019 forindividual entrepreneursand 3.6% for legal entities.

Informal payments frequency and amount by business siReasiness managers and entrepreneurs
working in different sized businesses vary significantly in how many times irg201® theyencountered situations
related to informal payments while communicating with the municipal authorities. However, microbusinesses have
spent more on informal payments in terms of the annual income share. While these shares were 2.8% and 2.9
respectively fo small and mediunsized businesses, the average share of income spent on bribes and gifts to city
officials by microbusinesses is 4.5%.

Fig.43. Frequency (times) and amount (% of annual income) of informal payments in 220849 py business size), %
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Informal payments frequency and amount bgector. The largest amount of bribes paid in terms of
annual income share was recorded in the construction industry. Here, businesses spent an average of 7.2% of th
income in 2018 2019.

Fig.44. Frequency (times) and amount (% of annual income) of informal payments in 22049 (by sector), %
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Construction has also been one of the two sectors where entrepreneurs and enterprise managers most often repor
they have been demanded or offered bribes. The other sector with the highest number of such reports is the
professional services sector. However, here the percentage of income spent by businesses on bribes is lower than
construction: it is 4.4%.

4.6.2.4.  Anti-corruption measures

To resist corruption, anttorruption programs and action plans are being adopted at the city level, and processes
and systems are being implemented to increase transparency and public control: open budgetptons etc. All
entrepreneurs and enterprise managers surveyed were asked if they were aware of such initiatives and events il
their city.

Awareness of anticorruption measures byype of business 32% of all businesses surveyed are aware

of anti-corruption measures implemented itheir city. Managers of legal entities are somewhat more likely to say
they are aware of such measures: this was reported by 33% of legal entity representatives compared to 30% ¢
individual entrepreneurs

Awareness of anticorruption measures by business sizBig business is more likely to know about
anti-corruption initiatives in their city than smaller businesses. The percentage of respondents among large
enterprise representatives who are aware of suchiatives is 39%, while among smaller businesses it does not
exceed 33%.

Awareness of anticorruption measures by sector.Entrepreneurs and enterprise managers in
information and professional services are best informed about measures to resist corrugtibnincrease
transparency in cities. 38% of respondents in each of these industries said they knew about such measures in the
city. Meanwhile, in trade, the smallest share of respondents is aware otamtiption measures: 28%.

4.6.2.5. Main outcome briefy

1 10% of the business representatives said they had situations involving informal payments when interacting witt
municipal officials.

1 One in every five mediursized businesses surveyed had this experience. Large businesses are the least likel
to report such situations.

1 In the sectoral context, enterprisg$Es)in agriculture and construction more often than others report such
situations, while representatives of theformation and communication servicethe least.

1 51% of executives surveyechw reported making informal payments indicated they were required to pay a
bribe but did not pay.

1 37% of respondents who encountered situations related to informal payments said they had paid the bribe
demanded by the municipal authorities, and 10% sa@tbffered a bribe themselves. This indicates problems
with business integrity in the private sector.

1 Informal payments cases are not singular. Businesses that have encountered such situations in interaction wit
the city authorities faced them on averafmur times in 201& 2019.

1 Businesses facing informal payments spent on average almost 4% of their annual income on themcn 2018
20109.

1 32% of all business representatives believe they are aware of the variousoaniption measures (such as
open budgé e-reception, anticorruption programs or plans, etc.) that are implemented in their city.
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4.7. Component 7 Security of Operating a Business

4.7.1. Municipalities results
According to the research entrepreneurs from Kramatorsk (8.34), Chernivtsi (7.44) and Chernihiv (7.37) give the be
assessments to the safety of doing business within Componentiigiety) 7. The high results of these cities are due
to the lower spread obusiness operating in the shadows, fewer losses from criminal activity, less prevalence of
raidership, and lower security costs. At the same time, Odesa (2.92 points), Kherson (2. Zpanzhzhig3.62)
received the lowest valuesf the subindex.In these cities, entrepreneurs mostly suffer greater losses from crime
and raidership and expend more on their safety.

Fig.45. Component 7Security of operating a businessunicipalities results
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According to the survey, almostvery second entrepreneur (45.1%) believes that competitors do business "in the
shadows". In terms of cities, the leader in this indicatoKlenelnytskyi where 51.9% of respondents reported a
similar situation. A high share of positive answers to thissfjon is in Rivne (50.6%), Odesa (49.1%), Lutsk (48.7%),
and Kropyvnytsky({48.6%). At the same time, Kramatorsk reported the least about the work of competitors in the
shadows (30.6%). These answers share is also low in Dnipro (38.3%), Poltava (46.C¥8r@ihiv (40.9%).

14.3% of respondents on the country level reported that in 202819 they suffered losses due to extortion, theft,
robbery, vandalism, arson. The most common such losses were among entrepreneurs in Odesa (18.8%), Rivne (1€
Uzhhood (17.9%)Zaporizhzhigl17.2%), and Zhytomyr (16.7%). At the same time, such cases were less common ir
Vinnytsia(10.76% of respondents suffered such losses), Rmakivsk (11.3%), Lviv (11.4%), Kramatorsk (12%) and
Chernivtsi (12.8%).
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Entrepreneurs Wo suffered these losses were also able to estimate their volume in terms of annual income. On the
country level, this figure is 10.8%. In terms of cities, the highest loss rate is in1Ry®%. Respondents in Poltava
(17.2%), Sumy (16.8%jinnytsia(16.7%), andZaporizhzhig15.4%) also complained about the losses. In contrast,
the lowest losses are in Chernivi§.8%, Kharkiv4.8% Kropyvnytskyi 6%, Lutsk 6.4% and Kramatorsk6.9%.
According to the survey, 2.5% of entrepreneurs were attempigdaiders in 2018 2019. This trouble was most
acute in Kherson, where it was reported by 4.4% of respondents. Compared to other cities, a significant share ¢
respondents reported raidership iRropyvnytsky(3.9%),Zaporizhzhig3.7%), Zhytomyr (3.3%nd Dnipro (3.2%).

At the same time, the safest situation was in IvdfrankivskVinnytsia and Chernivtsi, where only about 1% of
respondents were raided.

The results of the survey show that entrepreneurs spend on average 2.7% of annual income orssbusine
security/protection. On average, the highest expenditures are in Kherson (3.9% of annual income), Odesa (3.8%
Uzhhorod (3.3%), Kyiv (3.2%), aaporizhzhi€3.1%). The lowest security costs are in Chernihiv (1.8%), Kramatorsk
(2%), Kharkiv, andropwnytskyi(2.3%).

4.7.2. Component 7 separate parts analysis
4.7.2.1. Attitude to the prevalence dthe shadow economy

Concealing income or wages, i.e. operating "in the shadows", allows businesses to reduce costs. However, this h
negative consequences fpublic welfare. But this not only deprives local and national budgets of revenue but also
serves as a competitive advantage for shadow businesses, as it allows them to compete on price. To find out ho
much the shadow economy distorts competition for Ukian business, respondents were asked to assess whether
their competitors are operating in the shadows. An affirmative answer was given by 45% of surveyed, with nc
significant differences between respondents representing the business of different sidasiries, and forms of
registration.
Attitude to the prevalence of the shadow economy by typ&f business The shares oindividual
entrepreneursand legal entitymanagers that report operating of competitors in the shadows are almost the same:
46% oflEsand 45% of managers.

Attitude to the prevalence of the shadow economy by business siiediumsized businesses
distinguish themselves among businesses of different sizes. Here, the share of entrepreneurs and enterpris
managers who believe that their cquatitors hide profits reaches 59%, while for all other groups of businesses
surveyed it does not exceed 45%.

Fig.46. The share of businesses believing that their competitors are operating "in the shadows" (by business size), %
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Attitude to the prevalence of the shadow economy by sectoFor four of the seven sectors, no
significant differences in estimates of business operating in the shadow were recorded by entgtf$3e45% of
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respondents hold the opinion that it is sch&indicator is different for the other three sectors. The largest share of
respondents considering their competitors operate in the shadow represents the agricultural sector (50%) anc
construction (48% The least respondents expressed this opinion initifermation and communication services
sector (40%).

Fig.47. The share of businesses believing that their competitors are operating "in the shadows" (by sectors), %
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4.7.2.2. Losses due to crimes

If businesses suffer from crimes that caukem financial damage and damage to private property, it undermines
their ability to operate and worsens the environment for doing business in the city. In this survey, business
representatives indicated whether they suffered losses due to extortionb@of), theft, robbery, vandalism, or
arson in 2018 2019, and, if so, what was the number of their losses. Business representatives indicated in this surve
whether they suffered losses due to extortion (blackmailing), theft, robbery, vandalism, oriardd0h8¢ 2019, and,

if so, what was the number of their losses.

Losses due to crimes biype of business14% of respondents say they suffered losses due to extortion,
theft, and other crimes in 20182019. These losses averaged 10.8% of their annual income. Private individuals and
enterprises have suffered from crimes almost equally. Such crimes were cadnaigtainst 14% ahdividual
entrepreneursand 15% of legal entities and as a resaldividual entrepreneurtost an average of 10.3% of income

and legal entities 11.3%.

Losses due to crimes by business sikediumsized businesses most often face fihextortion and other
crimes, such cases in 2068019 were reported by 27% of its representatives. As for businesses from other size
groups (micro, small, and big) the corresponding share does not exceed 17%. However, microenterprises hay
suffered themost from crime in terms of financial losses. Their losses in 2Q@8BL9 amounted to an average of
11.9% of annual income, while for small and medsized businesses these losses were lower: 7.5% and 8% of
annual income, respectivefy

Losses due to émes bysector. The services business is less likely than other sectors to report losses due to
thefts, extortion, or other crimes, such as vandalism and arson, in 2@089. While for other industries the share

of respondents affected by such crimesfiem 16% to 19%, for the services sector excluding information and
professional services it is 14%. For these two sectors (information and professional services) the corresponding figu

2The number of large enterprises representatives that answered this queistinsufficient for statistical comparisons.
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is even lower: 7% for each. However, the highest financial lossesodcr@mes were recorded in 20182019 in
professional services and agriculture. They accounted for 17.6% of annual income for the professional services sec
and 16.4% for the agricultural sector.

Fig.48. Share of business thatported losses due to crimes in 2062019 and the losses amount (by sector), %

20% 19% 19%
18% 16%
16%
14%
12%
10%

8%

6%

4%

2%

0%

17%

14%

7%

Agriculture Industry Construction Trade Information and Professional  Other services
communication services
services

mmm Part of businesses that suffered losses due to crimes in 2018-2019

=@=—The amount of losses due to crimes as a percentage of annual income

4.7.2.3. Raidership prevalence

Raidership is one of the threats to property rights protection and, consequently, doing business in Ukraine. With the
help of fictitiousdocuments, illegal court decisions, and forcible seizure, owners can be deprived of their real estate,
land, or share in the business. To assess raidership prevalence owners and enterprise managers surveyed were as
whether their company had attempted idership, i.e. illegal change of ownership or management through an
especially played business conflict in 2@18)19.

Raidership prevalence byype of business2.5% of respondents claim their business was attempted by a
raider to seize property or chge management due to a falsified conflict in 2@18019. Among legal entities, this
share is slightly higher: 2.6% compared to 2.2% aniudigidual entrepreneurs

Fig.49. Share of respondents who reported they had been attemptedeize or change of management due to a fictitious business conflict
(by business size), %

20,0% 17,2%
15,0%
10,0% 5 206
5,0% 2,1% 3.3% :
0.0% — I -
Micro Small Medium Large

Raidership prevalence by business siZReports on raider attempts increase with the size of business. Such
cases are reported by 2.1% of midrosiness represdatives, and for small and mediusized businesses this
percentage increases to 3.3% and 5.2%, respectively. This figure is a record high for large enterprises: 17.2% of the
i.e. one in six large enterprises, underwent such attempts in 20@&19.

Raidership prevalence by business sectorhe agricultural sector suffers from raidership the most. During
2018- 2019, 11.4% of agribusinesses faced it, while in other sectors this share does not exceed 4%.
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4.7.2.4.  Security and business protection costs

Due to the threat of crime, including raidership, theft, and damage to property, businesses have to take measures t
protect themselves and increase the safeness of their work. These measures are accompanied by financial costs: t
installation of appropriate equipment, the use of security services, protection in court, or even a fee for assistance
to informal structures the socalled "shelter". Survey participants estimated their defense costs using these and
other tools in terms of their business's annual income share.

Security and business protection costs bbype of businessOn average, businesses expended about
3% of heir annual income on security. This indicator is the samantividual entrepreneuraind legal entities.

Security and business protection costs by business siltee larger business, the costlier security, and
protection measures are in terms of its aral income. For microbusinesses, this amount averages 2.5% of annual
income, for small it increases to 3.7%, and for medium and big up to 4.4% and 4.3%, respectively.

Security and business protection costs by business secBusiness protection is the lstacostly for
the information and communication servicksy Rdza t NB X2 g KSNB A G | O02dzyia F2NJ |
FANNVQA lyydzZdf AyO02YSd ¢KS fIFNHSal akKINB 6odyx 2F |y

4.7.2.5. Main outconesbriefly

1 Almost half of the business owners or managers in Ukraine believe their competitors operate in the shadow.
This is more often said by agriculture representatives and less often by information technology
representatives.

1 14% of businessgntities suffered losses in 20482019 due to extortion (blackmailing), theft, robbery,
vandalism, or arson. These losses average almost 11% of annual business income.

1 Losses due to extortion (blackmailing), theft, robbery, vandalism, or arson were rfierenoentioned by
agriculture and construction representatives, and less often by information and professional services. In
terms of losses, the professional services sector business (18% of annual income) and agriculture (16%
annual income) hold the &al.

1 2.5% of entrepreneurs and enterprise managers surveyed said that in QR204.9, their business was
subjected to raider attempts to seize property or change management due to a rigged business conflict. Suc
attempts are especially common for large ergrises.

1 Businesses spend about 3% of their annual income on protection and security, including fees for informa
protection and litigation.
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4.8. Component 8. Leadership of Municipal Authorities

4.8.1. Municipalities results
According to the research, the begalues of Component (stibdex) 8Leadershipf Municipal Authoritiesvere
awarded toKhmelnytskyt 9.35 points. Ivand-rankivsk (8.64 points) andnnytsia(8.07 points) are also among the
leaders. Lviv lags behind the leaders with 6.75 points. In tiigeli A Sa %X (GKS | dziK2NRGASa:
business, support for entrepreneurship, transparency, and pyirliate dialogue were best combined. At the same
time, Poltava (2.75 points), Kherson (3.02), &melvierodonetskeceived the lowest valued the subindex.

/I AG8 [ dzZiK2NRGASEAQ | Ol A O ABusinEsa develspmerd suppdhiows xhatkhinginytsk S F
received the most points (9.20 points). IvaRmankivsk (8.44)innytsia(7.80), Lviv (7.68), and Ternopil (7.16) got
slighty lower. At the same time, business support is worst assessed in Kherson (3 giévigrodonetsk3.37), and
Poltava (3.41).

