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About this paper

Expanding your business operations to 
Ukraine is a TMF Group paper about the 
main reasons behind, and challenges of, 
international expansion to Ukraine. We 
contacted 66 specialists between August 
and September 2015, who have been 
operating in Ukraine, or who are interested 
in expanding to the country. We asked them 
what they consider to be most important 
for business expansion in the region. Our 
goal was to understand the main reasons 
for companies to invest in different regions,          
including Ukraine. 

Introduction  
Ukraine gained independence from the Soviet Union in 1991.  
Since then, its economic and political situation has been incredibly 
fluid. One after another, governments of post-independent Ukraine 
have failed to reform the country or increase its competitiveness in 
the global arena.

November 2013 saw Ukraine’s third revolution since independence. 
It led to a complete change of government and alteration of the 
country’s geopolitical direction; with the annexation of Crimea and 
a military conflict in the east of the country. Despite the geopolitical 
instability and a very high corruption index, many businesses began to 
consider Ukraine a potential new expansion destination.

Ukraine remains an attractive country for international investors 
due to its large domestic market, rich natural resources and a 
highly educated, low-cost labour force. The new technocratic 
government has already introduced reforms, but at a slower than 
anticipated pace.

In November 2015, the European Union (EU) ratified the Association 
Agreement (AA) with Ukraine. This will lead to closer cooperation 
between the country and international businesses. The Deep and  
Comprehensive Free Trade Area (DCFTA) - part of the AA between 
the EU and Ukraine - will apply from 1 January 2016. The DCFTA 
will offer Ukraine a framework for economic development, and 
the opportunity to modernise its trade relations through the 
progressive removal of customs tariffs and quotas, which should 
result in new market opportunities. It will also facilitate an 
extensive harmonisation of laws, norms and regulations in various 
trade-related sectors, creating the econominc conditions required 
to align with EU standards.

Business outlook in Ukraine 
In September 2015 the pace of decline in industrial output slowed 
to 5.1% year-on-year, from an average of over 20% in the first 
half of the year. This is the most striking evidence of the Ukrainian 
economy’s move towards stabilisation and recovery, following 
its real GDP fall of around 16% year-on-year in the first half. The 
slowing contraction appears to be driven by exports and business 
investment. Key financial indicators such as the exchange rate, 
reserves, capital flows and bond prices show signs of stabilisation 
and recovery.

According to the CEEMEA Business Group, GDP growth is expected 
to turn positive during Q1-Q2 of 2016. Following a big slump this 
year, GDP will recover mildly to +0.8% in the next 12 months 
thanks to higher external demand, better price scenarios and 
an upward surge in market expectations for hryvnia (Ukrainian 
currency) sales growth.

In November 2015, the European 
Union ratified the Association 
Agreement (AA) with Ukraine which 
will lead to closer cooperation 
between the country and 
international businesses. 
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Between 2017 and 2020, growth is forecast to increase again, with 
GDP trending at around 4% per year. Investment and exports will also 
be relatively stronger, and a resilient business sector will continue to 
improve thanks to import substitution and benefits stemming from 
the competitive exchange rate.

Nataliia Afanasieva, Managing Director at TMF Group Ukraine 
reflects on what is shaping the business environment on the 
regulatory side: “The Ukrainian business community has been 
waiting for deep reforms across all facets of economic and 
governance regulation. Several achievements can already be 
noted, such as improvements in several general tax rulings, 
the introduction of a grace period for penalty accrual, extended 
deadlines for filing tax returns by mail, and even the abolishment 
of fines for qualified taxpayers. Further reforms are inevitable, as 
from 1 January 2016 the Free Trade Area as part of the Association 
Agreement between the EU and Ukraine will come into effect. 
This involves not only liberalisation of tariffs but also alignment 
of Ukrainian legislation, regulations and procedures with those 
in use by the EU, including certification of products and access to 
participation in government tenders. All these factors will reduce 
the cost of trade with Ukraine, and attract new investors.”

Expanding business operations  
to Ukraine
TMF Group surveyed 66 specialists to gain their opinions on Ukraine 
as a potential smart sourcing destination. 48% of respondents 
are working for companies with headquarters in Ukraine. A third 
of respondents have headquarters elsewhere in Europe and 12% 
are in the USA. The remaining respondents work for companies 
with headquarters in various locations around the world. Most of 
the respondents are working in the IT or internet services industry 
(23%), financial services (15%) and agriculture (11%).

 

Despite lacklustre 2015 results and the ongoing geopolitical 
instability, Ukraine is still seen as an attractive destination to 
expand operations to over the coming years. 65% of TMF Group 
survey respondents are in fact planning to expand their business in 
Ukraine in the next three years, while more than 30% are planning 
to expand to CIS or CEE regions. The most attractive city in Ukraine 
for expansion is the capital Kyiv, according to 60% of respondents. 
The remaining responses are distributed among the country’s other 
four main cities: Kharkiv, Lviv, Odessa and Dnipropetrovsk.

