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1. Introduction

In Ukraine, small and medium-sized enterprises (SMEs) play an important role in job creation and
internationalisation. However, Ukrainian SMEs face substantial challenges, including a lack of
access to alternative sources of finance, excessive administrative burden and low productivity. In
2020, the number of employees who were forced to work part-time or to take unpaid leave
increased sharply compared to 2019, rising by 28.3% and 233.7%, respectively!. Economic
activity in the manufacturing sector, as measured by the index of industrial production, declined
by 6.9%?2. Ukrainian SMEs have been hit particularly hard by the pandemic - 84% have
experienced a decline in turnover and 25% have had to reduce their number of employees3,

In Ukraine, SMEs play an important role in the ‘non-financial business economy’. In 2019, they
contributed 52.9% of total value added and 63.8% of total employment, only slightly less than
the respective EU averages of 53.3% and 65.0%. However, SME productivity, measured as value
added per person employed, was only EUR 10 100 in 2019, roughly one quarter of the EU average
of EUR 42 600. SMEs in Ukraine employ an average of 2.8 people, against the higher EU average
of 3.7.

The SME Performance Review monitors SME-related developments across the EU.
For more information: https://ec.europa.eu/growth/smes/sme-strategy/performance-review_en



https://ec.europa.eu/growth/smes/sme-strategy/performance-review_en

Figure 1: Number of enterprises, persons employed and value added in 2019

Number of enterprises Number of persons employed Value added
Ukraine Ukraine Ukraine
€ billion Share
Micro 1609689 95.8% | 93.3% 2 659 900 35.8% 29.6% 16.961 18.8% 18.7%
Small 58 125 3.5% 5.7% 1071 100 14.4% 19.7% 15.432 17.1% 17.0%
sz'zi:c'l‘" 10099  0.6% | 0.9% 1012155 13.6% | 15.8% 15336  17.0% | 17.3%
SMEs 1677 913 93;9 99.8% 4743 155 63.8% | 65.2% 47.730 52.9% 53.0%
Large 2 444 0.1% 0.2% 2 696 654 36.2% 34.8% 42.550 47.1% 47.0%
Total 1680357 100% | 100% 7439809 100% 100% 90.280 100% 100%

Source: These data are based on data provided by the State Statistics Service of Ukraine. The data cover the 'non-financial business
economy', which includes industry, construction, trade, and services (NACE Rev. 2 sections B to J, L, M and N), but not enterprises in
agriculture, forestry and fisheries and the largely non-market service sectors such as education and health. The following size-class
definitions are applied: micro firms (0-9 persons employed), small firms (10-49 persons employed), medium-sized firms (50-249 persons
employed), and large firms (250+ persons employed).

2. Key strengths

Ukraine’s SMEs are on a par with EU SMEs in terms of internationalisation

A number of public support measures have been adopted in recent years to support the
internationalisation of SMEs. The Export Promotion Office, which provides training and organises
trade missions and fairs in different countries, and the Export Credit Agency, which provides export
insurance services, were established. Ukraine also joined the OECD 'Arrangement on Officially
Supported Export Credits™. As a result, the share of SMEs exporting goods in 2019 was slightly
higher than the EU average.

Ukrainian SMEs play an important role in job creation

Ukraine’s SMEs account for 73.2% of employment (excluding agriculture), outperforming most EU
countries. Over the last decade, this share has been growing, partly due to a decrease in
employment in large companies and an increase in the number of new jobs in the SME sector.

There have been a humber of policy measures aimed at creating employment in SMEs. Since 2018,
Ukrainian SMEs have been able to receive smaller credits if they create jobs for members of low-
income families and veterans, thanks to a project sponsored by the World Bank and the Ministry
of Social Policy of Ukraine. The State Employment Service of Ukraine also supports job creation
by providing one-time payments and training to help unemployed people to launch their own
business®.



It is relatively easy to start a business in Ukraine

It only takes 6.5 days to start a business in Ukraine - approximately half the EU average. In
addition, paid-in minimum capital is not required and the total cost of starting a business is
significantly below the EU average. The time and cost to register property are also significantly
below the EU average. All these indicators have significantly improved over the last decade’.

Figure 2: Time to start a business (days)
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Source: World Bank’s Doing Business, 20208

In 2020, the Diia.Business project (Po3rnoyato mpokomacluTabHmni ripoeKT 3 nigTpumku 6i3Hecy
Diia.Business) was launched. It is a large-scale development project offering entrepreneurship
support and services through an online platform, as well as offline support via centres and hubs
for entrepreneurs in different regions of Ukraine®.

