AACaPS Conference: Central and Eastern Europe

Doing Business in Ukraine: Experiences of Australia Companies

Genrikh Salata
School of Management, Marketing and InternationadiBess (MMIB)
ANU College of Business and Economics
The Australian National University
Canberra ACT 0200
Australia
genrikh.salata@anu.edu.au

Abstract

Although bilateral business relations between Aalistrand Ukraine during the past two
decades are relatively minimal, the recent pedakaitle between the two countries raises the
question about the future of greater economic cadjos. The objective of this paper is to
provide an empirical examination of the differendesthe business environments of
Australia and Ukraine and how they could undernhre potential for further development
of these relations. The aim is to explore the ribled Australian businesses experience while
operating in non-traditional markets and the mdibrato engage in such a highly volatile
business environment. Twelve in depth interviewseweonducted, of which nine were
companies involved in business between Australéa @kraine as well as three individuals
who closely participate in fostering the bilatdvakiness relations.
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1. INTRODUCTION

This paper investigates barriers to a greater en@noooperation between Australia
and Ukraine. It is clear that by strengtheningttes between the two countries, both Ukraine
and Australia, can further stimulate the growthtlodir economies. Australian companies
express strong interest in the business opportsrégvailable in Ukraine, which indicates that
there is a strong potential for bilateral businegations. In fact, Australian and Ukrainian
businesses can share their knowledge and experigncerder to achieve a greater
competitive advantage on the international arehas Iklear that business activities with
Ukraine have been increasing noticeably since 18f8eover, the recent peak of 340% in
commodity turnover again illustrates a very strgrigential that both countries can offer.
Nevertheless, it is important to examine the redem¢rioration in business relations between
Australia and Ukraine. Furthermore, it is necessargnswer whether the growth in trade is
sustainable. This paper examines the barriersl&tebal business relations in light of the
specifics of the two business environments. Thés af research is relatively new and there
is yet no attempt to deepen the understanding efbilisiness relations between the two
countries.

This paper addresses the main issues that Austral@mpanies face while
conducting business activities with Ukraine. Thessues are also examined from the
perspective of the Ukrainian businesses that cadpavith the Australian firms. It is evident
that there are significant risks, which are oftenlerestimated by the Australian businesses
prior to entering the Ukrainian market. There igndicant opportunity offered in Ukraine,
but at the same time there are numerous hiddes thk Australian businesses should be
aware of. This issue should not be taken for gdhras all participants of this study identify
that the business environment in Ukraine is higlalatile and unstable. In the same vein, the
rules are very dynamic which often causes the tiskecome unbearable.

The purpose of this paper is to provide a detaieestigation into the context of
business relations with Ukraine. This paper alltwsinesses to explore and learn from the
experiences of companies that are conducting apasbetween Australia and Ukraine.
Understanding the specifics of the Ukrainian bussnenvironment will assist in the
development of new successful business ties witlstralia. This would be of great
significance to business practitioners, policymakand scholars in general, as the erudition
about economic, legal and political factors thdiuence internationalisation process is vital

not only for individual businesses but also toddgancement of the country as a whole.
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To achieve the objective of this paper, three masearch questions have been
formulated as follows:
1. What is the potential for greater economic coopendbetween Australia and Ukraine?
2. What are the main barriers to bilateral businelsgioms between Australia and Ukraine?
3. How can the current risks and obstacles for busiaesivity between the two countries

be minimised?

First, this paper introduces a brief overview ot thterature related to the
internationalisation theories and provides a dedaitliscussion on the development of
business relations between Australia and Ukraie @mphasis is on Ukraine with an in-
depth analysis of the macroeconomic performancétigad developments as well as an
outline on recent trade and investment statist&cond, the use of Grounded Theory is
justified in light of the purpose of this study;rtiuermore, a description of the sample is
provided with necessary contextual details. Thitte paper illustrates the potential for
business activities between Australia and Ukrapreyvides a detailed examination of the
barriers and obstacles between the two countries rmakes relevant recommendations.

Finally, study limitations are addressed and apatg conclusions presented.

2. SELECTED BACKGROUND LITERATURE

2.1  Selected Internationalisation Process Literature

The Uppsala model of internationalisation attentpt®xplain motives to expand
offshore. The model is constructed by using behasictheory and the theory of the growth
of the firm (Johanson and Vahine 1977, 1990). Thepddla model describes
internationalisation as gradual process where the firm by increasing its knowledfe
foreign market will commit greater resources torapein that marketplace. Nevertheless, the
model is criticised on the grounds that the firms Ha go through specific steps while
internationalising (Reid 1983). These steps incltide choice of the entry mode, which in
part will be determined by the risks of the offsh@nvironment. Another criticism of the
Uppsala model is that at a later stage of inteonatisation, when entering into a new
market, a firm would not need to repeat the samyessof the process. Forsgren (2002) refers
to the concept of learning and argues that whenfitlhe already established offshore
operations in one market it will apply its expedes to another.

The motivation to engage in internationalisatiorogeiss varies across different
firms. Firstly, in order to proceed with internataisation strategy the company should have

significant motivation or benefit. As argued by Bks and Rosson (1982) excess capacity is
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a significant internal motivator to expand openasiooffshore. Similarly, Johnston and
Czinkota (1982) argue that firms can achieve margeor technological advantage with
internationalisation. External factors, such adfipraaximisation, access to resources, that
guarantee competitive advantage of the firm, arplagxed in Czinkota and Ronkainen
(2001). It is argued that companies will consideteinationalisation as a response to
changing market conditions. Internationalisationais instrument to achieve a greater
competitive advantage, larger economies of scalwedlsas gain access to location-specific

resources.

2.2  Selected Market Entry Mode Literature

Since this study will provide recommendations am ¢imtry mode into the Ukrainian
market it is necessary to provide a brief discussiothe major theories of international entry
mode. The internationalisation theory is a poorl@xgtion of the entry mode choice, mainly
because it assumes perfect competition, homogeifons and mobility of resources, and
thus far from today’s real business environmente(&tto and Sivakumar 2004). Dunning’s
eclectic paradigm theory is meant to address tbe@mings of internationalisation theory,
however, it is still criticised on the basis thatioes not fully explain the entry mode choices
by the firms (Dunning 1993). The resource-basedriheon the other hand, can provide an
explanation not only to why different entry modee ahosen within the industry, but also
illustrate why all firms within the same industrgrmot choose the strategies that can offer
the highest returns (Ekeledo and Sivakumar 2004é. rEsource-based approach argues that
the firm will achieve its highest performance witbare is a good fit between firm-specific
resources and external opportunities (Conner 19Bgrefore, the firm’s resources will be

the main drivers of the business strategy.

3. RESEARCH CONTEXT

3.1 Potential for greater economic cooperation betweeAustralia and Ukraine
Ukraine has been viewed as a new-coming state reiéttively great potential ever
since its independence. The industrial capacityJkfaine demonstrates the potential for
delivering goods and services that are in demanthédyAustralian economy, Ukraine is also
regarded as a prospective market for the Austraignorters (Maley 1995). One of the major
obstacles, however, was to leave the baggage afdimnand economy and respond to the
demands of international and domestic marketsanthe stated that Ukrainian economy still

remains at its transitional state. The businesg@mwent of Ukraine lacks transparency, as a
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result, international actors find it difficult tes&@mate the risks prior to entering the market or
establishing its operations in Ukraine.

Starting from early 1990s the lack of an independerage on the international
arena was a detrimental factor for Ukraine. From &ustralian perspective Ukraine was
always viewed as part of the Soviet Union, everuging its existence under the communist
regime was not a soothing experience. Australiageised Ukraine as an independent state
in December 1991, four months after it separatechfthe Soviet Union (Hill 1995). Ukraine
is ranked as the largest country in Europe in tesfreawea and the seventh largest in terms of
population. After the split from the Soviet Uniorkfdine was the sixth largest economy in
the world, ahead of China and Canada (Hill 1995raihe also has significant mineral
deposits, such as manganese, titanium, coal asawelil and gas deposits. It is necessary to
emphasise agricultural capabilities of Ukraine, iasupplied the former Soviet Union
significant outputs of sugar, potato and grain. Thdustry was also well developed,
especially in the area of metallurgy, machineryeralstry and electronics. Ukraine also
remains one of the leading countries in the fidldpmce and aeronautic technology. Antonov
aircraft factory currently is the only manufactuadrthe world’s largest cargo aircraft and
also successfully supplies regional passengeradirto Russia, Asia, Africa and South
America (Marson 2009).

Hill (1995) illustrates that the outcome of the eamic reform will determine
whether or not Ukraine will be able to utilise ftdl potential. It is argued that privatisation
program will assist in moving away from the censedl government control which lacks the
understanding of business and infrastructure. Whike over 15 years since the introduction
of the economic reforms under Kravchuk, it cannet dtated that the development of
businesses is free from government interventionclvistill places major obstacles to the
business progress. The issue of overregulation lvelladdressed later in relevance to the
reports by the World Bank and the Organisation teconomic Co-operation and
Development (Refer to Section 6.3.1.3).

Ukraine and Australia can cooperate in the devetognof agriculture. In early
1990s textile mills in Ukraine were highly dependem the Australian wool supplies
(Helmer 1991). At the same time Australia had aerstock of wool which had to be
processed. The purchase of Australian wool in 19®1ivas largely dependent on the credit
arrangements established by the Australian Govemhriilgough the Export and Finance
Insurance Cooperation. Hills (1995) also arguest thastralia can contribute to the

development of the mining industry in Ukraine. Aa$ia, as well as other developed
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counties, could provide necessary technology anmkréise in explorations of oil and gas
deposits, modernisation of energy sector and awhistry. This paper will later provide a
detailed examination of the debate between Oilthepdmd Ukrnafta, which further illustrates
the point (Refer to Section 5.2.1 and Section 6).

In early 1990s Ukraine needed investment into tigecaltural infrastructure,
especially storage, and transport system that wprddent the losses in harvesting, storage
and handling (Hill 1995). Nevertheless, it remagnproblematic issue. In 2007-08 Ukraine
was losing a significant amount of grain due torpodérastructure and export quotas (ABB
Grain Ltd., notes from the presentation ofi®22ovember 2008). The debate in early 1990s
outlined that foreign investment and joint venturethe most effective way to assist the
development of the new economy. The average liféendiistrial fixed assets in Ukraine
during early 1990s was exceeding not only the nommsvestern countries but also the
standards of the former Soviet Union (Serbin 19%1should be stressed that the lag of
infrastructure development remains a significastiésthat is still evident today.

ABB Grain’s joint venture with Soufflet, New Worl@rain, is an example how the
Australian involvement can stimulate the growthtloé economies of the two countries.
Section 6 will assess the operations of New Wondiitin light of the obstacles and benefits
that the company experienced during its operatimtise Ukrainian business environment.