Entrepreneurs fronkhmelnytskfi F2NJ Ay aidl yoSsz 3IAGS (K o0Sad lraasSaay
busines® nc dc:z: 2F NBaLRYyRSyldia OKz2asS (GKS |yasSNBR G ISNE
indicator is only 20%. Municipal authorities' support was also highly appreciated in-Fvankivsk (43.3%), Lviv
(29.6%) Vinnytsia(26.3%), and Ternofi25.6%). At the same time, in two cities less than 10% of respondents have
positive assessments of municipal authorities on this indicator: Kherson (9.2%), Poltava (9.9%).

Business sentiments are similarly reflected in attitudes to business support byntimécipal authorities. In
Khmelnytskyi64.4% of respondents agree that the city authorities support the creation of new businesses. There
are also many positive responses in lvarankivsk (59.2%Yinnytsia(56.5%), Lviv (52.5%), and Ternopil (48.8%).
Meanwhile, this figure is only 38.3% on the country leveKhmelnytskyithe largest share of respondents also
agree that the city authorities support the existing business (62.9%), and this is almost twice as high as on the count
level- 35.5%. Ivand-rankivsk (53.1%Y,innytsia(50.1%), Lviv (47%) are again among other leaders.

At the same time in Kherson, only 16.7% of respondents agree that the city authorities help to start a new busines:
26.5% inMykolaiv, and 27.7% in Poltava. Kherson also thasleast trust in the government's support for existing
businesses (19%). Low rates are als®@ievierodonetsk23.1%), Sumy (26%))ykolaiv (26.3%) and Chernivtsi
(26.5%).

/| AGeé O2dzyOrAta |yR GKSANI SESOdzi A &S (ol 2R ARSSaYUZ yI-aGiiNg diASh Al
cities selfgovernment managed to demonstrate a higher level of transparency, introduceamtiption measures,
create platforms for communication with business, etc. The leaderd/ameytsia Lutsk, Lviv, aniflykolav, which
received 9 points each. The lowest results were in Polt8ieyierodonetskand Uzhhorod, which received 5 points
each. Typical problems are the lack of basic-aotiuption measures, out of date technical documents on the
normative monetary valation of community land, the lack of established city borders, the lack of certain types of
public information on the city council official websites and the lack of platforms for communication between
authorities and busines's.

Publieprivate dialoguadimension demonstrates in which cities entrepreneurs experience problems in
communication with the authorities. Within this dimensi&tihmelnytsky{9.49 points), Ivand-rankivsk (8.85), and
Vinnytsia(8.35) received the most points. These cities are sigmnifig ahead of other cities researched, because Lviv,
which is on the 4th place, received a few points 581 points. At the same time, Poltava (2.09 poirEgporizhzhia
(2.51), and Kharkiv (2.65) are in the last place.

In total, only 6.5% of entrepreneurs in Ukraine believe that they have "significant" and "very significant"
opportunities to participate in the development of local documents (strategies, plans, programs, etc.). However, in

3 The data collected through desk research (statistical data collection and processing, analysis of city council offieial websi
and documents, etc.) were used.
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IvancFrankivsk antKhmelnytskythis figure is almost twice as higli3.3% and 12.1%, respectively. Meanwhile, in
Zaporizhzhidhis indicator is 2.6%, i8ievierodonetsk3.9%, in Sumy and Kharki.1%.

At the national level, only 7.4% of entrepreneurs indicate that consultingbugimess is always or often conducted
when adopting new or amending existing regulations that may affect business. Howelamaeinytskythis figure

is 15.9%, iVinnytsia- 14.1%, and in lvanBrankivsk 12.3%. The least entrepreneurs indicate regafamsultations
with the city authorities in Poltava (only 1.9%), Kyiv (4%), and Kherson (4.7%).

Fig.50. Component 8Leadership of municipal authoritiesnunicipalities results
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4.8.2. Component 8 separate parts analysis
4.8.2.1. Dimension 1. Business development support
48211. - O1T EAEPAI | £AEZEAEA]I 06 AOOEOOAA O PDHOEO
Entrepreneurs and enterprise leaders who took part in the survey indicated how in their opinion city officials treated
private business. They could rate from 1 tonere 1 indicates a very bad attitude; Bad, 3- average, 4 good and
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5-SNE 3J22R® hytfté 2yS Ay FAOS NBalLRyRSyida KAyl GKI
¢KS I @SNY3IS |aaSaayYSyid 2 FnedspadSddbn the dmswers ddall resPandents wiagiZA9(
points. 10% of respondents could not assess how, in their opinion, local authorities treat business.

adzy AOALIE 2FFAOAIT AQ F GaGAGdzR Sy tye o BN n@dskMaBagedsddd A Y
enterprises registered as legal entities do not differfiigsA y | & aSaaAy3 GKS | dzi K2 NRA G A
NELINBaSyilliAdSa 2F 020K odzaAySaa 2NBIFYyATFGA2yFE F2

322RéE D RNIVR@SE & yNI 6§ SR (GKS | dzK2NRAGASEAQ | GGAGdzZRS ¢
enterprises at 3 points.

Fig.51® ! GSNIF 3S ada8SaavySyd 2F YdzyyAOALI t | dzi K2pbidisi A SaQ | GGAGdzRS (2
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adzy A OA LI f 2FFAOALIE A&Q | GGA G dzRS bylbisink3NIsiPel4a0Sof ladgezd A
enterprise managers believe that the authorities in their city treat business well. This is higher than for all other
businesses grouped by size, where the skasf those who name the authorities' attitude to business good or very
good are in the range of 20% to 22%. However, none of the big business respondents gave a maximum score of f
in response to this question. Therefore, the average assessment ofdhé 2 NA GA SaQ | GdA G dz
representatives of large enterprises is 3.2 points and does not differ significantly from the assessments of micrc
small, and mediunsized businesses.

adzy AOALILE 2FFAOALIf &Q | {dssesgnBRridy (s@ctol\INie WBe biisiBessésara A
RATFSNBYG AYyRdZAGNASE R2 y2i RATFSNI aAIYyAFAOLylHfe |
differences are observed in certain assessments by respondents from one sector or anotheth& highest share

of respondents who named the city authorities' attitude to business good or very good, is obseiwémrimation

and communication serviceblere it was 26%, while in other sectors it does not exceed 21%. In industry, on the other
hand the share of positive assessments is the lowest compared to others (18%), while the share of respondents wt
RSAONAOSR G(GKS FdziK2NAGASAQ |GOAGAZRS (2 odzaAySaa | &
Fig.52. Averagel 8 4SaayYSyd 2F YdzyyAOALIf | dziK2NRAGASAQ FGdAGdzZRS (2 LINRGI (
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4.8.2.1.2. AttitudestoOEA | O1 EAEDAI AOOET OEOEAOS 0OODDI
wSaLRyRSyida 6SNBE Ffaz2z Fa|lSR ¢KSIKSN (i kishinga®dwhB@ss (i K
or the development of an existing one. Approximately the same share of them say that the municipal authorities
support the establishment of new business (38%) and the development of the existing one (36%).

Attitudes to the municipd I dzA K2 NAGASAaQ adzlLJWJI2NJG F2N ySg | yR
business Individual entrepreneurs have a slightly better opinion on business support than the managers of legal
entities. 41% ofEsbelieve that the authorities of their cityupport establishing new businesses, and 38% that local
authorities support the development of existing ones. These shares are 37% and 34%, respectively among
enterprise managers.

l'dGAGdzZRSa G2 GKS Ydzy A OA LI f I dz{ K 2 NJA (i 9s&s3b@ budidelsi 2 N.
size. Large enterprises are distinguished from all the surveyed businesses by a much better opinion on the
authorities' support for new and existing entrepreneurial initiatives. 66% of respondents representing these
enterprises are convimd that local authorities support the establishment of new businesses, and 52% believe they
support the development of existing businesses. This is a larger share than among respondents representing micrt
small and medium businesses.

Fig. 53. Share of respondents who agree that the municipal authorities support the establishment of new and development of existing
business (by business size), %
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ldGAGdzZRSa G2 GKS YdzyAOALI f | dzi K2 NA (A S & @Whiledantedprisdi  F
managers and entrepreneurs from most sectors are similar in their assessments of government support for busines
the agricultural sector is characterized by slightly worse assessments of government support for bustingses.

Only 26% of representatives of the agricultural sector agree with the statement that the authorities of their city
provide such support, while among other sectors this share is from 33% to 37%.

Fig.54. Share of respondds who agree that the municipal authorities support establishing of new and development of existing business
(by sector), %

80%
60% 400
37% 9 38%37% 37% 40%379 %379 40%379
400/0 26% 36 A)33(y ° 0340/ ° °
0%
Agriculture Industry Construction Trade Information and Professional Other services
communication services
services

m Share of respondents who agree that the municipal authorities support establishment of new business

Share of respondents who agree that the municipal authorities support the development of existing business

65



4.8.2.1.3. Business involvement in the development of strategic documents at the
municipal level

Each city develops strategic documentplans, programs, strategieswhich determine the priorities of local
authorities as a whole and in separate direcg8oiientrepreneurs and enterprigaanagers interviewed indicated
whether they had the opportunity to participate in the development of suctuments. Only 7% of businesses
believe that business representatives in their city have significant or very significant opportunities to participate in
strategic documents development. 27% rated their opportunities as average, and the largest shapootiezds

(49%) says that the business of their city has little opportunity to be involved in strategic planning of its developmen
or does not have such an opportunity.

Attitudes to business involvement in the development of municipal strategic documents by
type of business. There were no significant differences between the views of individual entrepreneurs and
enterprise managers on whether they could participate in city strategield@ment planning. Only 6% tEsand

7% of representatives of enterprises gave an affirmative answer.

Attitudes to business involvement in the development of municipal strategic documents by
business size.One in five respondents representing largaterprises said that business was involved in
developing city plans and strategies. This is a much larger share than among representatives of micro, small ai
mediumssized businesses, where it is from 6% to 7%.

Fig.55. Attitudes tobusiness involvement in the development of municipal strategic documents (programs, plans, strategies) (by business
size), %
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Fig.56. Attitudes to business involvement in the development of municipal strategic documents (progrplass, strategies) (by sector), %
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Attitudes to business involvement in the development of municipal strategic documents by
sector. While in each business sector surveyed respondents rarely report that businesses in their city are involve
in the develpment of strategic documents, in industry, construction, and trade these opportunities are assessed the
worst. 50% or more of the respondents in these three sectors expressed the opinion that businesses do not have tr
opportunity to participate in the deslopment of such documents or these opportunities are insignificant.

4.8.2.2. Dimension 2. Publiprivate dialogue
4.8.2.2.1. Consultations with business when adopting regulatory acts

When adopting or amending regulations relating to doing business, paiiworities should consider how these
changes will affect business, in particular through dialogue and consultation with business reatigssnt
Entrepreneurs and firnmanagers surveyed reported whether they observed that business was consulted when
adopting new or amending existing regulatory acts that affect or may affect business. Only 7% of entrepreneurs an
firm managers were able to say such business consultations take place often or always. 20% of respondents indicat
that sometimes such consulians are held, but sometimes not. More than half of respondents (57%) said that
businesses are not invited to such consultations or are rarely invited. The remaining 16% of business representativ
did not answer this question.

Attitudes to how often bushess is consulted whendopting or amending regulationsby type

of business |IEs and enterprise managers give equally low assessments of the extent to which the authorities
consult with businesses when changing legislation. Only 7%s&End 8% of enterpse managers believe that
authorities always or often conduct such consultations, while 59%sdnd 55% of enterprise managers, on the
contrary, say that such consultations do not take place at all or rarely.
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Fig.57. Attitudes tohow often business is consulted when adopting or amending regulations (by business size), %
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Attitudes to how often business is consulted when adopting or amending regulations by
business sizeMedium andbig businesses are slightly better assessing the involvement of businesses in
consulting with the authorities than micro and small businesses. 10% of respondents representing large business al
14% of those representing mediugized lusinesses said thauthorities often or always consuligth business while
adopting or amending regulations. Small business respondehtsgave suclestimatesaccounted for 8%and in
micrabusiness 7%.

Attitudes to how often business is consulted when adopting or amending regulations by
sector. The constuction business feels the least involved in the discussion on regulatory acts that affect its
activities. 61% of entrepreneurs and enterprise managers in this industry say that authorities rarely consult or neve
consult with businesses when changing regiohs. This is a larger share than in other sectors where the business
surveyed operates.

Fig.58. Attitudes to how often business is consulted when adopting or amending regulations (by sector), %
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4.8.2.2.2. Main outcomesbriefly

1 Only20% of respondents believe that local authorities have a good attitude to business.
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38% of respondents believe that their city authorities support new businesses establishing, and 36% agree the
the city authorities support the development of existing mesises.

Large enterprises estimate business support by government better than smaller businesses.

At the same timelEsrated the support of new and existing businesses by the authorities better than the heads
of enterprises registered as legal entities.

Almost half of the respondents believe that business in their city does not have the opportunity or has little
opportunity to participate in the development of local strategic documents, such as strategies, programs, plans.

57% of business representativeslieve that when adopting new or amending existing regulations that affect or
may affect business, business consultations are not held or are rarely held.
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4.9. Component 9. Development Resources

4.9.1. Municipalities results

According to the survey Lviv (6.35 points), Iv&nankivsk (6.10) anshmelnytsky{6.08) received the highest scores
under Component (suindex) 9DevelopmenResourcesThese cities have achieved this result due to the high scores
on the three dimensios that form a single component: Human Resources, Financial and Infrastructure Resources
Business Support Infrastructure. However, in some cities, these resources development level may be insufficient, :
evidenced by their low result&ropyvnytsky{3.22points), Poltava (3.63), Cherkasy (3.6dpvierodonetsk3.73),
Kherson (3.87), Dnipro (3.88) and Odesa (3.96) at the bottom of the list.

Fig.59. Component 9Development Resourcemunicipalities results
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49.1.1. Dimension 1Human Resources

Kharkiv (8.02 points) and Ivafaankivsk (7.70), followed by Lviv (6.85), Kramatorsk (6.60), Rivne (6.44) and Chernihiy
(6.43) lead within DimensionHuman Resourcekropyvnytsky(3.54), Cherkasy (4.26), Kherson (4.40), and Lutsk
(4.66)received the least points. Analysis of some indicators within dimension shows the quality of local labor force
in Lviv (12.9%), Kharkiv (10.5%) and Zhytomyr (10.1%) is best assessed ("excellent" and "good"). At the national le
this figure is 7.6%. Ahe same tlmeKropyvnytsky(B 4%) Sumy (4.5%), and Uzhhorod (4.8%) are the least satisfied
gAOK GKS ljdz-fAGe 2F GKS 102N F2NOSP® 9y i NSBLINBY S dzNE
vocational education on the local labor mark&@rades "excellent" and "good" were chosen by 15.4%. Also, a
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relatively high share of such responses is in Ivarankivsk (14.2%) and the Dnieper (13.6%). Respondents in
Kropyvnytsky{4.9%)Vinnytsia(7.2%), an&Khmelnytsky(7.5%) chose such answer apts the least. In general, only

10% of respondents at the country level are satisfied with the quality of vocational education.

