Doing Business In 2006: Ukraine Business Optimistic About Future — The IFC/WB report gives foreign investors and local civil servants a fair picture of the conditions for doing business that existed in Ukraine in 2004, says a Zerkalo Nedeli editorial. IFC Program Officer Elena Voloshina said, “Survey findings show that most businesses are optimistic about the future and counting on the government to improve the business environment over the next few months.” 
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Politicians go mad, and the entrepreneurs suffer for it: the present-day situation in private enterprise development is most aptly described by rephrasing this old saying. Although, on second thought, even that is not accurate enough. At the moment, the nation is experiencing a crisis similar to the one it went through last year during the presidential race, with revolutionary tension mounting in the top echelons of power. Government leaders are rushing to get on board of the political ship, the president is using every opportunity to show everyone who the captain is, the opposition (which doesn’t really care anyway) is biting at the bottom, while the people, as usual, have to do the rowing. World Bank studies claim that such conditions for doing business are the worst for private business, as government fever is spreading everywhere – to small, medium, and large businesses alike. 

The World Bank and the International Finance Corporation (IFC) recently revealed the results of their surveys of the business-enabling environment in Ukraine. The World Bank identified the strengths and weaknesses of the Ukrainian business environment against other nations worldwide, while IFC captured problems faced by local businesses and their vision of ideal conditions for doing business.   

IFC experts conducted an annual national survey of business environment in Ukraine over a course of three months, from February through April 2005. Based on a cross-sector survey of three thousand company directors, the report was to give foreign investors and local civil servants a fair picture of the conditions for doing business that existed in Ukraine in 2004. And last year political instability was cited as the most serious problem.

Politicians are accused of creating problems out of nothing by 75% of surveyed directors of mostly micro (from one to ten employees) and small-sized companies (from 11 to 50 employees). According to IFC experts, most businesses define political instability as the confusion created by last year’s presidential elections, as command methods of economic management and populist measures did nothing to improve the investment climate. These days, many mass media claim that if the ice breaks up in the top echelons, the president and the prime minister may go back to hand-controlling the economy. Government leaders deny that, but the claims do not stop.

Political instability was ranked first as the most unfavorable factor, with an 11% advantage over corruption and overall macroeconomic situation in Ukraine. There seems to be no escaping the conclusion that if only politicians did not interfere, businesses would know what to do.  And since no one seems to know what to expect in this situation, local entrepreneurs are putting business on hold to come out of the period of instability with as few losses as possible. The same is true for foreign businesses: who is going to invest if there is no guarantee of future profit?   

IFC analysts note that Georgia, which virtually became Ukraine’s top strategic partner in Eastern Europe over the past months, was ranked first among CIS countries and second globally for the pace of economic reforms. Because, unlike Viktor Yuschenko, Mikhail Saakashvili managed to establish a stable business-enabling climate. That is the difference between working in a team and nepotism.   

Overall, the World Bank analysis ranked Ukraine 124th out of 155 globally by the ease of doing business. Interestingly enough, former Socialist economies like Lithuania, Estonia, and Latvia have made it to the coveted top thirty list of countries where doing business is easy, convenient, and generally pleasant.  

Half of surveyed company directors believe that civil servants are making their lives difficult not only with their ambitions but with their decisions as well. Over the course of 2004, Ukrainian laws sustained a total of 38 amendments, the State Tax Administration issuing approximately 500 guidelines and instructions, causing 63% of companies in Ukraine to experience problems when doing their taxes. With this level of lawmaking activity among members of parliament, every company should have a legislation monitoring department to keep it in check. One respondent said that, under these confusing circumstances, she cannot be sure that her company did its taxes correctly.

As regards the State Tax Administration. This organization, as well as the customs and the Ministry of Internal Affairs, was given the lowest scores by businesses. More than 70% of respondents  assessed its performance negatively. Every fifth business proprietor reported that the performance of these authorities had deteriorated from 2003. One reason it happens is because customs and tax inspectorate officials do not interpret the law consistently. A major cause of that is a great number of conflicting provisions in the legislation regulating business activity. The existing taxation system encourages businesses to make a shift to the shadow.

In order to overcome regulatory barriers, IFC provides government agencies with policy recommendations to review legislation, level the regulatory playing field, and enhance cooperation with the private sector. IFC in Ukraine assisted the government in designing the Law “On the Business Permit System”, passed by the Ukrainian Parliament on September 6, 2005.  The new law is designed to cut down considerably the number of permits required for doing business in Ukraine, limit the power of government agencies and local self-governance to introduce new permits, and improve the process of obtaining business permits for activities presenting a high public or environmental risk before they are actually carried out. 

In addition, IFC and a business council established under the Cabinet of Ministers drafted a law on the protection of entrepreneurs’ rights during inspections. The document was presented for a public discussion in early September.  

“Despite the difficulty of doing business in Ukraine, survey findings show that most businesses  are optimistic about the future and counting on the government to improve business environment over the next few months”, claims Elena Voloshina, Head of IFC Operations in Ukraine. But there is a risk that cheerful statements like this one will remain nothing but talk for an indefinite period of time, since there is no full-fledged working government at the moment. And it appears that no one in Ukraine really knows when the ministers finally decide to “improve business environment”. Not even the president. It may be safe to assume that this will happen after he puts his own environment in order. 

But then things are not that bad, after all. Ukraine improved business startup procedures in 2004, and the cost of starting a business went down. However, according to World Bank analysts, this will not have a major impact unless business startup requirements are further improved and the registration process is accelerated. It is just a small flicker of light at the end of a long and winding tunnel.

Ukraine has also broadened access to credit by improving credit market regulation and adopting a new collateral law to allow entrepreneurs to use a wider range of assets as collateral and to give lenders an opportunity to sell collateral without engaging in time-consuming litigation. At the moment, the lender has the preemptive right to obtain collateral only if the borrower defaults on his obligations.  
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