During 2004-2007 Australian businesses viewed Wigaas a country with great
business opportunities. Ukraine has 47 million peowith growing medium class
merchandise market, moreover, it can be used ab #ohaccess other European markets. It is
also evident that trade and investment betweenikkrand European Union are increasing.
Similarly, Gosia Hill, Australia's Warsaw-based BenTrade Commissioner for Central
Europe, stated that “Australian business prospéttdJkraine are increasing. We are
receiving regular business enquiries from Ukraim@ugh the Austrade office in Warsaw.
The sectors of particular interest are: environmletgchnologies, IT, building, construction
and infrastructure as well as commodities, suotoa$ steel and timber. Study in Australia is
also of interest for children of Ukrainian entrapears” (Cited in Harcourt 2005). In 2005,
the growth of the Ukrainian economy was 4.8 peroehich is ahead of Russian Federation
on 4.7 percent, while other former Soviet countees growing at an average of 5.1 percent
(Austrade 2005).

Some of the latest achievements in Ukrainian-Aliatrabilateral relations are the
area of technological cooperation. As an example, recent contract between Australian

company Greenwich House and Ukrainian Ukroboronserwcording to which Ukraine will
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install artillery canons and ammunition on 10 Aaban-built patrol vessels (Mission of
Ukraine to European Communities 2006). Similarlyysialian military personnel were
transported to Iraq on board of AN-124 built by &mbv aircraft factory. There are good
prospects for cooperation in sectors of airspadestry, shipbuilding, aircraft construction,
and many others.

Nevertheless, the conditions of the business emwient in Ukraine remain one of
the main obstacles to a greater development of@nmncooperation with Australia. Since
the early 1990s the Ukrainian government promisestimulate foreign investment. Section
6 will examine the incentives offered by the Ukramgovernment, such as tax (VAT) refund
and the provision of support and assistance wighrdygistration and approval procedures
(Nikolaiko 2007). The practical application of tineentives, however, will be challenged.
This paper will illustrate that in practice the popt offered to foreign businesses in Ukraine

is minimal.
3.2  Macroeconomic performance of the Ukrainian economy

3.2.1 Crisis-Growth-Crisis

After the contraction of the Ukrainian economy @00s, real GDP growth during
2000-07 was strong with an average of 7.5% (DFAURMECD 2007). However, since
2008 the real GDP growth is declining severely. IR@BP growth during 2004-2009 is
illustrated by Table 3.1.

The decline in GDP growth can be Table 3.1: Real GDP growth
explained with the effects of the globe 1/5
economic crisis and the inflation of 25.2% _ !
which is the highest since 1991. Growin |

dollarisation and the fact that Ukrainia |,

TN

Hryvnia is practically pegged against th . | ~
AN

US Dollar contributes to inflation volatility ,
and exchange-rate risks. As at July 20C _ 2% e = 2007 S i

- . (Source: DFAT 2009)
Ukrainian Hryvnia is 66% lower than one year ag,.
and it is clear that financial system remains feanfukrSibbank July, 2009).

Prior to the G20 summit, the Australian Prime Mieisexpressed concerns about

deteriorating conditions in Eastern Europe. It vaed that further financial support is
needed for the former Eastern Bloc countries (EUralia.com 2009). It should be stressed

that Ukraine has been hit the hardest as a rekthiececonomic crisis and it is undergoing a
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scenario similar to 1997 Asian crisis with majoclitees in consumer spending and interest
rates reaching close to 50%. The political instghbit also aggregating in Ukraine.

Ukraine needs very large external financing, atie there will be a rise in interest
rates, even sharper currency fall, deeper recessidnbankruptcies (EFIC 2008). Current
account deficit was 7% of the GDP in 2008, whicsuteed in further deterioration of OECD
risk classification of Ukraine from level 5 in 2003 the maximum level 7 in 2009 (OECD
2009b, 2009a). Two year standby loan from the INIS$16.5billion) is aimed to resolve
external funding difficulties, however, by itsdlfis not sufficient to cover all Ukraine’s needs
(EFIC 2008). Falling prices and export volumes fioetals, which contribute to 40% of
Ukrainian exports also indicate deteriorating aisélyr business environment. It should also
be stressed that political instability in Ukraimgrmains an obstacle to assure future tranches in
emergency financing from the IMF. Without the IMifpport there is doubt that Ukraine will
be able to avoid current balance of payment cfi&isiness Monitor International 2009).

The overall growth of the economy during 2000-O6swiue to the increased
domestic consumption and rising terms of trade.dxbeless, it is important to underline
that during its growth Ukraine experienced reldyiiew energy prices. Recent as well as
possible future sharp increases in price for Rusgis will negatively affect the terms of
trade. In the same vein, Ukraine consumed 2.4 tima&® energy per unit of output than the
average across the world (OECD 2007). Thereforig, étear that unless Ukrainian industry
achieves greater energy efficiency any further shwent in energy-intensive sectors is at
high risk.

Moreover, the report by OECD (2007) indicates thragardless of the strong
economic growth in 2000-2007, Ukraine, similarly dther CIS countries, experiences a
significant lag in economic transition in comparisto the Central Europe. Factors that
support the economic growth will soon exhaust tipeitential, and thus, there is a need to
advance with market-oriented reforms. That involregulatory reforms that will address the
remaining barriers to enter, exit and compete @ Ukrainian market (OECD 2007). It is
identified that the Ukrainian business environmesninfavourable for the increasing level of
investment. Businesses face very high legal, reégriyand policy uncertainty, which leads to
very high long-term risk.

It should be stressed that political instabilitycntributing to poor conditions for
business operations, it is especially clear witpradictability of state actions and lack of
transparency. Widespread corruption and undernpmeplerty rights contribute to high level

of risk. It is absolutely essential to improve tpgality of public administration as well as
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strengthen the rule of law. Inconsistent and comflg policies give rise to arbitrary
bureaucratic action and “rent-seeking”. Inconsisgovernment policies can be illustrated
with the recent attempt to introduce the tax refdnatt will further stimulate corruption and
discriminate against small and medium-sized pribatgnesses. It should be noted that small
and medium private firms were one of the main dbutors to the economic growth during
2000-2007 period. Ukraine can benefit from deretjuta however, better regulation is
necessary rather than simply less regulation inepl# is absolutely essential to close many
gaps in legislative and regulatory frameworks (OEZID7).

There is evidence to claim that higher firm turnowd! stimulate greater economic
growth; however, in case of Ukraine turnover ratespecially in manufacturing, are
extremely low. That again illustrates that there significant barriers to enter and exit the
Ukrainian market. For 1992-2005 period, enterimm$ in Ukraine are on average 40% more
efficient, which is essential to survive in exceptlly difficult business conditions (OECD
2007). New private firms are significantly morei@tnt that the surviving privatised firms or
state owned enterprises. There is also a very Viigdaketween the performance and survival,
which can be explained with subsidies providedptectfic enterprises. In 2005, around 48%
of the Ukrainian capital was still owned by thetestar municipal authorities, with only 10-
11% in mixed public or private ownership. There@widence to claim that many SOEs often
enjoy informal privileges and at the same timeeasy targets for “rent-seeking” by insider
managers or well connected outsiders (OECD 200#jte Sownership further promotes
conflict of interest for the authorities, espegialvhere the role of the state as a regulator
conflicts with its role as the owner.

In 2003, the level of product-market regulation tkraine was much higher than
for any other OECD country, especially in the aref state control, barriers to
entrepreneurship, trade and investment (OECD 20@Rjerregulation and excessive
application of licensing and permits indicate tthe barriers to the business growth are much
higher that the barriers to enter the market. Agxample, the introduction of licensing and
quotas for grain exporters in 2006 received stramgicism from the international
community. The quota system imposed large lossegram producers and negatively
affected export revenues (Cramon and Raiser 200 inian government explains that
guota system will ensure that there is enough di@irinternal consumption. At the same
time, according to UkrAgroConsult oversupply ofigrduring 2004-07 is much greater than
the current export allowance under the quota systdoreover, the administration of the

guota system is highly non-transparent, which aghistrates the magnitude of unforeseen
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changes in Ukraine. Taking into account that Uleasi the sixth largest wheat exporter in
the world export restrictions were under majoricstm on the international arena. In May

2008, just prior to WTO accession, Ukraine liftké grain export restrictions (The Office of

the United States Trade Representative 2009). Thise again demonstrates that the
formulation of regulatory policies and the commuaticn with business community is highly

unsuccessful.

The abovementioned issues are confirmed by theviates conducted as part of this
paper and illustrate that many obstacles couldbeopredicted prior to entering the market.
The majority of surveyed businesses confirm thateesive rules and regulations are
ineffective and add to the time and money spegbimrse of general business operation. It is
clear that regulatory reform that promotes comijoetitwill contribute to the stronger
economic growth of Ukraine and eliminate some efrtiajor obstacles described above.

Foreign direct investment in Ukraine is far below potential. The FDI can be
supported by the relatively low wages, skilled labdorce, access to EU and large CIS
markets. The stock of FDI per capita was US$32%005, which is only 16% if compared to
Poland (OECD 2007). Ukraine is missing on substniositive effect of FDI on its
domestic growth due to the weak rule of law, instinal and regulatory problems as well as
conflicts of interest within the bureaucracy. Adatiog to OECD (2007), privatisation to
domestic owners results in lesser productivity ghoilvcomparing to privatisation to foreign
owners. While the long term benefits from majorefgn privatisation for Ukraine are
unclear, privatisation process that ensures greatearation of businesses from the state will

ensure increased competition and productivity gnowt

3.2.2 Accession to the World Trade Organisation

On 5" February 2008, WTO General Council Approved Ukes accession to the
World Trade Organisation (WTO). The process stavtéd Ukraine’s request to participate
in General Agreement on Tariffs and Trade in Novem®003. It took fourteen years for
Ukraine to become a member of WTO. Such a lengthggss can be explained with the fact
that Ukraine was a new country with evolving ingiiins, lack of government experience,
unstable legislative and regulatory environmenghhievel of corruption as well as strong
dependence and competition with Russia (Stoler 208 main motivation for Ukraine was
to access foreign markets, ensure against disaioim on the international arena, protect
against Russian influence and allow WTO to guideessary reforms. It is clear that WTO

can be viewed as an external agent that forced rausgovernance reforms in Ukraine.
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Ukraine underwent a major privatisation campaignfQvdid not aim to put all
business into private hands, but to create negessanpetition with existing SOEs. Ukraine
had to provide reports to WTO Members regarding degelopments in the program of
privatisation, ensure that the laws and regulati@ggrding trade and SOEs are in line with
WTO requirements. State owned enterprises had tooaty based on commercial
considerations, overall, non-market economy andepcontrols had to be abolished (World
Trade Organization 2008). However, it is debatatdhether the acceptance to the WTO in
any way improved the competitiveness of the Ukeainbusinesses. Based on the Global
Competitiveness Index of World Economic Forum Ukesidell from the 69 position in 2006
to 72" in 2008 (State Agency of Ukraine for Investmentl dnnovation 2009). A similar
tendency is confirmed by the IMD World Competitiess ranking.