At the national level, 60.7% of respondents believe that insufficient training of employees is a serious challenge t
doing busness. Cherkasy (66.1%), Kyiv (65.9%), and Chernivtsi (65.5%) most often agree with the existence of suc
challenge. The lowest indicators are in Uzhhorod (53.4%), Chernihiv (55.1%), aned-rivakiosk (56.2%).
Entrepreneurs also face the problem of a#fin the labor force. At the national level, 70% of respondents report
this problem. The most significant deficit in the labor force is in Cherkasy (80/6%Yisia(74.3%) and Ternopil
(73.8%). Kharkiv (60.2%)ievierodonetsk61.9%), and Odesa (6403 have the least of these problems.

Hard data complements the picture of labor force problems. In some cities, the aging population problem is more
acute. For example, as of January 1, 2019, in Chernivtsi, the share of the wagkipgppulation (1% 64 years) is
71.9%, Ivand-rankivsk- 71.8%, Rivne 71.3%. At the same time, in Kherson, this figure is only 67.7%, and in
Kramatorsk 68.4%"* Also, some cities have a higher demand for the labor force. At the end of 2019, for example,
the most needed emplyees were in Lutsk (almost 12 vacancies per 100 busineBsepyvnytsky(8 vacancies per

100 businesses), and Poltava (6 vacancies). The lowest needs were in Kherson, Kramatdiskysigless than

1 vacancy per 100 businesseés).

49.1.2. Dimension 2Financial resources and infrastructure

Khmelnytskywith 7.59 points is the leader within Dimensiorkhmelnytskyis almost 3 points ahead of other cities.
IvancFrankivsk is in second place with 4.86 points, Uzhhorod is in third place with 4.82 pamhtdnnytsiais in

fourth place with 4.63 points. Poltava (2.74 points), Sumy (3 points)S@awlerodonetsk3.2 points) are in the last
place.Khmelnytskyig & | 6t S (2 | OKAS®S KAIK NBadzZ da ddKIFyla G:
(compared to other cities) expenditures to support small and medium enterprises.

According to the survey, only 1.2% of respondents in the country received financial support from local authorities ir
2018¢ 2019. If we analyze separate citiesMimnytsiathis figure is 3.4%, in Dnipr®.8%, in Kramatorsk2.1%. At
the same time, in Poltava, no entrepreneur received such financial aid, and in Sumy only 0.48%.

Only 77.8% of respondents indicate that a lack of financial resources is a serious challerigg basimessvinnytsia
(85.4%), Ternopil (82.2%), akdopyvnytsky{81.6%) experience this problem the most. At the same time in Kharkiv
(70.3%), Uzhhorod (70.3%), and Kherson (73%) this problem is the least noticeable.

In terms of infrastructure, the drepreneurs surveyed had a different experience in connecting to different networks
(electricity, gas, water supply, and sewerage) in 202819. In terms of cities, the duration of connection to power
supply systems was compared. At the national leves tigure is almost 85 days. At the same time, it reaches 200
days in Dnipro, 165 days #aporizhzhiaand 137 days iSievierodonetskEntrepreneurs from Uzhhorod (37 days),
Chernivtsi (44 days), and Ternopil (45 days) were the least able to conriketgower grid.

Analyzing the real expenditures to support small and medium enterprises in 2019 shows that in 5 cities sucl
expenditures were absent in the city budget (Dnipro, KSieyvierodonetskUzhhorod, and Chernivtsi). Per 10,000
businesses, the phest level of expenditures iskhmelnytskyiit is almost UAH 1.8 millidi1t should be noted that,

in general, SME support expenditures are low or-eaistent in most cities. However, higher figures may indicate a
higher level of city dzi K2 NA GASaQ f SIRSNAKALI G2 &dzLJLI2 NI GKS 06 dzaA

14 According to the State Statistics Service of Ukraine, in particular the main departments of statistics in the regions.
15 Sources for calculations: 1) Number of vacancies: The situation on the labor market and the results of the state employment
service. [@ta of regional employment centers websites. 2) Number of businesses: According to the State Statistics Service of
Ukraine, in particular the main departments of statistics in the regions.
16 According to reports on the implementation of local budgets (exfiires under the program classification code 7610
t NPY2GA2Y 2F avirftf FyR YSRAdzY SYdSNIINA&ASaA0LI &4 6Stimel a
cities, information on expenditures is clarified through telephone intma with city council executive staff.
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4.9.1.3. Dimension 3. Business support infrastructure
Lviv with 6.35 points is the leader within Dimension 3. The city was able to take a high position due to the active
participation of entrepreneurs in businesssasiations and a developed business support infrastructure. lvano
Frankivsk (6.10) anghmelnytskyi(6.08) received slightly fewer points. They are leading in providing consulting
services to entrepreneur&Kropyvnytsky(3.22), Poltava (3.63), and Cherk#8.69) got the least points.

According to the survey, 11% of respondents personally received business support services from the city authoritie
(information, consulting, training, etc.). Atthe same time, 15.7% of respondents received such servizesmioisk,

15.3% in Ivandrankivsk, and 15% hmelnytskyi However, in Kherson and Odesa only 6.6% of companies /
individual entrepreneursgyot such services. In Ternopil (61.9%), Uzhhorod (59.6%), and Zhytomyr (57.8%) thes
services were estimated thea & 6 6 A GK GSEOStfSyidé¢ | yR &a3I22Ré YI NJ &
48.6. Meanwhile, in Kyiv, the share of such positive assessments is only Bléwjénodonetsk 36.8%, in Dnipre
38.5%.

In general, in all cities, only 32.6% of exreneurs indicate the existence of business support centers in the city. The
highest figures are ivinnytsia(47.3%), Ivand-rankivsk (41.9%), andykolaiv (40.8%). At the same time, the
smallest share of such entrepreneurs is in Kherson (21.5%), Gt#=880) and Kyiv (25.1%).

Among all respondents, 45.9% of entrepreneurs know about the activities of business associations or business clu
in their cities. Respondents Winnytsia(61.5%), Lviv (56.7%), and Chernivtsi (55.5%) are most aware of theexiste

of such entrepreneur associations. Respondents in Uzhhorod (3628pyvnytsky{35.9%), and Zhytomyr (36.6%)
report business associations in their own city the least. Analyzing the companidEspatticipation in business
associations demonstrasethat for all cities in general this figure is 11.5%. In terms of cities, in Sumy (17.8%), Lvi\
(15.8%) and Kyiv (15%) business most often participate in business associations. Entreprene&iievienodonetsk

and Kramatorsk are the least active in sbelsiness association®nly 6%.

The "hard" data additionally take into account statistics on the number of business support infrastructure facilities
created with the participation of local authorities. It should be noted that in 11 cities such infcagteufacilities do

not exist at all. In most cities, there are on average-@fidfrastructure facilities. The leader is Lviv, where there are
12 such facilitie€d. Thus, in most cities, entrepreneurs' awareness of business support centersefasy to
infrastructure built with the support of donorgovernment agenciesgtc.

4.9.2. Component 9 separate parts analysis

4.9.2.1. Dimension 1. Human resources
4.9.2.1.1. Attitudes to labor force quality offered by the local labor market

The success of a business largely aelseon its ability to attract qualified personnel. Entrepreneurs and enterprise
managers surveyed assessed the quality of the labor force to which they have access to the local labor market. Th
put this assessment on a scale from 1 to 5. 1 meant an igfiaatory assessment of labor force quality; 2
satisfactory, 3 average, 4 good, and 5 excellent.

Businesses generally underestimate the labor force quality in their cities. On average, entrepreneurs and compar
executives surveyed rated the locabbr force at 2.2 points. A small share of respondents (only 8%) considers the
labor force quality to be good or excellent, while 55% of respondents named the labor force gquality unsatisfactory (:
point) or satisfactory (2 points). 9% of respondents ditlarswer this question.

Attitudes to labor force quality bytype of business Both individual entrepreneurs and managers
representing legal entities generally underestimate the quality of the local labor force. The average score amon
individual entreprenarsis 2.3 points. Only 9% of them consider the level of the labor force in their city to be good

7 Information on the number of infrastructure facilities is based on official responses from city councils. The information
provided was verified by the authors of the research. More information is in the field &seaport.
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or excellent. The share of those who consider the quality of the labor force good or excellent among enterprise
managers was 7%. Enterprise managers ratatlan average of 2.1 points.

Attitudes to labor force quality assessment by business sizRepresentatives of different sized
businesses on average equally assess the quality of the local labor forae22Ipoints. But respondents who
represent large bsiness differ from others as they do not give good and excellent assessments. While 7% to 8% c
respondents in micrg small and mediursized businesses gave high marks to the labor force qualityeitiotal

labor market, for bigousinesses the maximunt@re was the average, which was set by half of its representatives.
The other half gave 1 or 2 points, i.e. assessed the labor force quality of as unsatisfactory or satisfactory.

Attitudes to labor force qualityby sector Theinformation and communicatioservicediffer from other
sectors by slightly higher assessments of the local labor force quality. 14% of representatives in this sector consid
the labor force quality good or excellent, and their average score was 2.4 points. For other sectors, the averag
asessment of the labor force quality in their city does not exceed 2.2 points and the share of entrepreneurs or
managers who assessed the labor force good or excellent ranges from 4% to 8%.

Fig.60. Average assessment of the labor ferquality in the local labor market (by sector), points

5,0
4,0
3,0
2,4

2,0 2,0 21 2,2 2,1 2,2
2,0
) I I I
0,0

Agriculture Industry Construction Trade Information and  Professional ~ Other services

communication services

services

4.9.2.1.2. Attitudes to personnel vocational education quality

Vocational education develops personnel technical skills that are in demand in the labor market. At the same time
graduates ofrocational education institutions cannot always find a job with a competitive level of wages in Ukraine,
and various areas of vocational education need to be modernized and brought closer to the realities and
requirements of the local labor market. Survieyl NI A OA LI yGa 6SNB Fal1SR G2 NI ¢
education in the local labor market on a scale from 1 to 5. 1 on this scale corresponded to unsatisfaetory, 2
satisfactory, 3 average, 4 good, and 5 excellent.

The average score @w to vocational education by all respondents was 2.3 points. Only one in ten respondents
consider the quality of local workers' training to be good or excellent, while 25% called it unsatisfactory. 10% o
respondents could not assess the quality of vamadi education.

Attitudes to personnel vocatiomal education qualitybytype of business Managers of legal entities
assess vocational education quality the same way as individual entrepreneurs. Only 11% of the former and 10%
the latter gave good or exient marks, and the average assessment of vocational education quality on a scale of 1
to 5 points was 2.4 points amongsand 2.2 points among enterprise managers.
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Attitudes to personnel vocational education quality byusiness size.Representatives obig
business rated vocational education quality slightly better than respondents representing smaller businesses. 14%
large enterprise managers named the quality of this education good or excellent, while among, sneatl and
mediumssized businesséhis share is 7%10 %. The average score of vocational education quality by representatives
of big business is 2.5 points and is also slightly higher than the average scores given by respondents representing
smaller business groups.

Attitudes to personnel vocational education quality bgector.In the trade and services sectors, the
vocational education quality at the local level is assessed somewhat better than in the industrial, construction, anc
agricultural sectors. The best scores are givenirfgrmation and communication servicesvhere 14% of
respondents rated the vocational education quality as good or excellent, and the average score was 2.4 points. |
industry, construction, and agriculture, on the other hand, the average assessmeietlottd personnel vocational
education quality is 2.1 points, and the share of good and excellent assessments does not exceed 8%.

Fig.61. Average assessment of personnel vocational education in the local labor market (by sector)s po
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4.9.2.1.3. Insufficient training and labor shortages as barriers to doing business

Aninsufficient number of employees with appropriate professional skills reduces the quality of business products
and services and limits its growth. To assess the relevarttesé barriers to Ukrainian business, this survey asked
entrepreneurs and business leaders whether they felt that insufficient training of the local labor force and labor
shortages in the local labor market were serious barriers to doing business. Badyirate labor force training and

its insufficient number were considered by most respondents as significant barriers to doing business. However, th
share of respondents who indicated the negative impact of labor shortages is slightly higher than thefshase

who said it was insufficient training. Thus, 61% of respondents see insufficient training of the local labor force as a
obstacle, while 70% hold this opinion regarding the lack of labor force. This may indicate that other factors, such a
low wages, and not just inadequate quality of education, may cause a lack of skills in the labor market.

Attitudes to insufficient training and labor shortages as barriers to doing businelsgtype

of business The problems of labor shortagand insufficient training are felt more acutely by legal entities, than
by businesses owned by individual entrepreneurs. 62% of enterprise managers considgraliwtraining of the
labor force a significant barrier to doing business compared to 578tliefdual entrepreneursand 72% of enterprise
managers see lack of labor force as a barrier compared to 6@¥dividual entrepreneurs

Attitudes to insufficient training and labor shortages as barriers to doing business by
business sizeThe lager the size of the businesthe more it complains about labor shortages and lack ohing.
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Thus, while 59% of midboisinesses call inadequate training of employees an obstacle, and 68% of them say that the

lack oflabor forcehinders business, among respards who represenbig business, the respective shares are 72%
and 93%.

Fig.62. Shares of respondents considering insufficient training of local labor force and labor shortage in the local labor mar&etesious
barrier to doing business (by business size), %
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| Insufficient training of the local workforce is a serious obstacle to doing business
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Attitudes to insufficient training and labor shortages as barriers to doing business by sector.
The problem of labor shortage and skills shortage is more acute in the industrial and construction sectors than i
other sectors where the business surveyed operates. Thus 79% of entrepreneurs and managers of construction ar
77% of the industrial sector named labor shortages in their city a serious barrier to doing business, and 66% of th
industry and 67% of constructioepresentatives named insufficient training to be such barrier. These shares of both
barriers assessments are higher than the corresponding shares in other sectors.

Fig.63. Shares of respondents considering insufficient trainingaafdl labor force and labor shortage in the local labor market as a serious
barrier to doing business (by sector), %
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4.9.2.2. Dimension 2Financial resources and infrastructure
4.9.2.2.1. Financial support from the city authorities for doing business

One of the ways tsupport business at the city level is to provide financial support in the form of soft loans,
compensation of interest rates on logrstc. To assess the extent of this support, entrepreneurs and firms were
asked if they received such support for doing ibess in 2018&; 2019. A small share of businesses answered
affirmatively- only 1.2%.