3. Key challenges

Alternative sources of finance remain underdeveloped in Ukraine

According to Invest Europe, Ukraine lags behind EU countries in the share of private equity funding
for businesses, with investment only representing 0.025% of GDP in 2019. The level of venture
capital investments in SMEs also remains low, amounting to only 0.004% of GDP in 2019. This
results from the high levels of uncertainty due to the economic and political instability in the
country, which have decreased inflows of venture capital from abroad?°,

The programme ‘Affordable loans 5-7-9' (®iHaHcoBa nigTpnmkKa cy6'ekTiB Mas0ro 1a cepegHboro
nianpunemHuyTea lNporpama 5-7-9) - designed to improve SMEs’ access to credits at record-low
interest rates (5-7-9%)!! - has been a major step in improving SME’s access in general to finance.
In 2020, this programme was expanded and updated, aiming to minimise the negative
consequences of the COVID-19 pandemic for Ukrainian SMEs?2,



Administrative burden has been decreasing but still remains relatively high

Despite progress, the burden of government regulations remains above the EU average!3. SMEs
describe the administrative burden as significant, and claim it did not improve in 20204,

In Ukraine, administrative procedures are more complex and legislation can be ambiguous and
contradictory. Businesses in the country spend 328 hours a year paying taxes — 91% more time
than the EU average!®>. Administrative burden also affects custom procedures. The cost of
documentary compliance, both for export and import, is significantly above the EU average!®.

Insolvency procedures are a major weakness for Ukraine’s business framework

According to the World Bank’s Doing Business 2020 report, resolving insolvency is very problematic
in Ukraine, costing 40.5% of the debtor’s estate - four times the EU average?’.

Figure 3. Cost to resolve insolvency (% of the debtor's estate)
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Source: World Bank’s Doing Business, 20208

This is caused by complicated procedures and a weak judicial system that leads to extremely low
recovery rates, a long resolution time - almost 3 years, one more than the EU average - and very
high costs. This is also reflected in the cost of enforcing a contract, which reaches 46% of the
claim - significantly above the EU average of 20.3%?1°.

In 2019, a new law on bankruptcy (HoBuii Kogekc rnpo 6aHkpyTcTBo) was enforced to improve the
situation. According to this law, there is no minimum requirement of debt volume to begin a
bankruptcy procedure. It also provides better protection to creditors?°.

The productivity of Ukrainian SMEs is relatively low

Ukrainian SMEs lag behind the EU average in terms of value added per employee, as well as
compared to the performance of large companies?!.

The average value added generated by an SME employee was 58% of that of a large company,
while the EU average was 64%. However, this gap shrank between 2015 and 201922



4. Other key SME-related brief insights

IMPACT OF
COVID-19 CRISIS
ON SMES

GREEN
TRANSITION OF
SMES

SCALE-UP
ENVIRONMENT

DIGITALISATION
OF SMES

ACCESS TO
FINANCE

Small businesses and micro businesses were hit the hardest by COVID-19
in 2020. According to the Ukrainian Chamber of Commerce and Industry,
approximately 700 000 small businesses in the service sector closed and
between 3.5-4 million jobs were lost?®. Several financial support
programmes and other measures to support SMEs and entrepreneurs
were launched, such as exemptions from contributions to social security
or a reduction in taxes.

Although statistics on high-growth enterprises are not available for
Ukraine?*, there are some signs that the scale-up ecosystem is developing
in the country. There are several equity funds as well as several incubators
offering scale-up programmes. The Business Development Fund offers
credit and loan programmes, including ‘Affordable Loans 5-7-9" aimed at
supporting SME growth?>.

According to the 2020 OECD SME Policy Index, Ukraine has improved as
regards the green transition of SMEs — however, it is still below the
Eastern Partnership countries’ average?®. The SME Development Strategy
2020 envisages several actions to promote the green transition of SMEs,
such as long-term and low-interest credit for green products and
technologies?’. However, Ukraine does not currently offer any specific
regulatory incentives for SMEs, apart from general tax preferences for
energy efficient equipment.

There has only been moderate adoption of digital technologies and
business models by SMEs, despite a relatively high share of businesses
employing ICT specialists in Ukraine®®. The creation of the Ministry of
Digital Transformation in 2019 aimed to address these challenges®. In
2020, the Ministry launched the online service Diia (IMopman Jis), which
provides public services online to entrepreneurs and people in general,
in order to spur further SME digitalisation.

Access to finance is the area where Ukraine has made the most significant
progress in recent years’®. The government launched the State
Programme ‘Affordable Loans 5-7-9', which granted approximately
EUR 517 million in credit and loans to over 5 300 SMEs, which may have
contributed to this progress. Of the 7 575 loans, 62% of the money went
to refinance existing loans at lower rates3'.
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