Ukraine changed dramatically as a result of the V\BIi@Q which overall improved
internal governance and shaped a better environfoefdreign businesses. Export subsidies,
import substitution subsidies had to be eliminatedterms of investment, it is no longer
required to meet local content requirements, thgraal process is simplified and Ukraine
can no longer make use of performance requiren{8tser 2009). While being a member of
WTO, Ukraine has to ensure that any regulatory amemts are in line with WTO
obligations. Perhaps, recent abolition of 13% imgorcharges that were meant to “restore”
balance-of-payments is as result of pressures intennational actors and other members of
the WTO (Global Trade Alert 10 June 2009).

WTO Working Party on the accession of Ukraine airedstablish a uniform and
non-discriminative application of policy and law. practice, however, it is still a problematic
issue, which is confirmed by the interview respenfiRefer to Section 6). It should also be
noted that loose coupling between formal policiesl @veryday practices is apparent in

Ukraine, which undermines stability and amplifiedareseen risks.

3.3 International rankings and constraints of doing busness in Ukraine

According to the ranking of business practiceshig/\World Bank, Ukraine is ranked
142 out of 183 economies (IFC 2009). One of thenncanstrains for business operations in
Ukraine is the high level of corruption (Refer tecBon 6.3.1.4 for the discussion on how
corruption affects Australian businesses operatirigkraine). At least one-quarter of private
businesses in Ukraine need to make informal paysnengjovernment officials to get things
done, especially when dealing with tax officialhiefe are only four countries in Eastern
Europe and Central Asia that have a higher pergent& firms making informal payments:

Uzbekistan, Azerbaijan, Kyrgyzstan and Tajikist&mterprise Surveys 2009). At the same
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time corruption is not uniform across Ukraine. Ne&7 percent of businesses with foreign
participation are expected to give gifts to getstorction permits, as opposed to 57 percent
of Ukrainian businesses. While giving gifts is mameeferred in the Eastern Ukraine, 40
percent of businesses are expected to make infopagients in the Western region
(Enterprise Surveys 2009). Power outages wereidéstified as a concern with an average
firm loosing over four percent of the sales value.

Most importantly, Ukraine is ranked 181 out of I&8intries for paying taxes (IFC
2009). The lowest ranking can be explained with tigh number of payments that are
required to be made throughout the year (147 par)yexcessive time that is spent on
meeting tax requirements (736 hours per year) dkageoverall high tax rate (52.2% of
profit in 2009). The number of hours spent to ntagation requirements has decreased from
2085 in 2007 to 736 in 2009, but it remains onethaf worst in the world. To date, the
Ukrainian government failed to address this issuean be stated that the new tax reform
will further deteriorate the current situation. {&eto Section 6 on the discussion of how
lengthy tax proceedings affect Australian businggsaJkraine).

Nonetheless, the business environment in Ukraineslightly improving, with
decreasing levels of corruption, lower average evadii collateral required for a loan, and
better access to technology. During 2005-2008 thiegmtage of firms required to make
informal payments dropped from 53 to 35 percempilarly, providing gifts during the
meeting also dropped from 51 to 37 percent (EnBurveys 2009; IFC 2009). The value
of collateral required declined from 203 percen2@®5 to 136 percent in 2008. Moreover, a
centralised registry for charges on movable asseds established and out-of-court
enforcement remedies were introduced for secureditors.

The exporting activity shows a different picturegw8% less exporters in 2008 than
2005. However, the share of foreign inputs rosathgast 5% during the same period. It can
be stated that the increase in foreign inputs wagsalt of improvements in terminal
handlings at the Ukrainian ports (IFC 2008). At same time, the corruption ranking of
Ukraine has also deteriorated from™9position in 2006 to 13%in 2008 based on the
Transparency International index of corruption. i&ny, according to the Index of
Economic Freedom of Heritage Foundation the ratihtykraine has dropped significantly
from during 2006-2008. It can be concluded thairduthe past five years overall business

environment in Ukraine weakened if compared topitegress of other countries.
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3.4  Analysis of trade and investment activities betweeAustralia and Ukraine
In 2008, the trade of goods and services betweetrélia and Ukraine increased by
US$335,8mil, which is 3.4 times higher if compared 2007. Goods turnover remains
dominant (98.8%), with exports of US$412,8mil anehports of US$60,6mil (UN
Commodity Trade Database 2009). Intensified traame loe explained with the increase in
exports to Ukraine from US$122.5mil in 2007 to US@3mil in 2008. Table 3.2 provides
the summary of trade of goods and services for ZUD8.
Table 3.2: Trade of goods and services between Atetia and Ukraine
(2004-2008)

Increased or decreased
2004| 2005 2006 2007 2008 (2007-2008)
(US$ mil) (%)
Trade of goods an
services - total 65,1 96,8 99,8| 137,6|/ 473,4| 335,8 344.,0
- good: 63,¢€ 94,¢ 96,7 133,42 467, 334,1 350,¢
- service 1,k 1,€ 3,1 4,2 5,€ 1,7 140,t
Export — total 57,1 86,3 89,5/ 1225/ 412,8| 290,3 337,0
- goods 56,2 85,3 88,1| 120,6| 411,2| 290,6 341,0
- services 0,9 1,0 1,4 1,9 1,6 -0,3 84,2
Import — total 8,0 10,5 10,3 15,1 60,6 45,5 401,3
- good 7,4 9,€ 8,€ 12,¢ 56,2 43t 439,¢
- service 0,€ 0, 1,7 2,3 4, 2,C 187,C
Z?;?”Ce of rade | 4511 758 792 074 3522 2448 327,9
- goods 48,8 75,7 79,5 107,8/ 354,9| 2471 329,2
- services 0,3 0,1 -0,3 -0,4 -2,7 -2,3 675,0

(Source: Ministry of Economics of Ukraine 2009)

3.4.1 Commodity turnover during 2004-2008
Overall, trade relations between Australia and Bleaemain minimal. However,
since 2004 commodity turnover has increased by 0S®nil (7.4 times), which is
illustrated by Table 3.3.
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Table 3.3: Commodities turnover between Australia ad Ukraine (2004-2008)

$500.0
$450.0
$400.0
- $350.0
E $300.0
;; $250.0
@ $200.0 |
= $150.0 |
$100.0 , . I
$50.0 ¥ j:m
Y . |
2004 2005 2006 2007 2008
® Commodity turnover |  $63.6 $94.9 $96.7 $133.4 $467.5
= Export $56.2 $85.3 $388.1 $120.6 $411.2
m Import $7.4 $9.6 $8.6 $12.8 $56.3
Balance of trade $48.8 $75.7 $79.5 $107.8 $354.9

During 2004-2008 Australian exports increased by408.9mil and contributed to
88% of overall commodity trade. It should also lmedl that Australia maintained a strong

positive balance of trade with Ukraine.
The main exported commodities to Ukraine in 2008ewe

- Mineral resources — US$372.4mil (90.6%), that ideku
- Manganese ore —US$306.6mil (74.6%),
- Aluminium ore — US$37.4mil (9.1%),
- Coal — US$28.4mil (6.9%);
- Transport vehicles — US$18.2mil (4.4%);
- Precious metals — US$3.9mil (1.0%), including:
- Coins — US$3.8mil (0.9%);
- Machinery, equipment and parts thereof — US$3.80m8%);
- Misc. industrial products — US$3.5mil (0.9%);
- Chemical products — US$3.5mil (0.9%), including:
- Medicine — US$1.1mil (0.3%)
- Instruments and apparatus — US$1.6mil (0.4%);
- Meat and edible meat offal — US$1.4mil (0.3%).

(Source: Ministry of Economics of Ukraine 2009; W¥mmodity Trade Database
2009; State Statistics Committee of Ukraine 20@gRS 2009)

The main imported commodities from Ukraine in 200&e:

- Metal and steel — US$26.5mil (47.0%);
- Fertilizers — US$16.2mil (28.7%);
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- Machinery, equipment and parts thereof — US$7.914il0%);
- Silver — US$1.5mil (2.9%);
- Yachts — US$0.9mil (1.5%).

If compared to 2007, there is an increase in thpoms of the abovementioned
commodities, however, due to relatively small ecoiwactivities between Australia and

Ukraine such progress cannot be regarded as signifor consistent.

Significant increase in exports to Ukraine durin@02-2008 is driven by the

increases in the supplies of the following commiedit

- Manganese ore by US$246.2mil (5.1times);

- Coal by US$28.1mil (no supplies in 2007);

- Transport vehicles by US$13.3mil (3.7 times);

- Coins by US$3.8mil (no supplies in 2007);

- Meat and edible meat offal by US$1.4mil (no supplie2007)

At the same time, export of aluminium ore decredsed S$8.4mil, which is around
18% less than the exports in 2007.

3.4.2 Trade in services during 2008

The main imported services from Ukraine during 20@8e:

- Transportation services — US$2.2mil (51.4%);
- Travel — US$0.9mil (20.3%);

- Computer services — US$0.8mil (19.3%);

- Research services — US$0.2mil (4.8%).

Services that Australia exported to Ukraine in 2868 as follows:

- Legal services and market research — US$0.6mib¥388.

- Government services that are not included in arherotcategory —
US$0.5mil (32.8%)

- Travel — US$0.2mil (12%).

3.4.3 Commodity turnover during 2008-2009

As expected, due to the overall trade turnover demnimal, regardless of the
recent 340% increase, both exports and imports kraible dropped significantly during
January — August 2009. Based on the informationigeal by the Ministry of Economics of

Ukraine (2009), commodity turnover has dropped B tBnes, comparing to consecutive



period in 2008. The underlying reason is the falekports from Australia by US$210.5mil
(370%). This has had a significant effect, becansg008 Australian exports contributed to
88% of the overall turnover. Moreover, from the ipegng of 2009 Australia also imports 4.3

times less products from Ukraine, which at the mame as low as US$10.3mil. Table 2

illustrates the recent regress in trade betweertrdlisand Ukraine.