Financial support from the city authorities byype of business.Legal entities received financial
support more often thanndividual entrepreneursThe share of business that reported receiving such support was
1.4% among enterprises compared to 0.9% ami@sy

Financial support from the city authorities blusiness sizeAs the size of the business increases, the
share of respondents who report receiving loanscompensation of interest rates from the city in 2018019 is
growing. This share is only 1% among mimusinesses and for small it rises slightly to 1.8%. There are 2.6% of
entrepreneurs and firms representing medium businesses that received finaissigtamce, and for big business,
this share is already 3.4%

Financial support from the city authorities bgector. The agricultural sector was relatively more likely
than others to receive financial support from the authorities (2.5% of firms and entreprerin this sector), while
in trade (0.8%) and professional services (0.5%) such support was the least frequently reported.

4.9.2.2.2. Lack of financial resources as a barrier to doing business

Insufficient financial resources hinder the development of businesgandead to its closure and bankruptcy. Survey
participants reported whether, in their opinion, the lack of financial resources is a serious barrier to doing business
Most of them (78%) agree that this problem seriously hinders business.

Attitudes to lack of financial resources as a barrier to doing businesstlype of business.78%
of respondents among both groups of businesses surveyed in terms of the form of registration (individual
entrepreneurs and enterprises) consider insufficient financial ressuas a serious barrier to doing business.

Fig.64. Share of respondents who consider the lack of financial resources as a serious barrier to doing business (by busin®ss size)
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Attitudes to lack of financial resources as barrier to doing business by business siZehe
larger the size of the business, the greater is the share of its representatives who consider the lack of financic
resources to be a serious obstacle to doing business. Formisioess, this share was 7a¥d 90% for big business.
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Attitudes to lack of financial resources as a barrier to doing business by secidwrinformation

and communication servicesector differs from others by a relatively low share of respondents who consider the
lack of financiatesources a serious obstacle to doing business. Here, such entrepreneurs and firms account for 67%
while in other sectors their share ranges from 73% to 83%.

Fig.65. Share of respondents who consider the lack of financial reses as a serious barrier to doing business (by sector), %
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4.9.2.2.3. Duration of facilities connection to the city infrastructure

If it takes a long time for businesses to connect to municipal infrastructure systems and networks, such as electricit)
gas, drinking water, sewerage systems, and heating networks, it delays businessistarimpedes business
planning, and leads to financial losses. To determine how long companies and entrepreneurs have to wait for thei
facilities to be connected to the cig/infrastructure, they were asked how long it took them to connect to such
infrastructure, (from the date of application to the date of actual connection). And to make the estimates as relevant
as possible, this question was asked only to companies amdm@eheurs who joined the infrastructure during 2018

¢ 2019.

13% of respondents indicated that they connected their business to one or another infrastructure i 2018.

On average, they spent about a month connecting to centralized drinking watetysgpgtems (29.6 days), to
sewerage systems (30.3 days), and heating networks (31 days). Much more time was spent on connection |
electricity supply systems (84.5 days on average) and gas supply systems (83.2 days).

Duration of facilities connection to th city infrastructure bytype of business.In 2018- 2019

legal entities joined the systems and networks of municipal infrastructure more often than individual entrepreneurs.
This was reported by 15% of enterprises compared to 9%=®iConnection to all networks and infrastructure
systems took on average more time from legal entities than fiadividual entrepreneurs This is especially
noticeable in the case of connection to electricity supply systems on which enterprises spentrageavtalmost

90 days, and connection to gas supply systems, which took them on average of 8&s&syent an average of 68.5
days to connect to electricity supply and 72.1 days to connect to gas supply in the city.
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Fig.66. Theaverage duration of connection to the city infrastructure (by type of business), days
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Duration of facilities connection to the city infrastructure blusiness size Medium and big
businesses were more likely to join municipal infrastructure systems atwionks in 2018&; 2019 than micreand

small businesses. The share of medisimed business firms and entrepreneurs that connected to infrastructure in
the two years preceding the survey was 31%, and 29% of big ones. For small businesses, this shaamdsf@id %
micro-business- only 10%While there were no significant differences between different sized businesses in the
amount of time spent connecting to electricity systems, connecting to water supply, sewerage, and heating system
takes more time frem mediumsized businesses than from other businesses grouped by size. And in the case of
connection to gas supply systems, microenterprises are distinguished among others as this procedure takes ¢
average of more than 100 days from them, while for srmaidium, and big businesses this figure is from 56 to 71
days.

Fig.67. The average duration of connection to the city infrastructure (by business size), days
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Duration of facilities connection to the citynfrastructure bybusiness sectorln 2018 2019 the
construction business most often joineket municipal infrastructure systems and netwo(R§%).For the industry,
this share was 17%, and for agriculturB4%. In services excluding information andfpssional services, this figure
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is 11%, while for two types of services mentioned above it is significantly lower. Only 4% of respondents ir
information and 7% in professional services reported they connected their business facilities to the cityuctinastr
in 2018¢ 2019.

Agriculture and construction spend more time connecting the electricity grid than other sectors. In both of these
sectors, the average time to connect to the grid was more than 100 days. Representativesrdbimation and
communtcation servicesector spent relatively less timeé&0 days on average. In the case of joining the gas supply,
the situation is the opposite: in information and professional services the longest terms of this procedure are
reported (more than 100 days owerage). It lasted the fastest for industry sector: here the connection to gas supply
systems lasted on average of almost 62 days. The agricultural sector differs from others by longer terms of connectic
to centralized drinking supply systems. While fomast all other sectors this connection took about a month, in
agriculture it took more than two months (on average of 60.1 days).

Fig.68. The average duration of connection to the city infrastructure (by sector), days
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4.9.2.3. Dimension3. Business support infrastructure
4.9.2.3.1. Consultations and business support by the municipal authorities

Another way how city authorities can help businesses is the provision of services such as training, consultin
information support. In 2018 2019, 11% ofampanies and entrepreneurs surveyed received such services from the
municipal authorities. On average, they rated them on 3.2 points on a scale from 1 to 5, where 1 corresponds to a
unsatisfactory assessment;- 2atisfactory, 3 average, 4 good, and 5 excellent. At the same time, almost half of

the respondents (49%) considered the quality of these services good or excellent.

Consultations and business support by the municipal authorities tyype of business9% of
individual entrepreneurand 12% of legal entities indicated that they received business support services from the
city authorities in 201& 2019. They rated them almost the same (SPs on average by 3.3 points, and entdnprises
3.2). But a slightly higher share of responderdsiong IEsthan among enterprisegiave the quality of services
maximum scores (good and excellent): 53%. For enterprises, this share is 47%.
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Consultations and business support by the municipal authorities by business.dilze largest
share of firms and enépreneurs that received business support services from the authorities of their city ing2018
2019 was recorded in mediusized business: 20. It is the lowest among midsasinesses, where such firms and
entrepreneurs accounted for 10%. Although firms @mirepreneurs of different sizes do not differ significantly in

the average quality scores of these services (they range from 3.1 to 3.3 points), there is a significant differenc
between them in the share of positive ratings. Thus, the good and excélldakt £ A 1 & 2F (GKS OAG@
often reported in micrebusiness: here the corresponding share was 50%. And among the representatives of big
enterprises,only 25% made good assessmeatsl is the lowest compared to other categories of businguped

by size.

Consultations and business support by the municipautaorities by sector. Agriculture and
construction businesses are more likely than other sectors to report they have received advice and other service
from the city authorities. Theehst frequent receipt of such services is reporteéhfiormation and communication
serviceq7% of respondents). In construction, as well as in trade, there are the largest shares of respondents wh
rated the quality of such services good or excellertiyconstruction, this share was 53%, and in trade, it was 52%.
But average assessments of service quality in these sectors are virtually indistinguishable from others. On the oth
hand, the lowest share of respondents who gave positive assessmentsqodlity of business support services by

the city authorities (28%), as well as the lowest average score (2.9) were recorded in the industry.

Fig.69. The average assessment of the quality of business support services received fearitytiauthorities (by sector), points
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4.9.2.3.2. Business support centers activities

The city authorities can establish business support centarstitutions or departments that will provide advice to
entrepreneurs. Besides, in 20&&020, with thesupport of the European Bank for Reconstruction and Development
(EBRD), business support centers were established in some regional centers to provide entrepreneurs wit
information on participation in European business development programs and assismgnatith advice.

Survey participants reported whether there was a business support center in their city. The results of the survey sho
that entrepreneurs and enterprise managers are not sufficiently informed about the activities of such centers: 52%
of repondents could not answer this question. 33% of respondents gave an affirmative answer.

Awareness of business support centers bype of business.The share of respondents who reported
that their city has a business support center is almost the same amisand enterprise managers working as legal
entities: 32% and 33%, respectively. The percentage of respondents who did not know whether there is such a cent
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in their city is also similar in these two categories of business surveyed: it is SEsaoid 53% of enterprise
managers.

Awareness of business support centers by business silze. share of respondents who reported that
their city has a business support center does not differ significantly among the surveyed businesses of different size
and rangs from 31% (small and big businesses) to 37% (meslized businesses). The shares of entrepreneurs and
enterprise managers who do not know if there is a business support center in their city are also similar in differen
businesses grouped by size: fr&®% to 55%.

Awareness of business support centers by sect@hen comparing the answers to this question in terms

of the sector the smallest share of respondents who said that their city has a business support center was recorde
in agriculture (28%). THargest share of respondents who confirmed the existence of such a center in their city is in
professional services (37%). Despite this difference in response, representatives of these two sectors are be
informed about the activities of business suppoenters. 47% of respondents in professional services and 49% in
agribusiness could not answer this question, and this is less than in other sectors where the business surveye
operates.

4.9.2.3.3. Business associations activities and membershijp them

Business commities, also known as business unions or business associations, are voluntary organizations in whic
firms and entrepreneurs participate. They help businesses to protect their rights and represent their interests in
dialogue with the authorities, as welbgrovide information, consulting, and other services. Previous IER studies
show that micreand small businesses, which are most represented in Ukraine, are the least involved in the activities
of such associatiod$ Also, according to IERsearch, the need for Ukrainian entrepreneurs and firms to defend
their interests and protect their rights is greater than the willingness of business associations to provide such service
In this survey entrepreneurs and business leaders were askedhehdiey knew about the activities of business
associations in their city, as well as whether they belonged to any business association. 46% of respondents said th
knew about business communities such as business associations and business clubsitg,thait 11% said they
belonged to at least one of them

Awareness of the business associations activities and membership thye of business
Managers of enterprises registered as legal entities showed slightly greater awareness of the activitiesassbusi
associations or other business communities in their city thaividual entrepreneursthe share of respondents who
know about such associations was 49% among them, while it was 40% #asdrite share of enterprises belonging
to at least one busirgs association is twice bigger than the cop@sding share of S214% of enterprises compared
to 7% ofIEs.

Awareness of the business associatio®asctivities and membership by business siz€he larger

the size of the surveyed business, the greatethis share of its representatives who are aware of the business
associations activities in their city and are themselves involved in such associations. This confirms the results
previous IER studies, according to which membership in business assoditighraine increases with the size of
business. Thus, the smallest share of entrepreneurs and enterprise managers who know about the busines
associations activities in their city (45%), as well as the smallest share of business belonging to busiiatsrasso
(9%) was recorded among microenterprises. These shares are gradually growing for small and-simium
businesses and are largest for big ones, where 66% of respondents said they knew about the city's busine
associations and 50% said their mesis belongs to at least one such association.

18 Fedets I., Participation of entrepreneurs in business associations as a tool to protect their rights. Analytical andgonsulti
work. Institute for Economic Research and Policy Consulting, Kyiv,2039//bit.ly/2U43i0Z
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Awareness of the business associations activities and membership by secBusinesses
operating in the information and professional services are best informed about business associations activities i
their dties. More than half of respondents in each of these sectors said they knew about such associations. Th
largest shares of businesses participating in the activities of such associations are in professional services (18%)
industry (17%). Meanwhile, ghsmallest shares of both respondents who are aware of business associations activities
and businesses involved in such activities are observed in the trade sector (41% and 7%, respectively).

Fig.70. Awareness of thdusiness associations activities and membership (by business size), %
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Fig.71. Awareness of the business associations activities and membership (by sector), %
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® They know about the activities of business associations in their mifyhey belong to at least one business association

4.9.2.3.4. Main outcomesbriefly

=

Only 8% of businesses described the ldooce quality at the local labor market as good or excellent. One

in three respondents considers it unsatisfactory.

1 Only 10% of respondents consider the quality of vocational education of local workers to be good or
excellent, while 25% consider it unségistory.

1 In trade and services, the quality of personnel vocational education is assessed slightly better than ir
industry, constructionpand agriculture.

1 Labor shortage at the local labor market is a serious barrier to doing business according to 70% o

respondents, and insufficient training of local labor fogaeccording to 61%.
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1.2% of firms and entrepreneurs received soft loans or other financial support from the city authorities to do
business in 2018 2019.

78% of respondents consider the lackioghcial resources a serious barrier to doing business.

Connection of business facilities to centralized water supply and sewerage systems, as well as to heatin
networks takes on average about 30 days, while connection to electricity and gas sygigiyns takes on
average almost 85 days.

11% of enterprises anddividual entrepreneurseceived business support services from the city authorities

in 2018¢ 2019. They rated themroaverage of 3.2 points on a scale of 1 to 5.

33% of respondents said théhere was a business support center in their city, while 52% did not know if
there was such a center in their city.

46% of entrepreneurs and enterprise managers are aware of business associations and other busines
community activities in their city, and1% of businesses surveyed belong to such associations. Both
awareness and membership in business associations grow as the size of the business increases.
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4.10. Component 10. Support of Innovations

4.10.1. Municipalities results

According to thaesearch, the highest score of Component (gutbex) 10Support of innovationwas received by
Lviv- 7.24 points. A group of cities, including Ternopil (6.69), Lutsk (6.49), Dnipro (6.43), Kyiv (6.¥ipngtwia
(6.20) also received high marks. Thagel at the top of the list was provided by a combination of business cooperation
with research institutions, a higher level of innovation, and a high level of satisfaction with technology transfer.
Besides that, the municipal authorities better supportdbimnovation programs and entrepreneurs participate in
clusters created by the municipal authorities. In contrast, cities such as Khers@iemielrodonetskeceived only

2.57 and 2.22 points, respectively. EntrepreneurSigvierodonetsland Kherson,dr instance, are introducing less
innovation and less satisfied with local government support for innovative programs and technology transfer.

Fig.72. Component 10Support of innovationsmunicipalities results
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18.9% ofespondents reported that in 20182019 their business interacted with research institutions or technology
companies. The highest rate of such cooperation is in Kyiv 24.8%. A high level of cooperation between business a
research institutions is alsocerded in Poltava (23.1%), Sumy (23%), Zhytomyr (22.9%), and Ternopil (22.8%). At tht
same time, such cooperation was least widespread in Chernihiv (only 11% of respondents reported it), Uzhhoro
(12.3%), and Ivanbrankivsk (13.4%).