Ukraine’s potential is reflected in the latest Doing Business report 
from the World Bank, where the country jumped 40 positions for 
ease of starting a business, and gained four places in the overall 
ranking (currently 83rd). It now takes three weeks at most to 
create a new LLC, including execution of all necessary documents 
and opening bank accounts, while registration itself will take just 
one working day.

The main reasons why companies are attracted to Ukraine are for 
its natural resources (43%), the ability to find a trusted partner 
in-country (39%) and 10% of survey respondents cited favourable 
tax benefits. Ukraine is very rich in natural resources including oil 
and gas, minerals and sources of renewable energy. The recent 
crisis in the country’s energy sector focussed attention on energy 
efficiency and alternative energy projects, which have since 
attracted funding from international investors. As a major producer, 
agriculture is Ukraine’s main export sector, accounting for 16% 
of GDP and 30% of exports. The Ukrainian government plans to 
double agricultural exports and triple production of high value-
added products by 2020.

Ukraine’s strong IT sector is also a key drawcard for international 
companies. This sector is enhanced by the government’s tax 
offering, which allows for example, the delivery of software within 
the country to be exempt from VAT.

Ukraine’s potential is reflected in 
the latest Doing Business report 
from the World Bank, where the 
country jumped 40 positions for 
ease of starting a business.



Challenges
The biggest challenge faced when setting up a business in Ukraine 
is related to complying with local rules and regulations (68%). 
Compliance challenges are further highlighted in the survey 
results, with more than 20% of respondents listing “adhering to 
labour law” as one of their biggest challenges. “In November 
2015, the Ukrainian parliament adopted the new labour code. It 
expands the list of reasons for terminating an employee contract 
including in cases of disclosure of confidential information, breach 
of safety rules and lack of appropriate qualifications”, mentioned 
Ms Afanasieva. The new code also provides guarantees of non-
discrimination in employment, but does not cancel mandatory 
maintenance of labour books.

Establishing banking and accounting measures (39%), and 
understanding Ukrainian culture and language (23%) are seen as 
the other main challenges for businesses.

To overcome some of these challenges, companies will often hire 
local experts or adopt smart sourcing strategies. When survey 
respondents were asked to indicate which institution they would 

contact first when entering Ukraine, they stated that local third 
party providers would be their first port of call in 53% of cases, 
law firms 50%, and banks 47%. According to Outsourcing Journal 
forecasts, the rapid growth of BPO services in Ukraine will continue 
over the coming years, together with general growth of CEE IT 
market attractiveness. Ukrainian IT specialists are considered to be 
one of the better players in the BPO world market, however, the 
choice between using your own staff or smart sourcing strategies 
is well balanced, as 40% of respondents preferred the former, and 
40% the latter; the remaining 20% would choose freelancers. 

The reasoning behind a lease-or-buy decision when entering a 
new market, setting up a subsidiary versus contracting a local 
company or freelancers, is led mainly by risk: 77% of survey 
respondents indicated risk as the main driver for their decisions, 
48% indicated cost and 39% indicated flexibility. One preferred 
way to foster flexibility is to choose a single point of contact with 
several service providers, rather than individual contractors for 
each service, as highlighted by 59% of the respondents.

and tax compliance obligations. Companies prefer to smart 
source their business operations in the country rather than hire 
big in-house teams; a decision which is mainly driven by a 
desire to minimise risk.

A single point of contact over multiple service providers is 
preferred by more than half of survey respondents, and is 
considered key to successful expansion in a new country. 

The approach helps businesses that are setting up their 
operations in Ukraine - or anywhere in the world - keep 
compliant with local regulations, and allows them to focus on 
growth and development.

Conclusion
More businesses are looking to expand to Ukraine, as the 
country offers a big domestic market, rich natural resources 
and highly educated labour at a very low cost. The economy is 
slowly recovering, but Ukrainian geopolitical instability and local 
bureacracy continues to pose big risks for investors. 

The country is undergoing several reforms to foster tax services, 
registration procedures and trade with EU countries, and these  
reforms will improve the business environment for  
international companies. 

International and local businesses expanding to, and in, Ukraine  
are first and foremost looking for a trusted partner with local 
expertise to support activities such as their Ukrainian reporting
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Connect with our experts at 
ukraine@tmf-group.com

About TMF Group 

TMF Group helps global companies expand 
and invest seamlessly across international 
borders. Its expert accountants, legal, HR 
and payroll professionals are located around 
the world, helping clients to operate their 
corporate structures, financial vehicles and 
investment funds in different geographic 
locations. With operations in more than 
80 countries providing global business 
services, TMF Group is the global expert that 
understands local needs. TMF Group marks 10 
years in the Ukrainian market in 2016.
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