Table 3.4: Commodities turnover between Australia ad Ukraine
(Jan-Aug 2008/2009)
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Jan — Aug Increase/Decrease

Jan — Aug 200§ 2009 (+-) %)

Commodity turnove 331,¢ 87,z -244.¢ 38C

Expor 2874 76,¢ -210,¢ 37C
Import 44,4 10,3 -34,1 430

Balance of Trade 243,0 66,6 176,4 360

(Source: State Statistics Committee of Ukraine 2009

The main exported commodities to Ukraine in 2069 ar

- Manganese ore — US$61.6mil (80.0%);
- Aluminium ore — US$4.9mil (6.3%);

- Vehicles — US$2.9mil (3.8%);

- Machinery, equipment and parts thereof — US$1.2t0d%);

- Silver — US$1.6mil (1.5%)

The main imported commodities from Ukraine in 2@08:

- Machinery, equipment and parts thereof — US$5.856i%0);

- Fertilizers — US$2.7mil (26.7%);

- Transport vehicles — US$1.3mil (12.4%).

Therefore, the drop in Australian exports duringuiy — August 2009 occurred in

the following categories:

- Manganese ore — by US$189.0mil (4.1 times);

- Aluminium ore — by US$13mil (3.7 times);

- Transport vehicles — by US$4.9mil (3.7 times);

- Misc. industrial products — by US$3.0mil (only US$300 during 2009);

- Silver — by US$8.0mil.

The decrease in Ukrainian imports during 2009 ceansbken in the following

commodities:

- Metal and steel — by US$28mil (only US$135,000 migidan-Aug/2009);
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- Fertilizers — by US$9.9mil (4.6 times);
- Silver — by US$0.7mil (only US$2,000 during Jan-A2Q9)

Any increases in imports of other commodities fraskraine remain minimal
(Ministry of Economics of Ukraine 2009; UN CommadiTrade Database 2009; State
Statistics Committee of Ukraine 2009b).

3.4.4 Trade in services during 2009

Services imported from Ukraine during January —#si@009:

- Computer services — US$0.7mil (41.4%);

- Transportation services — US$0.4mil (20.7%);
- Research services — US$0.3mil (16.0%);

- Travel — US$0.2mil (9.8%).

Services exported to Ukraine during January — Aug069:

- Various professional, business and technical sesvie US$0.9mil
(75.5%);

- Government services that are not included in ammgrotategory —
US$0.3mil (21.0%)

(Source: Ministry of Economics of Ukraine 2009)

It can be seen that trade in services between @istand Ukraine is close to
nothing. However, based on the research conduttede is a much greater potential for
further cooperation in the provision of servicesa®en the two countries. This issue will be

addressed in greater detail in Analysis of requdis of the paper.

3.4.5 Investment cooperation

By July 2009, Australia overall invested US$7.4mio 20 Ukrainian companies
(Ministry of Economics of Ukraine 2009).

Direct investments from Australia were made infthilowing categories:

- Industry — US$4.7mil (63.8%) — prior to 2009;
- Transport vehicles trade — US$1.6mil (21.7%);

- Engineering and various company services — US$0(8n31%).

Based on the information provided by the StateiSied Committee of Ukraine, no

direct investment was made into Australian econasgt July 2009.
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4. RESEARCH DESIGN AND METHODOLOGY

4.1  Qualitative Method

It should be noted that the literature on the subj# business activities between
Australia and Ukraine is very sparse. Academicnals in the area of international business
seem to neglect the significance of the Eastermfi@an context. The only empirical studies,
to the extent of my knowledge, are surveys and rtepoonducted by the International
Finance corporation and the Organisation for Ecdoo@o-operation and Development
(Refer to Section 3 and Section 6, Section 6.Fdr.3he detailed discussion of the reports).
At the same time there is no empirical evidenceqméng the perspective of the Australian
companies operating in Ukraine. Therefore, qualtaapproach was selected as the research
strategy for the investigation.

As argued by Silverman (1993) there are no concgeteinds that determine
whether qualitative or quantitative research shdaddused and it all depends on the initial
purpose of the project. Rather than engaging in diseussion of the benefits and
shortcomings of qualitative and quantitative metiodies, it will be argued that qualitative
method has the highest potential for answeringeisearch question. As outlined by Strauss
and Corbin (1990) qualitative methods can be usedxplain a phenomenon that little is
known about and it is necessary to build new tlesosis well as test existing data. Therefore,
a qualitative approach is appropriate for this gtuals there is very little known about the
obstacles that Australian companies face when @pgrim Ukraine.

By employing qualitative methodology this study Ivbke looking for patterns and
interrelationships between various barriers thastfalian companies experience in Ukraine.
Furthermore, due to limited research in this atda yet difficult to measure the degree of
specific characteristics of the Ukrainian businesgronment. Hence, this study will observe
and analyse the main factors that undermine fursewnomic development between
Australia and Ukraine (Kirk and Miller 1986). Theaj of this paper is to establish a set of
features of Ukrainan and Australian business enuients and examine its influence on the

economic relations between the two countries.

4.2  Grounded Theory
Grounded theory is defined as an “inductive thedigcovery methodology that
allows the researcher to develop a theoretical wmdcof the general features of the topic
while simultaneously grounding the account in efplrobservations of data“ (Martin and

Turner 1986). In line with the characteristics lod IGrounded Theory presented by Charmaz
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(2001), in this study the researcher was closelglired in the collection and analysis of the
data, categories and codes were created basedeowlatia collected rather than from
preconceived hypothesis. Therefore, the behaviéuhe process that influence economic
cooperation between Australia and Ukraine is erpldi
Applying systematic coding processes in this stygvents speculative and

unfounded assumptions, guards against preconceédess and biases as well as ensures
rigour and relevance (Fernandez and Lehmann 20@&e61998; Sarker, Lau, and Sahay
2001; Strauss and Corbin 1990; Urquhart 2001)hAtdame time, pre-existing research was
taken into account to allow a better approach otessing the large amount of data (Glaser
1998). Grounded theory will assist in providing tenceptual gap to knowledgeable people
in the area and further contribute to their undarding of the research context (Glaser 1998).
Qualitative data coding tools (NVivo) were widelgad in the analysis of data. That allowed

to ensure high quality of coding as well as to camgncidents across the whole sample.

4.2.1 Empirical data collection

In-depth interviews were considered as the mostogpjate qualitative technique
for this study. To address the research contexsopel interviews were conducted with
owners, managing directors and top-level manageraeal as individuals that are closely
involved in the discussion of business activitiefween Australia and Ukraine (Refer to
Section 5 for sample description). The length & thterviews ranged from 30 to 120
minutes. Interviews were semi-constructed, whiébmad greater adaptability and flexibility
of the discussion. Ukrainian participants were added in English, Ukrainian or Russian,
depending on the preferred language of communitay the participant. The general

structure of the interview was controlled by thestion guidelines (refer to Appendix 1).

5. SAMPLE DESCRIPTION

5.1 Sample Details

Nine companies from a broad range of industriesigigated in this study. Seven
out of nine companies in the sample have onshoegatipns in Australia and only two are
operating in Ukraine. Moreover, as part of thiseesh interviews were conducted with
people who facilitate discussions between busipasgses and thus are closely involved in
current business activities between Australia arktalde. The characteristics of the
companies vary and therefore it is likely that baeriers for trade and investment identified
by the respondents will differ. In this section tHescription of case firms and other

respondents is presented.
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Table 5.1 presents the summary of the companiespattipated in this study.

Table 5.1: Features of the sample companies

Company Name Informants position Initiated | Entry mode | Outcome
ABB Grain Ltd. Mgnaglng Director; 2007 Joint Venture  Positive
Business Dev. Managef
OilExplore Managing Director 1995 Joint Venture  ldege
3 WoolStock Closely involved in neg. 1995 - Negatiye
2 Dniprolndustrial Owner 1998 - Negative
EuroBeverages Owner 2005 Importing Positive
SoftwareEng Owner 2002 No Presence Positive
MedTech Owner 2007 No Presence Positiye
" UkrBeer Export Manager 2005 Exporting Positive
g UkrSpirit Export Manager 2005 Exporting Positive

-]
Note: " Permission was obtained from ABB Grain Ltd. to weal company name for the purposes of this
research. Other company names are not genuine vieoweentify the area of the company’s activities.

The majority of informants who are involved in esss negotiations between
Australia and Ukraine are either owners or topdlevanagers. The only case that is different
is WoolStock Company, the informant refused to leadotiations with Ukraine, however,
closely followed the discussions on the issue. Bxpmnagers were interviewed for both of
the Ukrainian companies who are in charge of amfinigs with distributors from Australia
and other countries.

The sample contains companies that conducted a¢igois on offshore activities on
different dates. Nevertheless, it will be illusaat that the issues that the Australian
companies had are relatively similar during thetp2@ years. Both of the Ukrainian
companies, however, started exporting its prodtect&ustralia in 2005. It should be noted
that one of the Australian distributors, who wortkgiether with both of the Ukrainian
companies, is also included in the sample. The emmeg were randomly selected; it was
attempted to provide maximum variation to ensueg the sample represents the full context
of the research issue.

It was expected that ABB Grain Ltd. and OilExpleveuld outline a greater variety
of obstacles that were faced while trying to esshbbffshore operations in Ukraine. That can
be explained with the fact that the level of invaivent of these businesses was much
broader. Also, the time spent in negotiations by tho companies is over 2 years. The
choice of the entry mode will determine the levélimvolvement in Ukraine and thus
influence the number risks that the company is sggddo.

It should be stressed that all Australian partictpavho were leading the formation

of offshore operations in Ukraine had significarstckground about Eastern Europe and
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Ukraine in particular. It is clear that having colesable knowledge as well as connection to
Ukraine is one of the preconditions for an attemapbuild a bridge in economic relations
between the two countries. At the same time, ithoarbe claimed that the Ukrainian
background in any way determined the success ahttial project.

In case of Ukraine, industry experience does nafctly influence the success of the
internationalisation attempt. As an example, ABRi@iLtd. and OilExplore are both highly
competitive and experienced actors. Neverthelesgardless of significant obstacles to
business operations, ABB Grain was able to sucalgsfstablish a joint venture in Ukraine,

whereas, OilExplore after 3 years of negotiatiomsd not proceed with the project.
5.2 Company Reports

5.2.1 Australian businesses

ABB Grain Ltd.

This company is Australia’s premier and largestibagriness, with A$1.6 billion
market capitalization. It is a key grain suppliedomestic and international processors, with
export markets in more than 40 countries. It is thal@’s largest barley marketer, also,
biggest maltster and significant global producere Tevenue for 2008 was A$2.2 billion,
continued growth and diversification is the resafltthe strategy highlighted by expansion
into Ukraine and New Zealand. ABB Grain Ltd. Em@ogpproximate 1,200 staff across
Australia, New Zealand, China and Ukraine.