The indicator of impleenting innovations analysis shows that most often in 2@18019 new technologies,
solutions, or products were introduced in Kyiv (50.2%), Ternopil (47.5%), Lutsk (47%), Sumy (45.9%) and Cherni
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(44.5%). In general, at the country level, this figure42%. The least innovation was implemented in
Sievierodonetskonly 33.1% of respondents said that)Zdaporizhzhig33.7%) and Kherson (35.6%).

On average, the entrepreneurs surveyed estimate local authorities' support for local innovation progradisgfun
from the local budget) at 1.92 points out of 5. The highest scores were received by the city authokitiesaifytskyi
(2.34 points). lvandrankivsk (2.33 points), Lviv (2.24 pointdpnytsia(2.21 points), and Ternopil (2.16 points) are
also ammg the leaders. At the same time, Kherson (1.62 poirdgporizhzhia(1.65), Sievierodonetsk(1.66),
Cherkasy (1.72), Sumy (1.75), &mgkolaiv(1.75) received the lowest scores.

According to the survey, the best business needs in technology transfesf@reof patents for inventions, etc.) are
provided in Dnipro. There, 12.2% of respondents reported that their needs were "largely met" and "fully met" (8% at
the national level). The needs of entrepreneurs of Rivne (11.2%lKhanmekInytsky{(10.8%) are atsrelatively highly
met. At the same time, the worst needs for technology transfer are m&iewierodonetskthe needs of only 5.1%
of respondents are largely or completely satisfied), Kherson (6%), Zhytomyr (6.2%) and Sumy (6.3%).

Only 2.1% of companiésndividual entrepreneurseported being members of clusters created with the initiative or
support of the city government. The highest participation rate in clusters is in Lviv (Vié¥)tsia(4.4%), Chernivtsi
(3.8%) and Lutsk (3.7%) are also legdifhe least participants of clusters are in Khersonzagbrizhzhig0.5%),
KropyvnytskyiOdesa, and Ternopil (0.9%).

4.10.2. Component 10 separate parts analysis

4.10.2.1. Cooperation with scientific institutions or technology companies for business
development

Interaction with research institutions or other businesses working in the technology sector allows entrepreneurs and
firms to develop and master new technologies and implement innovations that increase their competitiveness. 19%
of firms and entrepreneurs indited that in 2018¢ 2019 they cooperated with research institutions or technology
companies to develop their business.

Cooperation withresearchinstitutions or technology companies byype of businessLegal
entities tend to cooperate with research organizations more thiadividual entrepreneurs22% ofenterprise
managergeported cooperation with research institutions or technology companies in 22089 compared to 13%
of individual entrepreneurs

Cooperation with research institutions or technology companies by business siMedium and

big businesses report such cooperation more often than mianal small. In the first two categories, the share of
businesses that cooperated with research ingtdns and technology companies is 38% and 36%, respectively, while
in small business it is 23%, and in microbusinessgy 17%.

Fig. 73. The share of IEs and enterprises that interacted with research institutions or technology anieg for business development in
2018¢ 2019 (by business size), %
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Cooperation with research institutions or technology companies by business sector.
Cooperation with research institutions or businesses operating in technology is most commoragrithéture and
professional services sector. From 30% of entrepreneurs and managers in these two industries reported suc
cooperation in 201& 2019, while for other sectors this share does not exceed 26%. For the trade sector, it is the
lowest: 12%

Fig. 74. The share of IEs and enterprises that interacted with research institutions or technology companies for business devélopmen
2018¢ 2019 (by sector), %
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4.10.2.2. Innovation implementing

Innovations implementing by the business canetake form of new technologies, solutions, or products. Their
purpose is to improve production, service delivery, business processes, or business management. 40%
entrepreneurs and company executives surveyed said that they introduced innovationsribibgiess during the

two years preceding the survey: 206 2019.

Innovation implementing bytype of business Legal entities implemented innovations more often than
individual entrepreneurs36% oindividual entrepreneurseported the introduction of nes technologies, solutions,
or products during 2018 2019, while among enterprises the corresponding share was 42%.

Fig.75. Share of business that reported innovations implementing in 2Q2®19 (by business size), %
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Innovation implementing by business siz8ig business implemented innovations twice as often as the
smallest business in 20£8019. The share of respondents who reported such innovations is 69% among the
representatives of large enterprises, while amdhg representatives of micrbusiness it is 37%. Small and
mediumssized businesses introduced new products and technologies at about the same level: this was reported by
slightly more than half of entrepreneurs and firms in these groups.

Innovation implementing by sector. The business operating in information and professional services

differs from the rest of the business of the services sector by more active innovations implementation. About half
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of the respondents in these two sectors reported thatyhes entrepreneurs or their enterprises introduced certain
innovations in 201& 2019. For the rest of the service business, this figure is 35%. A fairly high level of innovation
(about half of the business surveyed) was also recorded in agriculture dnstiy.

Fig.76. Share of business that reported innovations implementing in 202819 (by sector), %
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4.10.2.3. Support for local innovation programs by the municipal authorities

Local governments can support a varietyimfiovation programs by allocating funding from the city budget.
Respondents assessed the extent to which the authorities in their city do so. They could rate the support of innovativ
programs by the city authorities on a scale from 1 to 5, where 1 coorefgpto the fact that there is no such support,

2 ¢ that such support is very small, 3 indicates sufficient supporsignificant, and 5 very significant. On average,

the business surveyed rated such support at 1.9 points. Only 2.6% of responddetk icaignificant or very
significant.

Attitudes to innovation support by local authorities by type of busine$sie business of various organizational forms
similarly evaluates the activities of the city government to support innovation. Both entenpréseagers andEs

rated it at 1.9 points on average, and the share of those who believed this support is significant or very significar
was 3% amontEsand 2.4% among enterprise managers.

Attitudes to innovation support by local authorities by busineszesBusinesses of different sizes from micro to big
businesses almost equally rated the support of innovative programs by the authorities of their cities. The averag
score by differensized businesses is 168..9 points and the share of respondents witte highest scores ranges
from 2.5% in microbusiness to 3.6% among representatives of large enterprises.

Attitudes to innovation support by local authorities by sectdusiness in various sectors estimates the support of
innovative programs by the ciguthorities at an average of 1¢72 points. The lowest score of 1.7 points was given

by agriculture. Here are the most respondents who said that the government does not support such programs i
their city (30.4%) and the smallest share of those who dagisupport in their city is significant or very significant:
1.3%.

4.10.2.4. Technology transfer

Technology transfer (transfer of patents for inventions, kAmw, research, and development, as well as patent
licensing, inventions appraisal, etc.) alldfivexs and entrepreneurs to use the latest advances in science. This is the
result of mutually beneficial cooperation between business and the scientific community. Due to this transfer,
consumers receive better products and services, businesses benefiheamally from innovation, and research
institutions receive research support and monetize their intellectual property.
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The business surveyed indicated how well its need for technology transfer is met. If we rank the respondents' answe
to this question @ a scale from 1 to 5, where 1 corresponds to the fact that the business needs are not met at all, 2
¢ they are almost not met, & they are met to some extent, 4these needs are met to a large extent, and they

are fully met, the average score of allisiness surveyed will be 2.6. Only 8% of entrepreneurs and enterprise
managers reported that their need for technology transfer is fully or largely met. More than half of the respondents
(55%) did not know what to answer to this question or said thdidtnot concern their business.

Thesatisfactionof the need for technology transfer byype of businessBothindividual entrepreneurs

and enterprise managers estimate the extent to which technology transfer meets the needs of their business on 2.
points. 8% of respondents in both business categories said that their needs for technology transfer are fully or mostl
met. However, theres some difference between enterprises amtividual entrepreneursin the share of
respondents who could not answer this question or said that they were not affected by technology transfer. Among
the representatives of enterprises such respondents are 6% amongndividual entrepreneurs 39%.

The satisfactiorof the need for technology transfer by business sizéhe average assessment of the
extent to which the existing technology transfer coincides with business needs is almost the same for difzexnt
businesses: itis from 2.5 to 2.7 points on average. From 8% to 11% in each size category reported that this need w
fully or largely met for them. But as the size of the business increases, so does the share of respondents who did n
answer the gestion or said they were not affected by technology transfer. Among m&rd small business, such
respondents accounted for 56% and 54%, respectively, among medagth businesses this share decreased to 49%

of respondents, and among large it decrease@5%.

The satisfactiorof the need for technology transfer by sectoRespondents representing ttieformation

and communication servicesector are slightly better than others at assessing the extent to which technology
transfer meets the needs of thdiusiness. The average score calculated from their answers was 2.9 points, while for
other sectors it was from 2.5 to 2.7 points. 13% of firms and entrepreneurs in this sector are fully or largely satisfie
with the way technology transfer meets the needgleeir business (among other sectors, this share does not exceed
10%). Besides, in the information technology sector, as well as in agriculture, the lowest share of respondents wh
said that their business is not concerned with technology transfer ondidknow how to answer this question was
recorded (44% in information technology and 45 % in the agricultural sector).

Fig.77. Average assessment of how well the business needs for technology transfer are met (by sector), points
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4.7.1.1. Participation in city clusters

Firms, entrepreneurs, and other organizations (such as educational institutions) operating in the same or relatec

industries can be grouped according to their geographical location, for example, in their city. This allows them tc

share experience, experésand knowhow, jointly develop and implement innovations, and thus strengthen each
88



other and jointly develop their industry in the city. The support of the city authorities is important for establishing
and operating of such clusters. The companies aricepreneurs surveyed reported whether they are members of
clusters created at the initiative or with the support of the city authorities. Only 2% of respondents reported being
members of such clusters.

Participation in city clusters byype of business The same share dhdividual entrepreneurand legal
entities participates in clusters created with the support of the city authorities: 2% each.

Fig.78. Share of business that is a member of clusters created at the initiative/suppbthe city authorities (by business size), %
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Participation in city clusters by business siz€he largethe size of the business surveyed, the greater
the share of firms and entrepreneurs in it involved in municipal clusters. This difference esnmaitceable between

micro and small businesses, where the share of respondents belonging to clusters created or supported by the ci
authorities is 2% and 3%, respectively. But for medgimed businesses, this share increases to 5%, and for-large
up to 10%.

4.10.2.5. Main outcomes briefly:

1 19% of respondents indicated that in 2048019 they cooperated with research institutions or technology
companies to develop their business.

1 40% of firms and entrepreneurs reported they introduced innovations, i.e. @®hnologies, solutions, or
products, to optimize production, service delivery, sales, or business management ig 2018.

1 The implementation of innovation was most often reported by managers of large enterprises.

1 On a fivepoint scale, businesses ratéy support for local innovation programs by an average of 1.9 points.

1 8% of respondents said that their business needs for technology transfer are fully or partially met, while 55%
could not assess how technology transfer meets the needs of husiness or said that their business does not
need technology transfer.

1 Only 2% of businesses participate in clusters created with the support of their city authorities.
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5. Barriers to doing business through the eyes of enterprise managers/ IEs

5.1. High taxes, low demand and labor shortage top the barrier rating

Enterprise managers have named the main barriers they face in doing business in their city. To identify barrier
respondents had to seleab more than three of the most important obstaclesem a listof 16 (inclaling the "other"
answer option).

The first three places in the barrier ranking were occupied by "high taxes", "low consumer demand" and "lack o
skilled labor force". The leadership is held by "high taxes" (34% of respondents), folloded lbgmand anddack
of skilled labor forcg which divided the second and third places (32% of respondents, respectively).

Box 1. Three main barriers: comparison with other surveys

High taxes and low demand have traditionally been a problem for businesgaglless of size and sector, but the
lack of skilled labor force has only recently become one of the top obstacles.

Low demand is among the main barrier of the last 10 years according to the restitts lER panel survey of
industrial enterprises "Busess Opiniont®. { dzNJ@Seéa 2F avYlrftft FTyR YSRAdzY $yi:
Assessment in Ukraingé . / ?cbnducted by IER under the USAID LEO Program in 2015 and 2016 showed that lov
demand was the second barrier for SMEs in 2015, and in 2016 it came out in the first place.

High tax rates are also always a big barrier for businesses. In the IER paneb§ernteyprise managers "Business
Opinion”, the "high tax rates" barrier topped the list of obstacles in February 2020 (44.0%). The level of the tax burde
was also a major problem from themall business point of vieaccording to a survey conducted by tBeropean
Business Association in 2018 and 261 %\bout half of the small business owners and directors surveyed mentipned

the problem. This barrier ranked third among barriers for SMEs in both waves of the ABCA survey. This problem w
mentioned by morghan 30% of SMEs both in 2015 and in 2016. But entering the top three barriers by the |ack of
skilled labor force is the first and significant difference from the results of previous studies. In the ABCA survey i
2016, this obstacle was ranked tenth (26¢sespondents).

From the point of view of small businesses surveyed by the European Business Association, this problem was relev:
F2NI > 2F GKSY Ay uwnmdp® wSalLlRyRSyida (2 GKS a&. dzaAiy:
noted the growingriticality of the skilled labor force shortagalthough this problem has never been among the top
three barriers, the share of respondents who considered it an obstacle ranged from 25% to 35%. The growing weig
of this barrier was also recorded in quarterly wai$ sector enterprise surveys by the National Bank of Ukraine. Over
the past year, about a third of businesses in each quarter cited a shortage of skilled workers as a factor limiting the
ability to expand. In the first quarter of 2020, the share of eptises facing this problem was 33.5% according to
the NBU.

The shortage of skilled labor force leading ranking shows that the Ukrainian business faces a significant ¢challen
that will affect its future. Such data indicate both the qualified persotifiigiht" abroad and the insufficient quality
of education and training provided by Ukrainian educational institutions. A detailed discussion of both theses is
beyond the scope of this chapter but is important in terms of city competitiveness.

191ER "Business Surveys" 199®20http://www.ier.com.ua/ua/publications/reqular_products/business _idea_industry

2041 yydzk £ . dza BsgsSnaeaR016:National an8 redional dimensions . Institute for Economic Research and Policy
Consulting, Kyiv, 20Mhttp:// www.ier.com.ua/files/ Project$2015/LEVABCR017/ABCAR016 full report.pdf

21 Small business sentiment is improviiguropean Business Associati@8.02.202Mttps:// ebacomua/ nastroyimaloge
biznesupokrashhuyutsya

2p L GA2YyFE byl 2F !'1NIAYySo . daAaAySaa SELSOGFGAZ2Yy&E 2F ! 1N
https://bank.gov.ua/admin uploads/article/BOS 20PXL.pdf?v=4
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Lack of fund ranked fourth in the barrier ranking, with a significant lag behind the three main barriers to business.
This problem was reported by 22% of surveyed enterprise managers throughout Ukraine. The impact of this probler
has increased over the last few yeaes only 18% of SMEs in 2015 and 17% of SMEs in 2016 reported a lack o
working capital in the ABCA survey. However, it should be noted that in the "Annual Assessment" the lack of finance
was only on the thirteenth place in the ranking of barriers, giwway to such obstacles as the already mentioned
lack of demand and high taxation, lack of skilled labor and corruption, high regulatory pressure and others.

The fifth and sixth places on the list of barriers to doing business ta&sn bythe complexityof the legislation,
which became a problem for 16% of respondents, and corruption of the city government, which was reported by
15%.

Box 2. Corruption: comparison with other business surveys

Legislative complexity and corruption are also traditional protdéor Ukrainian entrepreneurs. Thus, the complexity

of legislation has repeatedly been recognized as one of the biggest barriers in previous business surveys. T
0dzNRSy&a2YS GFE I RYAYAAGNF GA2Y NIyl SR T audMNisiess Gfimalek S
laaSaayYSyid Ay | I{NIAyS¢ adaNBSesz: gKAES FNBIldzSyid OKI y =
and seventh, respectively.
In turn, regulatory requirements and restrictions are a factor in the emergence of cavru@@ometimes it is easier
and cheaper for entrepreneurs to bribe than to pay large fines or go through complex and lengthy administrative
procedures. As this survey compares the conditions for doing business in cities, respondents were asked abo
corruption in municipal authorities. This probably explains why the percentage of respondents who pointed to this
problem is relatively low: apparently, a smaller share of entrepreneurs faced corruption when interacting with local
authorities. In previous busiss surveys conducted in Ukraine, corruption was reported much more frequently when
asked about it in general. Thus, 23% of SMEs that took part in thed2@itial Assessment of the Business Climate

in Ukrainé survey cited corruption as a probleand asaresult, it wasranked eighth on the list diarriersfor SMEs
according tahis survey.

Approximately one in ten respondents pointed to barriers to doing business such as the difficulty of obtaining permits
for certain economic activities (119)plitical risks (11%), and military action in eastern Ukraine (10%).

7% of respondents reported such challenges to business as poor transport infrastructure, high cost of raw material
and components, as well as the difficulty of connecting to electriaifiter, gas, and sewerage systems. As a result,
these three issues shared tenth place in the ranking of barriers. Note that the cost of raw materials depends or
market factors (quality and price of the manufacturer) and government policy (taxes and datexpuipment and

raw materials), while transport infrastructure conditions and ease of connection to communications largely depend
on local authorities.

Other barriers were reported by smaller shares of respondents in Ukraine. For example, 4% of entespagers
stated they faced a lack of land for business facilities, and B risk of raider seizure of their property. 2% of
respondents indicated the difficulty of registering a business and interacting with government agencies, such as th
tax servie. Some respondents complained about competition, lack of state support, and the advantages that, in their
opinion, large enterprises have in Ukraine.

The completion of this survey coincided with the period when quarantine caused by the -CO¥Hlemic kbgan
in Ukraine. As a result, some enterprise managers named the epidemic and quarantine an obstacle to their activitie
but as of the end of the survey, they accounted for less than one percent of all respondents.
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Fig.79. Barriers to doing business (all respondents), %
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5.2. Barriers to doing business: IEsvs legal entities

Legal entities anéhdividual entrepreneursliffer in how they assess barriers to doing businéSsare somewhat

more negatively affected by inadequatemand. This was reported by 36% of them, and so this barrier came in first
place folEs Among legal entities, the percentage of enterprises that faced this problem is 1@4&%, and for them,

this barrier took third place in the ranking. The probleaisiigh taxes and lack of skilled workers were in the first
and second places for legal entities. They are reported by 35% and 34% of these enterprises, respectively. F
individual entrepreneurshe issue of high taxes is in second plates is a prok#m for 32% of them. And the lack
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of skilled labor force is felt D¥£sto a relatively lesser extent. This question is relevant for 28% of them and is in third
place in their ranking of barriers.

For both legal entities antchdividual entrepreneurssuch dstacles as lack of funds, the complexity of legislation,
and corruption of the city authorities are on the fourth, fifth, and sixth positions of the rating, respectively. The
ranking of the remaining barriers is also the same for both types of businessk#ere is no noticeable difference
between them is how they assess these barriers. See detailed statistics. in Annex 1.

5.3. Barriers to doing business for entities of different sizes

The assessment of barriers to doing business depends on the sizeasftédrprise by the number of its employees.
Barrier ratings by micro and small businesses are more or less similar, while barrier estimates by medium and larg
enterprises differ from others. The most significant difference in the assessment of diffezedttsisiness entities

is observed concerning the obstacle "lack of skilled labor force". The importance of this barrier increases significant
with the size of the business. 30% of microenterprises experience labor shortages and 41% of small enteoprises.
medium and big enterprises this share increases even more to 48% and 52% (!), respectively. As a result, f
enterprises of all sizes (except microenterprises) the problem of skilled personnel shortage is in the first place in th
barrier ranking. Miaventerprises rank this problem third in the barriers ranking, and this reduces its place in the
barrier ranking for all enterprises surveyed.

Microenterprises give the first two places in barrier ranking to low demand and high taxes. They were reported by
the same shares of the smallest enterprises: 34%. In contrast to the problem of the skilled labor shortage, the
sharpness of these two obstacles decreases with the size of enterprises. Thus, while more than a third of sme
enterprises (36%) are hindered Ihigh taxes (which is about the same share as among +aiterprises) among
mediumsized enterprises 29% of respondents report excessively high taxes, and 22% among big enterprise
Similarly, the share of enterprises acutely experiencing a shortageemiand decreases from 28% for small
enterprises to 24% for medium and 19% for big ones.

Large enterprises differ from all others as their barrier rating is significantly different. As was already mentioned, they
ranked the lack of skilled labor force thesfiand the next sharpest barrier is military action in eastern Ukraine. This
is an obstacle for 28% of large enterprises, while for smaller enterprises the share of those who report the negativ
impact of the war does not exceed 12%. Large enterprisel &glightly smaller share of respondents who indicated

it - 26%) rank complexity of connection to electricity, water, gas supply, sewerage the third in the barrier ranking.
This indicates that to attract big business (investment), cities need to pagtiatteto making it as easy as possible

for businesses to connect to communications. Among mjamall, and mediursized enterprises, only about one

tenth of respondents report a problem of connection to communications.

One more problem related to adminiative procedures is put in the barrier ranking by large enterprises. These are
complex procedures for obtaining permits for certain types of economic activities, which were reported by 24% of
large enterprises. This shows that the difficulties in adniafive procedures prevent large enterprises from
expanding their business and potentially cost cities unearned tax revenues and uncreated jobs.
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Fig.80. The main barriers to doing business (by business size), %
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5.4. Do barriers to doing business vary for different sectors

About a third of entrepreneurs and firms in various sectors reported high taxes hinder their business. Exceptions ar
the agricultural andnformation and communication servicesctors, where only 26% and 25%respondents
pointed to high taxes problem, respectively. The less negative impact of taxes on the agricultural sector is probabl
due to government support for this sector and special taxation (fixed tax). Until 2017, agricultural enterprises had &
specal tax regime, under which they had the opportunity to direct part of the accrued VAT on their development. As
of today, this regime has been replaced by state subsidies, which also obviously reduce the financial burden on tr
agricultural sector. The lowémpact of taxes as a barrier on thiformation and communication servicesctor can

be explained by the fact that it represents the largest number of individual entrepreneurs compared to other sectors
(more than half) who have the right to use the siifipd tax system, which reduces their tax deductions.

Low demand is the most acute barrier to trade. 43% of firms and entrepreneurs in this sector point to the problem
of lack of demand, which is apparently due to insufficient purchasing power of thdaimpy which is declining due

to the economic crisis caused by CO¥fDLow demand is also a significant problem for the industry, where 31% of
respondents pointed to this problem. In agriculture, on the other hand, the smallest share of business mkemplai
about the lack of demand compared to other sectors: only 20% of respondents.
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Fig.81. Three main barriers to doing business (by sector), %
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The skilled labor shortage is especially felt in the construction sector, where itiime&sart on top among obstacles.

42% of businesses in this sector point to this problem. Skilled construction workers migrate to large cities and abroa
where they can receive higher compensation for their work, while domestic employers in this sectorttaynt
professionals from educational institutions, working with them on a dual form of eductiarwhich the theoretical

part of training in an educational institution is combined with practice in the workplace at the enterprise. An
insufficient numier of skilled workers is also the main problem for the industry sector, where it is complained about
by 38% of respondents, agriculture (35%jormation and communication servic€34%), and shares the first place
with the high taxes problem among obstas for professional servicegach of them is reported by 32% of firms and
entrepreneurs in this sector.

The agricultural sector more often than others complains about the lack of working capital. This problem is reportec
by 32% of respondents in the deg and as a result, it ranks second in the list of barriers to agriculture. Financial
difficulties are also an important obstacle for industry, where they were reported by 28% of respondents. But for this
sector, this problem is lower in the barrier rang (fourth place).

The legislation complexity ranking fifth in the overall barrier ranking, also varies by sector, ranging in sharpness froi
18% in the professional services sector to 12% in the agricultural sector.

As for the perception of the next problem ratedorruption of the city authorities there is a significant difference
between construction and other sectors. Thus, in the barrier ranking by construction, this problem was in fourth
place: it was reportedby 23% of its representatives. It took the same place in the barrier list by respondents who
provide professional services. Here, 19% of respondents pointed to corruption in the city authorities. For the rest o
the sectors, the corresponding figure domet exceed 14%, and for agriculture, it is only 11%. It implies that
construction projects requiring approvals from the authorities, may be vulnerable to corruption at the city level, and
corruption in this sector is caused by the legalization of unautledriconstruction when both entrepreneurs and
officials are equally interested in naompliance. Cities, where the construction industry faces corruption, are losing
potential investment and income not only from this sector but also from other activitiasdre evolving through
construction, such as catering and real estate. Both sectors (construction and professional services) are more like

23 See for example The Order of the State Educational Institution "Kyiv Regional Higher Vocational School of Construction" on
the dual forms of education implementing in the training of students for the profession "Installer of sanitary systems and
equipment"https://krvpub.com/portal/bb72b.pdf
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than others to complain about difficulties while obtaining permits. This is an obstacle for 17% of respondeats in
construction sector and for 16% in professional services.

Other obstacles that affect companies aindividual entrepreneuré different sectors in different ways include the

high cost of raw materials and components, as well as the risks of raider capture. Expensive raw materials have tt
greatest impact on agriculture and industry, where it was reported by 17% and 15%pohdents, respectively.
Representatives of agriculture amformation and communication servicase more often afraid of illegal property
seizure than others. Although the percentages of respondents who indicated this problem are quite low in these
indudries (10% and 6% respectively), this is significantly higher than in all other sectors, where the share of firms an
entrepreneurs that speak of the threat of raider capture does not exceed 3%.

5.5. Barriers to doing business in different cities

Businesses ithe various cities that participated in the MCI survey have different assessments on barriers that impact
their activities. High taxes barrier for example, which top the overall ranking, ranks first among the barriers, not in al
cities. It ranks first fobusinesses in DniprdaporizhzhiaKyiv, Kramatorsk, Lutsk, Odesa, Rivne, Kharkiv and Kherson.
In each of these cities, high taxes were considered a barrier to their activities by more than 30% of respondents. It
noteworthy that this list includes fevof the six largest cities in Ukraine by populatfoyiv, Kharkiv, Odesa, Dnipro,

and Zaporizhzhialt can be assumed that in large cities other barriers, such as low demand, are less felt, as the
solvency of residents is higher in these cities amsl@asier to find qualified personnel thanks to higher wages and a
higher concentration of educational institutions that train professionals. As a result, compared to others, the problem
of taxes is most relevant for business in these regional centersed#er, in Lutsk, Kyiv, Kherson, ataporizhzhia

the shares of respondents who consider high taxes a barrier to their business are the largest: 39% in each of the:
cities. In Sumy, by contrast, the share of entrepreneurs and firms that consider higtatawéstacle is the lowest
compared to other cities: it is 27% and a barrier is ranked third in the barrier ranking for this city.

Low consumer demand is a major problem for respondents in ZhytdfingpyvnytskyiSumy, Ternopil, Chernivtsi,

and ChernihivThese are small regional centers with a population of 200 to 300 thousand people, with, respectively,
a relatively small market size. The lack of demand problem is also relevant for the business of Chernihiv: 42% of lo«
entrepreneurs and companies poéd to this barrier Kropyvnytskyfollows in the share of respondents who note
insufficient demand. Here this problem is one of the most acute for 39% of businesses. On the other hand, a numb
of regional centers show a relatively low level of this barridhese are, first of all, Dnipro, Lviv, and Kharkiv, where
the smallest shares of business complain about the lack of demand: 27% in each. For K§tivnehd,tskyi this

figure increases by only one percentage point and is 28% of enterprisdEsin@éach of these cities.

24 Excluding Donetsk, where accorglito the State Statistics Service lived about a million people in 2019, but which was not
covered by this study as it is in the territory not controlled by the Government of Ukraine. The population as of 2019 is
available in this publication: State Staitst Service of Ukraine. The current population of Ukraine as of January 1, 2019. Kyiv,
2019http:// www.ukrstatgov.ua/ druk/publicat kat u/2019/zb/06/zb chni2019pdf
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Fig.82. The main barrier to doing business in each city

" .

Lutsk ' Ruvne gt ;; @
' Zhytomyr Chernihiv Sumy )

1 - |
Ternopil @ ' '
! Sieverodonetsk
Lviv

’
i Kyiv @ .
Kharkiv
@ @ @ @ Poltava @ J
Ivano- Khmelnytskyi > Cherkasy ' (T
2

; Frankivsk Vinnytsya
Uzhherod 1 s : Kramatorsk
- VoA - Kropyvnytskyi
“ o, Chernivtsi T N e Dnipro
- A .

Mykolaiv

, Odesa ' @ J .‘Zaporizhzhya /f,_

3 , -
l.\\r%b) Khe‘rs/o;nhj}//-

(r") X .
\J/_\') v - / ,J(

4

Cities with high taxes in the first place in the barr Cities with a lack of demand in the first place
ranking the barrier ranking

f

@ Cities with a shortage of skilled labor in the first ple @ Cities where the war in eastern Ukraine car
in the barrier ranking first in the barrier ranking
Lack of skilled labor force ranks first among barriers in cities susfinaytsia lvancFrankivsk, Lviilykolaiy,
Poltava, UzhhorodKhmelnytskyiand Cherkasy. Most of them are located in the western region of Ukraine, and this
may indicate they are nre likely to face the phenomenon of labor migration to the European Union and other
countries. However, it should also be noted that more than half of these cities are in MCI top ten and this indicates
a more favorable business environment in these citiscordingly, the urgency of qualified personnel shortage
problem is probably exacerbated by local businesses' intent to develop and attract additional labor. So we cal
conclude that these cities need to pay special attention to measures to train andtagkidled workers. These
activities may include both the modernization of curricula and the educational base of educational institutions and
the development of social and cultural infrastructure in the city to interest leading talents in favorable living
conditions.

Businesses are least affected by the shortage of skilled workers in two cities in eastern Ukraine: Kramatorsk, whe
24% of entrepreneurs and firms reported the problem, &ievierodonetskwhere there was 26% of them.