In August 2007, ABB Grain Ltd. entered into a joi@nture with Groupe Soufflet
(one of the world’s largest malting businessesialdishing a company called New World
Grain. New World Grain now employs more than 45fsta Ukraine and has offices and
representatives in Kyiv, Mykolaiv, Kirovograd, Rola and Crimea. ABB Grain along with
joint venture partner Groupe Soufflet see greagmiml in Ukraine.

OilExplore

OilExplore is an American company which is highlyontetitive on the
international level. It has operations and offides Australia and many other foreign
countries. The Managing Director at the time isAlstralian citizen and was in charge of all
the dealings regarding the expansion to Ukrainas Pplerson is highly experienced in oll
exploration and production. Successful contractsewgigned with Australia, Middle East,
Denmark, offshore Egypt and other countries.

The project involved developing an oil field thatrdine could not proceed with due

to financial and technological limitations. Negtitias on the project were held for 3 years,
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during 1995-1998. From the perspective of OilExpldrwould have been one of the easiest
projects the company has ever developed. Unforélynadue to high level of risk and fairly
unstable environment OilExplore was unable to pedogith the project.

WoolStock

During 1995-96 Australia had an overstock of woehich could have been
processed at the Ukrainian textile mill. The tedbgy that Ukraine had at the time was
capable of processing the quantity required byAbstralian side. Nevertheless, the textile
mill had no modern technology and computers, whiebuld have been provided by
Australia. Ukraine would receive necessary teabgyfor the price of $20 million as well as
half of the unprocessed wool stock. The price gfranessed wool is very low, however, if it
is processed the price is close to A$50 millionatsl Ukraine at the same time would gain
access to Western European markets.

Dniprolndustrial

In 1998, the business attempted to cooperate witlkrainian company in the area
of space science. The size of the business is shuallever, at the time the company already
had dealings with the Russian Federation. Busioeser is originally from one the former
Soviet states and has had experience of dealing@stern Europe. Negotiations with the
Ukrainian company were lengthy and unsuccessful.

EuroBeverages

This company is the distributor of alcoholic beygas, with operations in Poland,
Check Republic, Ukraine and other Eastern-Europeantries. EuroBeverages is one of the
largest distributors of European alcoholic bevesage Australia and the United States. The
company is well experienced in logistics and disttion of various products for the last 10
years. The owner of the company is originally fréastern Europe and has excellent
knowledge of Eastern-European business culturae@ubusiness with Ukraine is profitable,
however, if other business opportunities emergeBeverages will reconsider the prospects
of current dealings with Ukraine.

SoftwareEng

The company developed ATM simulation program foe #ustralian banks. The
purpose of the software is to predict how many si@ed of what value will be withdrawn
from the ATM on the specific date. The company eyetl Ukrainian graduates in
mathematics, physics and IT to work on the devekpnof the system. It should be noted
that SoftwareEng has no physical presence in U&réinavoid bureaucracy problems and

internal instability. The owner of the businessrtsi the project as a result of previous
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dealings with Ukraine that were unsuccessful. H@vemetworks and contacts from the first
project were used to establish current businesgeration.

MedTech

The business structure of MedTech is similar tot&amfeEng as both of the
companies do not have the physical presence initukrdedTech is employing Ukrainian
graduate and senior doctors who undergo trainirljthen assist in using specific medical
equipment. Similar to all Australian companies thatl dealings with Ukraine, the owner of
MedTech has close ties with Ukraine and was closelglved in at least two other projects

in Ukraine.

5.2.2 Ukrainian businesses

UkrBeer

The share of the company in Exports of Ukrainiaaerbe 2008 was over 75%. This
is one of the first companies from the former Sblaion to begin exporting beer abroad.
The company exports to over 33 countries of theldvorhe export volume in 2008 was
increased by 11.4%. UkrBeer started exporting tostilia in 2005. The initiator of
exporting to Australia was EuroBeverages. UkrBeas liery minor barriers exporting to
Australia, all distribution and licensing of prodsids taken by EuroBeverages. However,
taking into account long geographic distance betweestralia and Ukraine the market for
UkrBeer products in Australia is relatively small.

UkrSpirit

This company exports alcohol beverages to Austmaith marketing operations
being very similar to UkrBeer. One of the distriimst of UkrSpirit in Australia is also
EuroBeverages. Similarly, there are no strong eegrior exporting its product to Australia.
Nevertheless, high import tax on alcoholic bevesage Australia forces the company to
remain highly efficient and competitive. Unlike WBeaer, the market for UkrSpirit products

in Australia is expected to grow.

5.3  Other Informants
To ensure that the sample used in this researchthedest chance of truly
representing the context of the research quedtwee individuals were interviewed that are
closely involved in discussions on building strongeonomic and political ties between
Australia and Ukraine. The informants take partriretings of Australian and Ukrainian

parliamentary delegations. They aim to stimulatgher negotiations between businesses as
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well as provide necessary assistance in overcoriiagbarriers to economic cooperation

between Australia and Ukraine.

6. ANALYSIS OF FINDINGS AND DISCUSSION

This section provides analysis and summaries ofitftengs. The paper discusses
the three main themes: First, the benefits of &rrtconomic cooperation between Australia
and Ukraine; second, the role of barriers and cletato a greater economic cooperation
between the two countries, and third, recommendsatiaill be provided on how to overcome
current obstacles and stimulate further developroéeiconomic ties between Australia and

Ukraine.

6.1  Across Sample Analysis - Summary
This study is using qualitative methods to analyseinterview data. Comparisons
were undertaken to outline similarities and differes across the positions expressed in
relevance to the research questions. Finally,dheviing categories and themes illustrate the

main barriers to bilateral business relations wikinaine:

1.) Unstable and volatile business environment:
a. Macroeconomic performance
b. Political instability
c. Regulation and policy problems:
i. Overregulation
ii. Tax
d. Weak rule of law — Corruption
2.) Culture: Work ethic

3.) Difficult to deal and negotiate

The relationship between each category and submatégidentified in Table 6.1 below.
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Table 6.1: Main Themes Emerging From the Interviews Ukraine

Barriers and
Obstacles - Ukraine

ABB Grain Ltd.
OilExplore
WoolStock
Dniprolndustrial
EuroBeverages
SoftwareEng
MedTech
UkrSpirit
Informant #1
Informant £2
Informant #3
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While there are only two Ukrainian companies thattipipated in this study, it is
clear that the Australian business environment pasgnificantly less obstacles for further
development of economic ties with Ukraine. In tlzene vein, the majority of businesses
identify no significant obstacles in Australia thabuld undermine bilateral relations with
Ukraine. It is necessary to take into account #lhtompanies that claim obstacles of the
business environment being insignificant are estaéd in Australia. Thus they are likely to
underestimate the difficulties that Ukrainian besis face when expanding to Australia.

The main issues are categorised as follows:

1.) Minimal interest of Australia in Ukraine
2.) Unwillingness to accept offshore risks
3.) Funding problems, if dealing with Ukraine
4.) Low demand due to small market size
5.) Geographic distance
6.) High level of tax on specific products
Table 6.2 below presents the summary of the madatofa that interviewees

identified as barriers in Australia.
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Table 6.2: Main Themes Emerging From the Interviews Australia

o /L
&S S
& \5‘$ &}c
o o
¢ S 5
. K Q ) f\\(«
Barriers and /DS o
- O/ S e &
Obstacles - Australia NS bqu NS K
S/ S AN S S
< o SN
& ES SS S
&/ SAAESE S
> VS
: a .§\ &Q - Qg} \Qa
S/ S LS E SIS
/SO
ABB Grain Ltd. + | # | #
WoolStock +
MedTech +
UkrSpirit # |+ | +
UkrBeer +
Informant #1 + | +
Informant 42 +
OilExplore insignificant
Dniprolndustrial insignificant
EuroBeverages insignificant
SoftwareEng insignificant
Informant #3 insignificant

6.2 Potential for a greater economic cooperation betweeAustralia and Ukraine
A general discussion of benefits of economic coapen between the two countries
is introduced in Section 3. This section, howewell| analyse the potential for greater

economic cooperation in light of the views expredsg the participants of the study.

6.2.1 Benefits for Australia

The vast majority of the participants identify gigrant potential for a greater
cooperation with Ukraine. It is only EuroBeveragdmt doubt whether there are any
significant benefits and claim that if better opgpoities emerge it is likely that they will
reconsider current dealings with the Ukrainian $igpg. This position can be explained with
the fact the EuroBeverages is not strongly depenalethe products imported from Ukraine,
as other Eastern European countries are highly etitiye in the same business sector. Other
businesses, on the other hand, conduct dealinggsWkitaine in the areas that allow them to
achieve greater competitive advantage.

It is outlined that the business environment inaditkeé has developed significantly to

support business developments, if compared to é899s. While there are some remains of
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the old system, the economy in Ukraine allows corexg to choose whether or not they are
likely to support “old system” businesses.

“So you have look at “Arena” and you say to yoursélhow does this thing operate?
Who in effect funds that? The lease is expensivet'si not profitable... is this an
example of more like the old system which perhapsoald operate more efficiently
and at the moment it doesn’'t because it's targetinga certain group of people
...rather than addressing everybody?
Now I'm not sure that there’s too much western invetment in that; there seems to be
a lot of Ukrainian investment” (Informant #1, personal communication, 11th Sept&mb
2009)

This evidence supports the argument raised by t€Dreport (2007), which states

that regulatory and competition reforms in Ukraiaee critical for further economic
development. It is illustrated that the Ukrainiasvgrnment often provides informal support
to some of the businesses and thus there is aweak link between the performance and
survival (Refer to Section 3 for more detail).

The potential in Ukraine is not concentrated in\Kgnly. While it is one of the most
developed cities in Ukraine, other regions havéekiht specialisations and thus should not
be neglected. As an example, MedTech, SoftwareEgABB Grain Ltd all operate in
different regions of Ukraine. That again illustsatéhe potential for a broad range of
Australian businesses in Ukraine.

Ukraine has a highly educated workforce that is Imtiteaper than elsewhere in the
world. OilExplore identified that the education @krainian geologists is comparable at the

international level. Similar views are also expessby MedTech and SoftwareEng.

“Cheap, very competitive labour, high level of Engkh language, mathematical skills
are superior. Best educated people in the field ohath, physics and IT” (SoftwareEng,
personal communication, 8th October 2009)

In fact Australia and Ukraine are very similar, lewsr, the position that the

competitiveness might work against the cooperabietween the countries should not be
taken. This view is also supported by the ABB Grditd (ABB Grain, personal
communication, 14 October, 2009).

Nevertheless, by expanding to Ukraine ABB Grain. lddined access to a market that is
much larger than in Australia.