Sievierodonetskas becme the only city where the business is most hampered by the war in the East. Here, 41% of
respondents pointed to this obstacle. For Kramatorsk, this obstacle is in third place after high taxes and low deman
In this city, 26% of respondents considered e to be a barrier. This shows that Russian aggression not only takes
lives and creates security threats in Ukraine, but also costs Ukrainian business opportunities for development.
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There are also differences in business assessments of other barriegadieg on the city. Thus, the interviewed
business representatives Minnytsiamore often than others complain about the lack of funds: this hinders the
development of 29% of them. The cities where relatively the smallest shares of respondents repsuffidient
fundings wereSievierodonetsKthis problem is relevant for 17% of companies and entrepreneurs in the city) and
IvanoFrankivsk (18% of respondents faced this problem). In terms of the prevalence of the next-agigation
complexityq there is no significant difference between respondents in different cities. This can be explained by the
fact that the legislation in Ukraine operates at the national level. However, there are several cities where this problen
was reported relatively more t#n: Rivne and Ternopil. 19% of enterprises dBdin each of them pointed to
complex legislation as a barrier to business developmer8idwierodonetsland Kherson, this share was a fewest of

all 24 cities: 11% in each.

Corruption in city authoritiessia barrier for business, which differs significantly depending on the city where the
survey was conducted. Firms and entrepreneurs in Odesa (23%) and Kherson (22%) most often complain abc
corruption at the local level, and less oftenMykolaiv(20%) ad Cherkasy (19%). This problem is least spread in
Kropyvnytskyiwhere it is reported by only 10% of respondents, as well as in Rdmeelnytskyiand Chernihiv,
where this share is only slightly higher and is 11%.

In Rivne and Lviv, relatively largeasbs of entrepreneurs and firms report that it is difficult for them to obtain permits

to carry out certain economic activities. 16% and 15% of respondents in these cities, respectively, called it a barrie
In SievierodonetslandVinnytsia on the other land, only 6% of entrepreneurs and firms surveyed paid attention to
this barrier.

Regarding other barriers, some cities can also be singled out for which they are especially sharp. Business in K
(17%) and Dnipro (16%) is most afraid of political riskd,the poor condition of transport infrastructure worries
respondents inSievierodonetskand Chernivtsi the most (18% in each). Kramatorsk (12%) more often complains
about the high cost of raw materials and components compared to other cities. In Chdti#tbh) and to a lesser
extent in Zaporizhzhiaand SievierodonetsK11% in each) businesses emphasize the complexity of connecting to
electricity, water and gas supply, and sewerage systems to a relatively greater extent. Dnipro is also marked by
relatively larger share of entrepreneurs and companies that see riskkdaractivities in possible raider seizures
(9%).

5.6. Main outcomes briefly

1 The main barriers to doing business are high taxes, low consumer demand, and lack of skilled labor force.

1 The skilled labor shortage is a problem for all respondents, regardlesgarfizational form, size, and sector. As
the size of the enterprise increases, the urgency of the problem increases. It is more important for enterprises
than forindividual entrepreneursbut for both organizational forms, it is in the top three barriers

9 Corruption is not a significant problem for businesses according to this survey. This barrier took sixth place an
only 15% chose it as an obstacle, which is more than twice less than a barrier ranked the third.
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6. Expectations and attitudes to the business climate and business conditions

6.1. Business expectations and attitudes as a source for information on the

business climate and business conditions that shape the competitiveness of

cities
A large block of questiona this research concerns business attitudes and expectations. How is the state economic
policy implemented from the point of view of business, what business tendency looks like, what is the busines:
environment and why are the trends exactly like thisstand similar information can be obtained only from the
analysis of expectations and attitudes of business entities. Regular analysis of attitudes artdrshdorecasts for
the state of own business and the economic environment, in general, is udeel amalysis of business activity cycles
and is called business tendency sufiey

The value of business expectations and attitudes is that they provide information about economic conditions and the
business climate from a business representative's pdintew: directly those who are engaged in economic activities
and are aware of how business entities operate, how they interact with each other and with the state. We learn how
business evaluates the business environment, how it plans to develop in te faind what hinders or helps this
development from the analysis of business attitudes. The business opinion is part of the business climate, plans ar
expectations shape future behavior, and "feedback" on problems and barriers helps to make adjustments t
particular government policy. Business expectations directly affect the competitiveness of the economy as a whol
and the competitiveness of local economies. Accordingly, they are important for assessing the competitiveness ¢
cities, their investment atactiveness, economic development, and prosperity. That is why the analysis of business
expectations must be part of the cities competitiveness analysis.

In Ukraine, regular surveys of business attitudesl expectations fronbusiness activity and economconditions

are conducted by several governmental and wymvernmental organizations, including the IER within the Business
Opinionproject?®, the National Bank of Ukraiffteand the State Statistics SenAtd hese researches analyrtional

and sectoal trends, but they do not provide a picture of what is happening at the local level. There is a need for a
special regulacollecting and analyzingf business opinion at the city level.

Taking into account mentioned above, the analysis of busiatftudes and expectationsecame part of the MCI
2019 study. In this survey, enterprise managersiadividual entrepreneurgxpressed attitude and expectations in
four areas:

(1) Business environment (assessment of the current situation and expebtatyes in six months)

(2) Business activity (assessment of the current situation and expected changes in six months)

(3) Longterm business activity (estimates of business activity changes that have occurred in the last two years
in general, estimates of chang#isat have occurred in the last two years related to employment in the
enterprise(IE) forecasts for business activity changes for two years)

(4) Regulation (assessment of changes in the three most common regulatory procedures in the last twp years
businesgegistration, inspectionsand tax administration).

25 Center for International Research on Economic Tendency (CIRET) brings together organizations and researchers engaged
the study of the economic situation and macroeconomic forecasting based on business opinion research
(https://www.ciret.org/). IER has been a member and has been participating in CIRET activities since 2006.

BLO9w b. dza Ay S & 42020 hith:Awiv v yeEcam.ua/dedpyblications/reqular_products/business_idea_industry

27 National Bank of Ukraine. Statistics. Business tendency sunttggs//bank.gov.ua/statistic/nbusurvey

28 State Statistical Sewg of Ukraine. Economic statistics. Macroeconomic statistics. Trends in business activity.
http://www.ukrstat.gov.ua/operativ/menu/menu_u/tda.htm
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To summarize the information obtained, a system of indices from the ABCA Annual Business Climate Assessment v
used as a tool for assessing and monitoring the business climate developed by the IERdanddas the USAID
Leadership in Economic Governategrani®. Based on attitudes and expectations, the Business Climate Index was
calculated, that allows quantifying and tracking the attitudes and expectations of SMEs and the direction of busines
climate changé®.

This section presents the answers of enterprises Hf&to questions related to assessments, expectations, and
changes that have already taken place in the general economic environment and financial and economic conditior
for business, as wiehs changes in business activity and administrative procedures and assessment of the genere
economic environment. It also includes respondents' assumptions about how it will change in the short term (ovel
the next six months). The chapter analyzes bussnexpectations for business development in the senmual and
biennial perspectives and compares business expectations and attitudes before the introduction of quarantine
related to the COVH29 epidemic and during the quarantine.

6.2. ABCA BusinessClimate Index
6.2.1. Dynamics of the ABCA business climate index

The value of the ABCA Business Climate Index increased froni™+0.2917 to +0.19 in 2020 (scale frefinbad to

+1 good), indicating an improvement in the business climate perception the by SMEs in 2020 compared to 2017. Tt
happened due to the improvement of all its components, except for the index of regulatoioement changes,
which measures attitudes to changes in administrative procedures. In particular:

9 The business envinment index measuringttitudes and forecastof business environment changes
increased from a negative value-6f17 in 2017 to +0.0&i2020.

9 The business activity index (sheéerm) measuring attitudes and forecasts of changes in the financial and
economic conditions dEsand enterprises over the negtx months from the time durveystart, increased
from +0.06 in 2017 to +0.22in 2020.

9 The business activity index (lotgrm), consisting of indicators on assessing changes in business activity of
IEsand enterprises over the past two years and plans for changes in business activity for the next two years
also increased: from +0.16 2017 to +0.38 in 2020.

1 Only the index of regulatory environment changes measuring respondents' attitudes to changes in the three
most common regulatory procedures (registration, inspections, tax iadtnation) in the two years
preceding the survey, deeased. In 2017, the value of this index was +0.34, and in 2020 it decreased to
+0.11.

29"Annual Business Climate Assessn2016/2017: National and Regional Dimensions". Institute for Economic Research and
Policy Consulting, Kyiv, 20tp:// www.ier.comua/files// Project$2015/LEVABCAR017/ABCR016 full report.pdf

30 Read more about the methodology for calculating the business climate index in the report "Annual assessment of the
business climate in Ukraine: 2016", IER, 2017, {228

http:// www.ier.comua/files// Projectd2015/LEVABCAR017/ABCR016 full report.pdf

31 The value of the Business Climate Index according to the survey "Annual Business Climate Assessment in Ukraine" in 2016
presented with an adapted sdbdex ofchanges in the regulatory environment, which takes into account estimates of changes
in only three most common administrative procedures (Index of 3 procedures) and not all nine as it was done when calculating
the main ("national") index of business clireat

32 Here and further in this section, the ABCA values of the Business Climate Index andriticssiin 2020 are presented

without taking into account the responses of large enterprises and without weighing the 2020 survey data. This is done in
order to approximate the characteristics of the samples of both surveys.
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Fig.83. ABCA Business Climate Index: 2@®915 vs 2016 2017 vs. 2012020
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6.2.2. Quarantine Influence on the ABCA valu e of the Business Climate Index

It is worth noting that since the second half of March 2020, when quarantine began in Ukraine to slow down the
coronavirus epidemic, businestitudes and expectations changed. And accordingly, this affected the ABCA Business
Climate Index. If this index was calculated only for enterpriseslBagvhich were surveyed before March 14, its
value would be even higher: +0.31. And if we calculated the AB@GXess Climate Index only for businesses
surveyed after the introduction of quarantine, hvalue would decrease to +0¥38

Fig.84. ABCA Business Climate Index and its components, calculated for respondents before and afiteratiection of quarantine
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33The ABCA values of the Business Climate Index ariddiabs are given without taking into account the responses of large

enterprises and without weighing the data.
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It should be noted that after March 15, 2020, there was a deterioration in all estimates and expectations, except for
longterm business plans. In the long run, optimists outhumbered pessimists until and after Maremd his
advantage increased after the start of quarantine.

Expectations about the business environment have worsened the most in the first half of the year: here the
corresponding index has even changed from positive to negative. This means that umii Magroptimists who
expected changes for the better prevailed among those polled, and after March 15, on the contrary, pessimists
dominated. At the same time, the indicator characterizing the expected changes in business activity for 2 years
calculated or the group of business entities surveyed after Madd, not only did not decreadaut even became
higher than the indicator for those interviewed before that ddteA more detailed analysis of attitudes and
expectations is provided in the relevant secis of this report.

6.3. Long-term expectations (plans) for business activity

6.3.1. Business plans to change the volume of activity in the next two years

Ukrainian business plans to develop and grow. This is evidenced by the answers of entreprenertegirise
managers to questions about their plans to change the volume of business for the next two years. More than half c
those surveyed said they plan to expand their business to a greater or lesser extent. These are 11% of firms al
entrepreneurs thahad significant business expansion plans, 29% that planned a moderate expansion, and 12% the
planed a small increase in their business. The next largest category of respondents planned to work at the currel
level. They accounted for 40% of all entegps and firms in this survey. However, among the enterprisedEsnd
surveyed there was a certain share of those who planned to reduce business to one degree or another. Thes
respondents accounted for slightly more than 3% of the total business. Fiflpf entrepreneurs and enterprise
managers said they plan to close their business over the next two years.

Fig.85. Plans to change business activity over the next two years, %
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Some companies ariEswere interviewed after the imbduction of national quarantine caused by the coronavirus
epidemic. But this did not worsen the business's plans to expand. While firms and entrepreneurs feel significantl
more uncertainty and pessimism about changes in the general economic environmenthair financial and
economic situation from midMarch 2020 (see the next chapter), respondents' plans to expand are not deteriorating.

34 For moreinformation, see the Appendix.
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On the contrary, the percentage of those who wanted to expand their business even increased slightly (to 589
comparedto 51% of those surveyed from January to #vldrch).

6.3.2. Business plans to change the volume of activity b y type of business: IEsand
enterprises

Legal entities are more likely to report that they plan to grow than individual entrepreneurs. They are 56% amonc
legal entities and 44% amongndividual entrepreneurs

Fig.86. Plans to change business activity in the twear perspective by type of business, %
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Approximately the same share s(46%) said that they do not plan to chanthpe volume of their business. For
legal entities, this share was 38%. And although the shalfesafho planned to close their business is relatively low

(6%), it is still twice as large as the corresponding sbflegal entities. So we can conclude that legal entities have
a greater margin of stability, while féEsthe situation is less certain.

6.3.3. Business activity plans by business size

The largerthe size of the business, the better are its plans for further activities. 75% of big business owners anc
executives said they plan to expand over the next two years. For mesizad businesses this shareateases to

64%, for smalto 57%, and among microbusinesses, only half of firms and entrepreneurs were set up for growth. At
the same time, as the size of the business surveyed decreases, the share of respondents who expressed th
intention to continte working at the current level increases: from 25% for big business to 41% for microbusiness.
Additionally, the largest share of respondents who assume that they will reduce the volurogvif/ar close their
businessvas recorded among the owners amthnagers of microenterprises: more than 8%.
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Fig.87. Plans to change business activity by business size (from a larger to a smaller share of enterprises and IEs who pkamdtorexpt
change their activities), %
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6.3.4. Business activity plans by sector

Agriculture and professional services are the two sectors where businesses are most inclined to expand. 61% of firr
and entrepreneurs engaged in agriculture, and 59% of those providing professional services, expressed the
intention toincrease their activities over the next two years. Among construction representatives, the percentage of
businesses ready to grow is also high (59%), but there are slightly more enterpridé&siarttiis sector than in the
previous two, which were readp close or reduce their business.

Fig.88. Plans to change business activity by sector (from a larger to a smaller share of enterprises and IEs who plan to expdarathange
their activities), %
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m Planning to expand the business m Planning to continue working at the current level

H Planning to reduce the business Planning to close the business
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The largest share of respondents who expressed plans to close a business or reduce the volume of activity is in tra
and industry (9% in each). And the smallest share of the business that plans to grow isrifotimation and
communicatiorserviceg46%). At the same time, the representatives of this sector do not intend to reduce business
activity: half of them plan to continue work at the current level, which is the highest figure compared to other sectors.