“...Ukraine attracted us for two reasons. The firstreason was they produce around
40 or 50 million tonnes of grain, per annum. Theyhave a domestic requirement of
around 35 million ... and they export the surplus. So that's not dissimilar to

Australia.
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The big thing is that Ukraine’s production yield is about 50% of Western Europe.

There is a potential to double the amount of grairproduced, which would make it a

super power exporter.” (ABB Grain Ltd., personal communication, 14th O&nt2009).

There is a reasonable potential for Australian esses to conduct commerce with

Ukraine, “particularly after Ukraine gets over its current economic difficulties ... Pre-
Global financial crisis, it was taking active stepgo open up its borders and improve its
investment climate. It is highlighted by the fact t joined the WTO ... and is in
discussions with EU regarding the free trade agreeemt” (Informant #3, personal
communication, 11 September 2009). [The role of WTO accession isudised in Section 3]
There are constant discussions on business peksggebetween the two countries:

“They have been working in things like for examplerocketry, ... all those sorts of
armed forces and military. They have been havingosne serious conversations”
(Informant #1, personal communication, 11th Sep&n2009)
However, it is necessary to provide greater ineestiand support to stimulate the
development of bilateral relations.

“Australia has a high interest in Ukraine, but also the high level of risk, that is
related to the character of the government politics and alarms the potential
investors. Any benefits that are associated with # potential in Ukraine are
outweighed by the lack of transparency as well asewy limited government
guarantees for the investors” (Translated from Ukrainian, UkrSpirit, personal
communication, 5th November, 2009)

All of the companies agree that the level of riskvery high. Furthermore, it is

crucial not to underestimate this factor prior lhe establishment of business dealings with
Ukraine.“It is a great opportunity but there are all theseother hidden rules that you've
got to learn to play by and unless you play by th@srules you just don’t play” (Informant

# 1, personal communication,™ September 2009). Similar position is also heldHsyABB
Grain Ltd.

6.2.2 Benefits for Ukraine

Australia can share its experience and technolagigsUkraine. While Ukraine and
Australia specialise in similar industries, thedewf the development is different and thus
motivates closer bilateral ties. The farm systertJkmnaine can be significantly improved by
using the structure recommended by the ABB Graih Lt is important to make farmers
more efficient in Ukraine. Ukraine can become veoyverful in agriculture and grain exports
in particular. It is necessary to promote cooperatietween farmers and develop a single

desk where the farmers receive the same amounboéynfor the first and the last tone of
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grain (ABB Grain Ltd., personal communication,"@ctober 2009). That is similar to the
strategy used in Russian Federation, where farmetrscollectively rather than compete,
decrease the price and thus limit the benefitgeditgr exports.

Furthermore, the benefit for Ukraine can be illattd by looking at the negotiations
between OilExplore and Ukrnafta. The potential reeto Ukraine, if the negotiations were
successful, would have been over US$1billion. Takie of the investment by OilExplore
could have been over US$400million. Unfortunatedgardless of the interest and incentive
by OilExplore, the project was unsuccessful and gbeential benefits were not realised.
Nevertheless, at the time of negotiations Ukraeeeived US$7 million investment from
OilExplore. The money went into reconstruction loé fpremises and buildings, provision of
technology, education and other purposes. All waals conducted by the Ukrainian labour,
moreover, over 30 Ukrainian geologists receivedeascand education to the latest
technology that was not present in Ukraine at the.t Geological office was formed in
L'viv, Ukraine. The initial project would have crea new jobs, infrastructure and further the
technology transfer.

On 3% July 1998, as a result of negotiations betweeExpiore and Ukrnafta, the
first International Gas Conference was held in W'vihe standard of the presented material
at the Conference was equal or better than the worle in Houston, the United States of
America. It should be stressed that all the mdtengere prepared by the Ukrainian
geologists and the only assistance that they reddiom OilExplore was modern technology
that was used for the presentational purposeshdf dutcome of the negotiations was
successful, in the long run, Ukraine could buy the shares of OilExplore (OilExplore,
personal communication, $Dctober 2009).

Ukrnafta would receive 51% of profits, where a$EQplore agreed to the share of
49%. All the capital would have been provided byE®plore, with an interest on the loan of
1.5%. The interest was very low and Ukrnafta wdudde to repay the loan by contributing
40% of its profits each year that are earned froengdroject. Even so, the project received a
strong opposition that was politically motivateddaas a result the outcome of the
negotiations was unsuccessful.

The vast majority of the interviewees argue that gype of business cooperation
between Australia and Ukraine is beneficial. Fardigisinesses are bringing in income and

stimulate further development and growth of theditkian economy.
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6.3  Barriers and risks of the business environment in Wraine will outweigh any

benefits?

6.3.1 Highly unstable and volatile environment

The risks that foreign businesses face while operan Ukraine are excessive, it is
not uncommon for the Australian companies to stdiere is just too much risk, no matter
how good the future is”. The risks in Ukraine afen underestimated, which is also the case
for the majority of the companies included in thiady. As outlined in Table 3.1, all of the
participants characterized Ukrainian business enwirent as highly unstable and volatile.
The conditions of the business environment in Wleare constantly changing, which makes
it practically impossible for the businesses toneste the risks of business operati¢A8B
Grain Ltd., personal communication,™l@ctober 2009).

“The proposals are on the table, people discuss amqople then ultimately say, ‘Okay
now what are the guarantees?’. Confidence, you'veog to have confidence in the
system”

“Everybody wants to have access but | think the pait that you made before is that
you want to play within the rules. And providing you know the rules then you can
play. Trouble is that the rules keep shifting. Ad that's the biggest problem ...”
(Informant #1, personal communication™3eptember 2009).

The significance of unstable conditions in Ukrawmdl be illustrated by assessing
the following issues: macroeconomic performancditipal instability, regulation and policy
problems: overregulation and tax, as well as wedk of law that is conditioned by the high
level of corruption (Refer to Table 3.1 for the suary of the risks businesses face while

operating in Ukraine).
6.3.1.1Macroeconomic performance

The poor microeconomic performance of Ukraine dythre financial crisis strongly
undermined attractiveness of Ukraine for foreigmestment. The rating of business risk in
Ukraine according to OECD is currently at its maximlevel 7. That in fact will influence
the price of short-term and long-term credit inseefor the Australian businesses that are
dealing with Ukraine. Finance providers reflect ‘targe concerns about the country’s
ability to service its external debt” (Informant #3, personal communication, 11th
September 2009). As a result of deteriorating encoagerformance ABB Grain Itd. and
other businesses in Australia found it difficultdiotain funding while dealing with Ukraine.

The implication of the global financial crisis oragiern Europe and Ukraine in

particular are discussed in Section 3.
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6.3.1.1.1 Exchange rate

Over the past year, ABB Grain Ltd. suffered sigrafit losses as a result of the
sudden drop in the value of Ukrainian Hryvnia. Agady discussed in Section 3, as at July
2009, the value Ukrainian Hryvnia is 66% lower thame year ago and remains highly
fragile. The fact that VAT (equivalent of AustraliaGST) is paid in US Dollars and the
refund from the Ukrainian government is received Himyvnias, any exchange rate
fluctuations will directly affect profit values. ldging against exchange rate volatility is
problematic due to relatively small liquidity inehUkrainian market (ABB Grain Ltd.,
personal communication, 14th October 2009).

6.3.1.1.2 Funding

Businesses also found it difficult to obtain furglim local currency, to hedge
against the fluctuations of the currency excharge. The liquidity of the Ukrainian market
is small and it is lengthy to sign an agreementaitocal bank. Moreover, the interest is also
significantly higher than in other countries. ABBraih Ltd. presented arguments that
illustrate the lack of liquidity as well as the fditilty of signing an agreement with a local
Ukrainian bank.

While the issue of macroeconomic performance igitgnt, “main obstacle is to
a great extent political instability, economic insability to a lesser degree”
(Dniprolndustrial, personal communication, ™Rugust 2009). The evidence for this

argument is presented in the next section.
6.3.1.2Political instability

As already discussed in Section 3.2.1, the potefdragreater economic activity
between Australia and Ukraine is high. In spitetlu$, the vast majority of interviewees
identified current political instability in Ukrainas one of the major obstacles. It is clear that
businesses have to go throutgo many problems to harvest these seeds and to mak
them grow. Providing that you have the right wheelin the government progress is
potential. But right now the government underminesany improvements and maintain
the strongest control over businesses’MedTech, personal communicatiori” ®ctober
2009).

Dniprolndustrial also supports this argument aadest that'the triangle of power
struggle currently existing has to be broken to adleve any improvement.Old Soviet
apparatchiks are at power, holding the main posstid’ (Personal communication, 25th
August 2009).
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It is cannot be stated that the political situatiorUkraine has had any significant
improvement since late 1990s. The main concernWhadlStock had in 1995 is identical to
the views expressed by those currently involvetusiness with Ukraine. The quote below
illustrates the significance of this issue.

“A lot of pessimism at that time about the future, whether it will revert back to
communism, whether private enterprise will take off will there be dictatorship...
Will we get our money back — political risk. Effetively it is political risk that the
people are looking at”(WoolStock, personal communication, 11th Septer2bég).

In the same vein, political instability within treuntry can be the answer for the
unsuccessful outcome of negotiations between Utaraafd OilExplore in 1995-1998.

“...politically motivated, emotional problem, resuted in extensive campaigning
against the project. Bureaucracy is a problem, pede were blocking the project,
those were politicians, not the technicians. It tdonearly 1 year to sign the license”
(OilExplore, personal communication, 13' October 2009).

The difficulty of dealing with the Ukrainian govenent and the fact that it is often a

significant interruption to the Australian businessshould not be underrated. It can be
difficult to comprehend, how government instabiliiffects the business activity. The
relevance of this argument is explained below:

“One of the biggest problems with Ukraine is dealig with government. It's a joke
because until you establish | suppose what we hasanilar to here ... a system which
has two houses, which has government, which has apposition rather than having
party lists ... people don’t even know who has beerezted. ...they jump from party
to party. Now, do you want people to do business thithat sort of government?
Had he [referring to Viktor Yushchenko, current president of Ukraine] been stronger
in terms of corruption | think you would have had a completely different Ukraine
today in terms of confidence.
...Who are you [referring to Ukrainian politicians] accountable to? ... You're
accountable to nobody. They can’t touch you...
You want a strong Ukraine, constitutes what? In myopinion; strong government,
strong armed forces and a society that's aware ots background” (Informant #1,
personal communication, £Beptember 2009).