6.3.5. Plans for business activity in d ifferent cities

Kyiv is clearly in the lead in the percentage of entrepreneurs and companies ready to expand their business. The
are 64% of them in Kyiv. The other cities with the share of grani#mted businesses are Dnipro akdmelnytsky;i

where these shares are significantly lower: 59% and 58%. At the same time, in contrast to Dnipro, a slightly large
share of business ikhmelnytsky{8%) stated that they plan to reduce their activities or close down.

On the other hand, in such cities &evierodnetsk Kherson, and Chernivtsi there are the smallest shares of
entrepreneurs and companies that have expressed their intention to expand business acti@itgvierodonetsk
such respondents accounted for only 43%, and in the other two citi6%6.

Atthe same time, in these cities, together with the smallest shares of the business planning to expand compared t
other cities, relatively higher shares of firms and entrepreneurs were recorded, which said that they planned to
reduce or close the busineds Chernivtsi, there are almost 13% of such respondentSjaaierodonetsk almost

10%, and in Khersor9%. In Lutsk and Kramatorsk, these shares are also relatively high, but more than half of the
business plans to expand here.

Box 3. How the plans dirms and entrepreneurs for business activity have changed

If we express the answers to this question with a single numerical indicator, it will make it possible to compjare the
plans for business activity changes declared by the participants of thisrcbse#h the plans expressed by business

in previous surveys. To do this, calculate the index on a scale -frtaim 1, where the answers about busingss
expansion plans will correspond to 1, plans not to change the volume of business will correspondaodzpltans
to reduce or close business volumes will correspond t&alculate the index as the average of all answers. Its value
is positive and equal to +0.45, i.e. reflects the fact that the share of respondents who plan to expand the business
greater than the share of those who plan to close or reduce its volume.

In the second wave of the 2016 Annual Business Climate Assessment in JRIBEW survey, SMEs were also asked
whether they plan to change their business activity in the medium termehtixt two years. At that time, the plans
of entrepreneurs and enterprise managers were also mostly positive, but somewhat more modest: the corresponding
index of expected changes in business activity was +0.38. In 2020, it is +0.44 f&x ShEmdictes an increase in
business optimism (albeit moderate) regarding future development in 2020 compared to 2016.

35 This is the value of the index of expected changes in business activity without weighing the data and without taking into
account the responses of large enterprises.
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Fig.89. Plans to change business activity by the city where the business operates (from a larger to a smaller shaerpiiges and IEs who
plan to expand or not change their activities), %

Kyiv
lvano-Frankivsk 51,7% 43,3%
Kharkiv
Dnipro
Odesa
Chernihiv
Zhytomyr
Rivne
Ternopil
Lviv
Mykolaiv 50,0% 43,0%
Vinnytsia
Cherkasy
Poltava
Uzhhorod 48,5% 44.,0%
Sumy 51,0% 41,0%
Khmelnytskyi
Zaporizhzhia
Kropyvnytskyi
Kherson
Sievierodonetsk 42.5% 48,0%
Lutsk 54,5% 35,0%
Kramatorsk LYWL 36,8%
Chernivtsi
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
m Planning to expand the business m Planning to continue working at the current level
H Planning to reduce the business Planning to close the business
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6.4. Financial and economic condition sof enterprises (IES): now and in six
months

6.4.1. Attitudes to the current financial and economic condition s of enterprises (IES)

Overall assessment and indexThe majority of entrepreneurs and enterprise managers (59%) surveyed
assessed the current financial and economic situation as satisfactory. The rest of the business representatives we
divided into a larger share of those whonsider it good (23%) and a smaller share of respondents who believe that
itis bad (18%).

Fig.90. Attitudes to business financial and economic conditions, %

Bad Good
18% 23%

Satisfactory
59%

To see what moods and expectations of thesiness prevail, as well as to compare them with each other in time and
among different sample groups, they can be translated into a scale ftoim 1, where positive assessments and
expectations of change for the better will match 1, negative assessramd expectations of change for the worse

will correspond to-1, and satisfactory assessments or expectations that changes will not occur will correspond to
zero. The index is calculated as the average of all responses. Thus, positivef/tligemdcator (index) will mean

that positive assessments or expectations outweigh negative ones, and negativetioaiesegative assessments or
expectations outweigh positive ones. If the shares of positive and negative assessments or expectations are equi
the value of the index will be zero.

Since among the business surveyed assessments of their conditions positive ones prevailed, the overall index
financial and economic conditions assessment for enterprises$tstlde surveyed was +0.05. It can be cdiatfially
called positive, but it is very close to zero.

Attitudes to business financial and economic conditions by type of businesividual entrepreneurs are almost
indistinguishable from legal entities in their assessments of the financial and e@é@oonditions. 25% of individual
entrepreneurs and 22% of legal entities estimated the conditions for their business positively, and EBSarmud
19% of legal entities negatively. Accordingly, the values of the indices for assessing the financiacandmic
conditions are very close: foEs this index was +0.06, and for legal entities +0.04.
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Fig.91. Attitudes to business financial and economic conditions (by type of business), %
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Attitudes to business financial andeconomic conditiors by business sizeThere is a direct
relationship between the size of the business surveyed and its estimates of its own financial and economic condition
If 36% of respondents representing big business rated this condition positarebng microenterprises this share

was only 23%. While only 4% of large enterprises assess their current conditions negatively, in microbusiness tl
share of negative assessments is almost equal to the share of positive ones: 20%. Accordingly, thetiredex of
assessment of the financial and economic conditions of business is the largest for big enterprises (+0.32) ar
decreases to +0.15 and +0.13 for enterprises Hfgbf medium and small size, and for microenterprises reaches
almost zero: +0.02.

Fig.92. Attitudes to business financial and economic conditions (by business size), %
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61% 60% 63% -
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Attitudes to business fnancial and economic conditios by sector. Representatives of businesses
operating in different sectors of the economiddot assess their own financial and economic situation in the same
way. The best marks are awardedlBgand enterprises of thenformation and communication servicesctor. 32%

of respondents in this sector considered their conditignod, and 12%bad. Consequently, the index of assessment
of the business financial and economic condiga0.2 for thanformation and communication servicesctor, and
that is higher than in other sectors.
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Fig.93. Attitudes to business finazial and economic conditions (by sector), %
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Statistics of this sector in Ukree showthat it demonstrates growthin the fourth quarter of 2019, services worth
more than UAH 43 billighwere sold inthe information andtelecommunications sector, and that is 3 billion UAH
more than in the IV quarter of 2038 The only sector where this index is negative is the industry.

Here it was0.07 due to the fact that the share of enterprises dBsengaged in industry assessihgir own financial

and economic conditions as bad (25%), exceeds the share of those who rated it "good" (18%). This is also in line w
statistics showing a decline in industrial production: according to the State Statistics Service, the industraigrodu
index was 91.4% in March 2020 compared to March 2019 the trade and construction sectors, the index of the
assessment of the financial and economic conditions is also low: it is O for trade and +0.03 for construction.

Attitudes to business finagial and economic conditios in the cities. There are significant
differences between businesses in different cities in assessing their own financial and economic cdidoralue

of the corresponding index ranges from +0.23 in Ternopil (where 358atefprises andEsrated their situation

good, and the percentage of negative evaluations is one of the lowest: 12 tbinSievierodonetskwhere the

share of business with negative evaluatimfown conditiors reaches 26% and significantly exce#us share of
respondents with positive assessments, which amounted to 12%). In addition to Ternopil, cities with a relatively larg
share of positive assessments of their financial and economic conglitittusiness are Rivne (33%), Ivdfrankivsk

(31%) Lviv (30%) and Chernivtsi (29%). And most respondents who considered the condition of their business ba
exceptSievierodonetskwere recorded in Kramatorsk (25%) akobpyvnytsky(23%), as well as iklykolaivand
Kherson (22% in each).

36 State Statistics Service of Ukraine. A volume of sold services in the IV quarter of 2019. Express issue 25.02.2020
http://www.ukrstat.gov.ua/express/expr2020/02/21.pdf

37 State Statistic§ervice of Ukraine. A volume of sold services in the IV quarter of 2018. Express issue 02/25/2019
http://www.ukrstat.gov.ua/express/expr2019/02/25.pdf

38 The index is adjusted for the efft of calendar days. State Statistics Service of Ukraine. Industrial production in dJanuary
March 2020. Express issue 23.04.2880://www.ukrstat.gov.ua/express/expr2020/04/48.pdf
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Fig.94. Attitudes to the financial and economic conditions in cities, %
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The impact of quarantine on theattitudes to business financial and economic conditien
"Decision tree" statisticallassificaibbn method allows dividinthe survey participants according to a certain criterion
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into categories, between which there will be the largest statistically significant difference. If to choose the date of
the survey as this criterion (independent variable)zan be seen that it divides all respondents who assessed the
financial and economic conditisiof their business into three categories.

The first includes those who were interviewed before January 22 inclusive, the second includes respondents wh
were interviewed from January 23 to March 14 inclusive, and the third includes those interviewed from March 15
onwards. The third category differs from the first two by a sharp decrease in positive assessments and an increase
negative ones.

If at the begnning of the survey the share of entrepreneurs and company executives who considered the financial
and economic conditiomof their business to be good is 20% and even increases to almost 25% in February and the
first half of March, after March 15 it deaeses sharply to 17%. At the same time, the share of enterprises and
individual entrepreneursvho give poor assessments increased to almost 26% in the second half of March, while
before that it was 18% in February and the first half of March and was ewan (4%) at the beginning of the poll.

Fig.95. Attitudes to the financial and economic conditions of business by the date of the survey, modeled by the "decisiondass#iaztion
method

C1. How doyou asess the financial and
economicsituation of your business now?

Maode 0
Categony ki n
B cood 234 1152
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Acoeptahle M Bad 1822 801
W Bad Total 100 .0 4330
| =]

[rate of interview
Adj. P-value=0.000, Chisquare=37 547,

a4

<= 22 Jan-2020 (22 Jan-2020, 14 h ar- 2020] = 1d-har2020
Node 1 Ncu:!e2 Node 2
G ategany K n Categony ki n G ategany K n
W Good 202 a5 W zood 245 QT2 W Good 169 25
Acceptable 655 306 Acceptable 576 2283 Acceptable 574 288
W Bad 14,1 G M Bad 178 T W Bad 257 14
Total 0.5 467 Total 0.2 23961 Total 102 502

If to define March 15 as the start date of quarantine, which is confirmed by the above analysis, and divide al
entrepreneurs and enterprise managers surveyed into two groups: those who were interviewed before and after
guarantine, it carbe seerthat the index of financial and economic condit®for the former is greater than for the
latter. For companies ankEssurveyed before the quarantine started, this index is +0.06, and for those who were
interviewed when the quarantine has begun, this index isatieg and is0.9. This indicates that under quarantine
conditions, the financial and economic situation of businesses in Ukraine has deteriorated and the profitability anc
business activity of firms and private entrepreneurs is likely to decline.

Box 4. bw the index ofattitudes to of financial and economic condition changed

If to compare the obtained index of attitudes to the current financial and economic conditions of enterprisEssand
with the index calculated from the second wave of small and nmadiusiness surveys within the study "Annual
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assessment of the business climate in UkraidgBCA", it can be seen that it increased slightly (after recalculation
excluding large enterprises to match the sample of the ABCA survey, it is also equal ) 40.6% second wave
of the ABCA survey, this index w804. However, both valuesre close to zero, so it can be concluded that the

financial and economic conditions of Ukrainian business have not changed significantly for the better in the |ast fev
years.

Business activity: attitudes and expectations
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m Assessment of the financial and economic conditions of enterprises/IEs

B Expected changes in the financial and economic conditions of enterprises/IEs (next 6 months)

6.4.2. Expected changes in the financial and economic condition s of enterprises and IEs

Overall assessment and inde i their expectations for the near future (the next six months), business owners
andmanagers are mostly optimistic or admit that they cannot predict their prospects even for such a relatively short
time. Thus, 39% dEsand enterprises expected that the conditions of their business would improve in 6 months,
and 30% said that they couttbt make forecasts for this period. Also, there were 12% of business representatives
who expected the situation to worsen in the near future among the respondents and 19% of those who believed thai
during this time the conditions of their business will mbange.

Consequently, the index of expected financial and economic conditions changes, that was calculated without takin
into account the share of respondents who could not make a forecast, is +0.38, which is more than the index of th
current financiabnd economic environment H¥£sand enterprises surveyed (+0.04).

39 This is the value of the index of assessment of financial and economic condition without weighing the data and without
taking into account the responses of large enterprises.
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Fig.96. Expected changes in business financial and economic conditions, %
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Expected changes in business financial and economic condigiboy type of business There is
practically no difference between the frequency of optimistic and pessimistic forecasts about the camdition
business in six months between individual entrepreneurs and legal entities. 48&anf 38% of legal entities made
postive assumptions about their activities in the near future, while 11%sind 12% of legal entities said that they
expect their financial and economic conditions to deteriorate. Due to this, the indices of expected changes in the
financial and economiconditions for these two groups of respondents are almost the same: +0.38dand +0.38

for legal entities.

However, it should be noted that among the heads of legal entities there are slightly more respondents who coulc
not make predictions about hothe state of their enterprise will change in the next six months. This share was 32%
compared to 26% of private individuals.

However, it should be noted that among the managers of legal entities there are slightly more respondents wha
could not make preditons about how the conditiomof their enterprise will change in the next six months. This
share was 32% compared to 26%E©5.

Fig.97. Expected changes in business financial and economic conditions (by typesiofess), %
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Expected changes in business financial and economic condisiby business sizeThere are
differences between enterprises atisof different sizes in expectations about future changes in their financial and
economic conditions, but theyra not as pronounced as in estimates of its current state.

Fig.98. Expected changes in business financial and economic conditions (by business size), %
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The share of respondents with optimistic expectations is gradually growing 3@% among microenterprises to
45% among big businesses, while the share of those who expect the deterioration of their business remains almo
the same for firms and entrepreneurs of migremall and mediursized businesses. (from 11% to 14%).

However,for big business, it decreases to only 3% of respondents. As a result, the value of the index of expecte
financial and economic conditions changes is similar for businesses of (mi@188), small (+0.38), and meditsize
(+0.43), but increases to +0.&dr big business. Additionally, there are relatively fewer managers of large enterprises
who could not anticipate changes in the financial and economic conditions of their enterprises (21%).

Expected changes in business financial and economic condisiby sector.lEsand enterprises
providinginformation and communication servicexpressed the least positive expectations for changes in their
financial and economic situation in six months. The share of respondents in this sector who expected their busines
to improve was 35%. This may indicate that despite the relatively betteecticonditions of this sector (estimates

of which are the highest compared to other sectors), its growth may slow down. On the other hand, construction anc
industry, whose representatives provided rather moderate assessments of the financial and ecoandiiions of

their business at the time of the survey, were optimistic about its chances. 46% of companié&samdhe
construction and 41% in the industry expected that in 2020 the conditions of their business will improve. At the same
time, trade fims and entrepreneurs have both relatively lower assessments of their current conditions and a worse
ratio of positive (37%) and negative (14%) expectations in the short term than most other sectors surveyed.
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