Once again this position is strongly supported bgiess people who are involved

in economic activities with Ukraine on the everydassis. The issue of political situation
cannot be avoided. ABB Grain Ltd. outlined that tb&rainian government is very
fragmented which often results in contradictoryigiek that negatively affect the society and
the internal business environment (ABB Grain Lfzersonal communication, $40ctober
2009).
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6.3.1.3Regulation and policy problems

It is evident that in order to lower the risks fdd®/ the Australian and other foreign
investors it is necessary to improve current reguia, so that they correspond to the
international standard (UkrSpirit, personal comnoation, 5th November 2009; UkrBeer,
personal communication, 29th October 2009). Asedtaby Dniprolnsustrial, current
regulations and policies provide very small diseabetween the government and operating
businesses, which have very little autonomy (Dripdtastrial, personal communication, 25th
August 2009). It is unclear whether policies argltations in Ukraine are fair to all business
actors. WoolStock provided the following comment the issue®...regulation which is
actually not like fair regulation because here we &ve fair independent regulation as
such you know; | don’t know how independent thoseegulators are over there in terms
of having government interference in Ukraine” (WoolStock, personal communication,
11th September 2009). Similar views are also espeeby ABB Grain Ltd. Overall, the rules
are very “dynamic”, but more so in a negative cdation.

The findings of this study support the research thg International Finance
Corporation. By surveying mostly European entrepues it was identified that the system of
government regulations impedes sustainable econdevelopment and competitiveness of
the Ukrainian economy (IFC 2007). Overregulatiospexially in the area of permits and
taxation remain one of the most significant adntiais/e problems. Taxation issues are also
large, which is illustrated by constant and inéffit tax inspections as well as corruption.
Export procedures, such as VAT refunds are alsblenaatic for foreign actors (ABB Grain
Ltd., personal communication, 14ctober 2009). The findings by OECD are also i li
with abovementioned positions (Refer to SectionT3jis study confirmed the findings by

IFC and OECD by looking at the Australian businessgerating in Ukraine.
6.3.1.3.1 Overregulation

Overregulation and difficulty to communicate witlrious government bodies in
Ukraine was outlined by the World Bank and OECIxsif005. As a response to that, The
Ukrainian Center for Foreign Investment Promotiats@ known as InvestUkraine) was
established by 2006 (Nikolaiko 2007). The purpokéweestUkraine is improve investment
image of Ukraine and assist foreign businesses &bolving bureaucratic issues with
local officials and regulatory institutions through individual managers of major projects
within the Government” (National Agency of Ukraine for Foreign Investmeand
Development 2009). Moreover, InvestUkraine wouldsidt foreign businesses on how to

conduct business and assist with regulatory com@diaThe efficacy and usefulness of the
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“one-stop-shop”, at least from the perspective I #Australian businesses, should be
challenged.

It is clear that in the past two years overregatatunstable legislative environment
as well as the inconvenience of communicating wahious levels of government has not
improved. The majority of the Australian businessksm that it remains one of the most
significant issues. The position of one of the rviavees argues that current policy and
regulation issues illustrate of the transitionalisnment in Ukraine:

“Their biggest problem is that they can only go sdar because all of a sudden the old
system kicks in. Now, until that old system stopkicking in you're going to have

these farcical situations and you've put it very wi more tax inspections but less
income.....

Well, yeah you know but I'd say that those that runthat one-stop-shop must be
pretty well connected because you couldn’t guaranée anybody anything until you

were connected” (Informant #1, personal communication, 11th Sep&em2009)

It should also be stressed that ABB Grain Ltd. &HdSpirit also confirm the

difficulty that foreign businesses are facing dueegulation and policy issues.
6.3.1.3.2 Tax

The Ukrainian government should concentrate on ldpieg a better environment
for foreign companies and the reform of the taxagygstem underpins any improvement in
that area (UkrSpirit, personal communication” November 2009). MedTech and
SoftwareEng also stress the issue of bureaucradytaa@tion in particular. These are the
main reasons that both of the companies refused fwesent in Ukraine (MedTech, personal
communication, 8 October 2009; SoftwareEng, personal communica88iQctober 2009).

In case of ABB Grain Ltd., the Ukrainian governmsignificantly delayed VAT refund and
repaid VAT receivables in corn, all at the time wiiee Ukrainian Hryvnia was crashing.

Over the past 10 years it is hard to say that iaxatystem has had any significant
improvement. The case of OilExplore illustrated thastralian companies had similar issues
also in 1995-98:

“Tax reporting... — person always sitting at the taxoffice to submit the reports. It's
hard to keep up with all the developments, lots ofadministrational issues and
consultancy was taken and at that stage the compangad no revenue at all’
(OilExplore, personal communication, 12th Octob@d2).

6.3.1.4Weak rule of law: Corruption

Corruption is also a highly significant obstaclatthll Australian businesses have to

deal with when operating in Ukraine. A detailedcdission of the weak rule of law and its
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implications is presented in Section 3. This sectwall illustrate how it the Australian
businesses are affected by the lawlessness ofkiterian business environment.

While in some cases corruption is not a significaatrier for business operations
that is not the case for Ukraine. The main charetie of the Ukrainian system is that the
informal fee you are paying does not provide amdlof guarantee or stability. This view is
supported by the vast majority of intervieweesisltevident that over the past 18 years
corruption remains highly detrimental to businesscpces between Australia and Ukraine.

The following views are expressed by the participa

“In previous times if | paid the fee | at least knev that there was going to be an
outcome or | knew what the fee would be. ... Thesse is, ‘I can pay the fee, there’s
no guarantee that anything will happen and secondly don’'t know when the fee’s

going to finish because there’s a fee on top of tifee’. ... The problem is you have a

system you know. We don’t want to politicise the siation ... and you're not too keen

about changing the system because you're making meyi’ (Informant #1, personal
communication, 11th September 2009).

“Corruption is a minor factor ... as long as thereis guarantee and relevant stability,
which is not the case in Ukraine” (Dniprolndustrial, personal communication, 25th
August 2009)

“We will not be present in Ukraine to avoid the lak of rules and overcome many

other problematic issues while working there”(SoftwareEng, personal communication,
8th October 2009)

Furthermore, corruption poses the highest thredisted companies that cannot
afford making any informal payments. In case of ABgain Ltd., the company cannot be
associated with any corrupt practices which in sigmificantly delays negotiation process in
Ukraine. Cooperation with local businesses is otieaided by foreign listed companies to
prevent the involvement in “informal” arrangements.

Further this section provides illustrations of ttelowing obstacles: work ethic,
difficulty to negotiate and strike a deal, geogiaptistance as well as the image of Ukraine
on the international arena. However, it should tressed that instability of the business

environment in Ukraine remains the main obstacla greater economic cooperation with
Australia.

6.3.2 Minor issues

6.3.2.1Culture: Work ethic
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Australian businesses express concerns about vioidsen Ukraine and claim that
culturally people do not understand the main pples of capitalism. This notion is
explained by the following dialogue:

“he sort of seemed to have this mentality — oh | h& bought a house therefore you
should be paying me more. | don't know where thatcomes from. It is a
misconception of what capitalism is about. | pay mh on his productivity in the
business and then he does what he wants with the ney.” (WoolStock, personal
communication, 11th September 2009)

In the same vein, EuroBeverages argued that Ulamisuppliers simply do not

understand the role of performance, which is holwnaddern businesses operate. The
position of ABB Grain Ltd. also outlines relativelyeak work ethics. On the other hand,
MedTech and SoftwareEng provide examples whereviohals from Ukraine have a very
strong passion to be part of an organization thiatva them to employ their skills and
knowledge. “Good brain, hard-working, good work ethic in younger people, all
ingredients of doing something are there in Ukraing but you have to go through so
many problems to harvest these seeds and to makeeth grow” (MedTech, personal
communication, 8th October 2009).

6.3.2.2Difficult to deal and negotiate

Just less than half of the interviewees experienlii#idulties in communicating and
negotiating with Ukrainian businesses (The sumnudirfindings is presented in Table 3.1).
Concerns were expressed by Dniprolndustrial; it wated that the executives involved in
negotiations had very limited knowledge of econaraad thus it was extremely difficult to
communicate and achieve any agreement (Dniprolridyspersonal communication, 25
August 2009).

EuroBeverages express a similar position:

“They are not very reliable... Sometimes | cannotihd the container, simply because
they did not get to prepare the documents properlpr inform me about the arrival.
Extremely unreliable, if someone offers a dollar etxa, they will go for it, not paying
attention to any previous dealings”(Translated from Russian, EuroBeverages, personal
communication, 8th October 2009)

At the same time, there are views that the issueoofmunication will not remain

problematic for Australian businesses. The positigninformant #1 on the issue is as

follows:
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“There are young people who are budding politicians They're people who now
understand how normal business operates ... and whaetrying to do it the right
way” (Informant #1, personal communication"13eptember 2009)

6.3.2.3Geographic distance

Geographic distance is a relatively minor obstdcoleeconomic dealings between
Australia and Ukraine. It should be noted that bdfkrainian and Australian companies,
mention that as a factor that affects or limitsrent economic dealings. ABB Grain Ltd.
strongly believes that for Ukrainian businesses ieasier to cooperate with Europe than
Australia. Also, MedTech expressed some concergardéng the distance. Both of the
Ukrainian companies, UkrBeer and UkrSpirit outlihat the distance makes it very lengthy
(40 days) to deliver the products to Australia. Btorer, it limits the variety of products

UkrBeer can supply to Australia and forces compatoeminimise the logistic costs.

6.3.3 Image of Ukraine on the international arena

It is clear that the international image of Ukraicen create obstacles for further
bilateral ties with Australia. As already illustdt ABB Grain Ltd. had difficulties obtaining
finance from major banks. Current poor microecormperformance is further weakening
the perceptions about Ukraine on the internatianaha.

Strong views were expressed about the lack of mattimentity and the fact that
Ukraine is often mistaken for Russia. To thorougitilystrate this argument the following
quotes are provided:

“Ukraine has yet to establish itself. It's alwaysstill been living in the shadow of
Russia. What we’ve been trying to do is in a sensay that Ukraine is now 18 years of
independence, that Ukraine is a worthy partner to @ business with.

Where does Ukraine sit internationally, ..pro Europe, pro Russia?

...you've got to take your hat off to them [referring to Russian Federation] in terms
of the way they do public relations ... they know howo do public relations. And
their politics in the sense of public relations, agstantly interferes with what happens
in Ukraine” (Informant #1, personal communication™3eptember 2009).

“You see the difference between Poland and Ukrainis that Poland has always had a
western orientation. ...l think that one problem with Ukraine is always the case is
they just have difficulty, in this sort of society,this far away from that, literally
conceptualising what it is. They know what Russig ... ‘what is Ukraine | thought
they were all Russians™(WoolStock, personal communication,$eptember 2009).
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6.4  Obstacles of the Australian business environment fdurther development of
bilateral relations with Ukraine
It is clear that from the Australian side the obks to a greater economic
cooperation with Ukraine are insignificant. Nevetdss, some minor obstacles for Ukrainian
businesses to cooperate with Australia will be ussed in this section. The summary of the
findings is illustrated by Table 6.2.

6.4.1 Minimal Interest in Ukraine

One of the major problems for dealings with Austraéd the fact that there is a very
little interest in Ukraine. Perhaps, this issueaplicable to both countries, Australia and
Ukraine. The relevance of this factor is best dbecr by providing the following quotétf
you try to identify those who would be interestedd run the business between Australia
and Ukraine, you will find that no one is really cacerned about the matter” (Informant
#2, personal communication, 9th September 2009)aiok and Australia has to move away
from weak political discussions and start makingl reteps towards the improvement of
bilateral relations. This view is supported by tbkowing interviewee:

“Australia and Ukraine have to ultimately say to themselves, ‘Do we want a
relationship?’

My position is this ... that you [refers to Austrade] give us a minimal amount of
money to open an Austrade office or to be your remsentative” (Informant #1,
personal communication, 11th September 2009).

6.4.1.1Unwillingness to accept offshore risks

The minimal interest of Australia to conduct busme&vith Ukraine can be explained
with its unwillingness to accept higher risks. Thiss caused difficulties for the Australian
businesses to expand its operations and explorbehefits that Ukraine has to offer. ABB
Grain Ltd. is a very successful example of the eoun ties between the two countries, yet,
at the early stages the company found it diffit¢alassure that in their case the benefits of
expanding to Ukraine outweigh the potential riskABB Grain Ltd., personal
communication, 14th October 2009). WoolStock algaressed similar views:

“It was too hard for them, too exotic, too far awayto even do that because they
thought it will go to nowhere” (WoolStock, personal communication,™ September
2009).

6.4.2 Funding

The issue of funding and the relevant example fABB Grain Ltd. is presented in
Section 6.3.1.1.2
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6.4.3 Demand and market size

UkrSpirit argued that while establishing export ig®ns with Australia they had to
take into account the demand for their product® fHtt that Australian consumers purchase
more wine and other beverages with small conterglaihol was carefully studied by the
company. The culture of alcohol consumption in Aal& significantly differs to Ukraine.
Overall, UkrSpirit believes that there are stroegspectives for further growth of demand for
its products, which is underpinned by the introductof higher taxes for weak alcoholic
beverages. On the other hand, UkrBeer expressesmmnabout its perspectives on the
Australian market and claims that there are bettgportunities in the United States
(UkrSpirit, personal communicationSNovember 2009, UkrBeer, personal communication
29" October 2009).

6.4.4 Geographic distance

The implications of geographic distance for boths#alia and Ukraine are

discussed in Section 6.3.2.3.

6.4.5 High level of tax on specific products

Concerns were expressed regarding the high levetaxfon strong alcoholic
beverages by UkrSpirit. However, this cannot beareggd as a significant issue that will
affect a wide range of Ukrainian companies thatdemh business with Australia. UkrSpirit
outlined that import taxation forces the companyrémain highly competitive (UkrBeer,
personal communication, $9October 2009; UkrSpirit, personal communicatiod! 5
November 2009).

UkrSpirit, UkrBeer and EuroBeverages also noted ¢hee and transparency of

Australian taxation and other policies.
6.5 Recommendations

6.5.1 Entry mode

While taking into account the characteristics aislsr of the business environment
in Ukraine it can be stated that forming a joinhege is the most convenient and effective
mode to enter the market. From the sample of thepemies questioned all successful cases
either formed joint-ventures or established imppérations from the Ukrainian suppliers.
UkrSpirit suggests thdthe best form of ownership would be a joint-ventue, where
foreign investor meets the financial obligations ath local Ukrainian companies, while

having a better knowledge of the operational contéxwill concentrate on the operations
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of the company” (UkrSpirit, personal communication™ S\ovember 2009). However, even
in that case interviewees stress the importanciis$ez-faire capitalism in Ukraine. As
discussed in Section 6.3.1.3 currently private rpniges have very little autonomy that is
undermined by the state control.

The case of ABB Grain Ltd. ideally illustrates thenefits of joint-venture as an
entry mode. It was crucial for ABB Grain to fingpartner who has experience of operating in
the Ukrainian business environment. ABB Grain Lédmmented that forming the joint
venture with Soufflet had bilateral benefits. Steiffhas had 8 years of presence in the
Ukrainian market. At the same time, ABB Grain Lkd strong export marketing arm and
could provide relevant customer base for SoufA@&H Grain Ltd., personal communication,
14th October 2009). Nevertheless, the difficulty fimfding a company that can initially

become a partner should not be underestimated.

6.5.2 Better diplomacy between Australia and Ukraine wiiinulate greater economic

cooperation

The following quote provides a good summary on ledfective is the diplomacy
between the two countries:

“Delegations and organizations that are meant to deelop further trade and

investment relations between Australia and Ukraindalk a lot, however, without any
actions or results on their behalf. These people daeothing and simply come here to
have a holiday, it is better to spend this money oone of the schools in Ukraine.”
(Informant #2, personal communication, 9th Septar2bé9).

A recent parliamentary delegation from Ukraine testalia only rashly addressed
some of the problems as well as perspectives offuhther development in trade and
investment.“The delegation simply lied about the future develpments and current
problems” (Informant #2, personal communicatior September 2009). Arguments and
propositions presented by Ukraine were off the tdpthe head. As an example, the
discussion arose that Ukraine could supply critlee$ to Australia and about the prospective
of such cooperation. However, up until now nothivag been done and at the time when the
argument was presented Cricket Association of Ailiatr knew nothing about the
development and was not contacted or approach#uebykrainian side.

There is strong evidence to argue that the bilateramunication between Australia
and Ukraine is lacking. This position is expresbgdalmost all interviewees and while it is
agreed that businesses want to do as little witlegonent as possible, there is a need in a

better dialogue between the two countries.
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The Australian Federation of Ukrainian Organisadi@tted as a strong advocate
between the Australian and Ukrainian governmentslsp attempts to facilitate discussions
between businesses and promote the potentialdohtistralian businesses in Ukraine. At the
same time, the Federation believes that the Ulaaiiimbassy should be more involved in
these issues as it is one of its main obligatiddB Grain Ltd. also highlighted the minimal
interest of the Ukrainian Embassy to initiate dsstans/workshops that can contribute to the
exchange of knowledge between the two countries.

None of the Australian businesses received any ketpgovernment of either
countries. It is crucial to facilitate business pertion between Australia and Ukraine:

“There’s no vehicle to encourage it. That usuallystarts at government level...
Businessman will do business wherever there are opgiunities. They’re not going to
pull out, they’re not going to say “I don'’t like Ukrainians”.

Initially, if there is, it's a government relationship, the fact we don’t have... if you
just talk about Australia specifically the fact tha we don’t have an Ambassador in
the Ukraine is sad to me. But that's where it's gbto start.” (WoolStock, personal
communication, 14th October 2009)

As already discussed in Section 6.4.1, Australso dlas a minimal interest in
facilitating business activities with Ukraine. Tpesition is strongly argued by informant #1,

who refers to the fact that Austrade has no reptatee or office in Ukraine.

7. CONCLUSIONS

The economy of Ukraine is still at its transitios#hge, lack of transparency, highly
volatile environment, with unstable macroeconomerf@rmance, political system and
corruption make it a very risky journey for the Anasian companies. Moreover, Ukraine
lacks independent image on the international ar@end the baggage of the command
economy is still visible. The current situationURraine should improve, but not without the
effort and stability at the government level. Therent situation is discouraging, especially
when taking into account the vast potential thatdile can offer. The development of the
new economy is undermined with the ignorance of Whkeainian government to facilitate
business activity and foreign investment.

The Ukrainian Economy can be efficient, which ikigtrated by stable growth
during 2004-07. Even so, it is currently severatybly the global financial crisis and requires
international support. As already illustrated, #figant market reforms are crucial in
Ukraine. It is absolutely essential to develop alglié policies and regulations, promote

business autonomy, fight corruption and “rent-segkifacilitate and assist foreign actors to
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overcome instability and high level of risk preseiithin the country. Further work is needed
to meet the standard of WTO countries; it is alsgeatial to progress with the developments
on the EU free trade agreement. It is clear thiatdrial business ties with Australia will be
weakened unless there is a prompt response toreesoirent deteriorating situation.

Based on the evidence collected, the Australian paories can be advised to
consider a joint-venture as an entry mode into likralt is highly important to find a
reliable partner who will assist with business\atiés in Ukraine. Local operators or foreign
firms who have a lengthy presence in Ukraine alyegained necessary experience, networks
and contacts that are crucial to enjoy a betteell®i stability. Risk exposure must be
minimised at the earliest stages. Due to highhatiie environment it is often impossible to
predict significant barriers of the “dynamic” syste

Australian business environment, on the other ttamhot be considered as a barrier
to bilateral business relations with Ukraine. Thastvmajority of companies identify no
significant barriers for further cooperation witlkndine on the Australian side. Nevertheless,
minimal interest in Ukraine and unwillingness toceyat risks contribute to deteriorating
business relations with Ukraine. Australian comparexperienced significant issues with
obtaining funding for business projects in Ukraitteis crucial to consider Ukraine as a
distinct country with the business environment ffeto its internal conditions.

Better dialogue between the Australia and Ukramesdsential to support bilateral
relations between the countries. This obstacleslisvant to both sides. It is necessary to
consider whether the two countries want to advandslateral business relations and if the
answer is positive, relevant actions should bertaBdateral communication is lacking, there
is no Austrade office in Ukraine, and neither thisr@an Australian Embassy. The business
activity is highly reliable on the developmentsta higher government levels. Government
assistance and support can be seen as the stranggsiment to overcome the barriers

between the two countries.

7.1  Limitation and Recommendations for Future Research
It is clear that Ukrainian companies are undermsgméed in this study. Therefore,
the barriers of the Australian environment are adequately analysed. Overall, it is
necessary to include a larger sample to avoid géisations and present an argument in line
with the broader context. This study also collecttata on industry-specific obstacles,
however, further investigation is necessary togmesoherent findings. Moreover, the role of
networks and contacts is not addressed, whichsigraficant limitation. Finding a reliable

business partner is essential for stable businessatons in Ukraine and thus the discussion
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on the role of networks cannot be avoided. Whiis #tudy did not accentuate the role of
networks and how they influence business operatibshould be mentioned that at least one
third of the interviewed companies would not haeel able to establish business operations

in Ukraine without relevant connections.
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