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ABSTRACT

The U.S. Commercial Service in Ukraine’s Franchise Sector Overview and Indicator, “Ukrainian
Franchises Resilient in Turbulent Times,” was developed in 2015 to provide U.S. franchise
companies with information to consider in assessing the Ukrainian franchise market. The U.S.
Commercial Service developed this project in cooperation with two domestic groups working in
these areas — the Franchise Group (a consulting firm that assists franchisors) and the Retail
Association (an industry body representing the Ukrainian retail sector) - in order to provide real-
time information on Ukraine’s evolving retail sector and the developmental stage of franchising.
This report includes multiple data rich sections, including: a snapshot of the retail market, with
unique insights regarding Ukrainian consumer confidence and consumption patterns; an
overview of franchising in Ukraine, with statistics regarding growth, the state of the sector’s
development, and the market share of domestic versus foreign companies; key findings and detailed
results of a survey of more than 100 franchised and independent retailers; and an overview of the
key macroeconomic indicators impacting franchises. Taken together, the data tells a story of
surprising resilience among franchises in Ukraine, against the backdrop of severe
macroeconomic challenges and a Russian-backed separatist conflict in the east of the country.
The survey data referenced in this publication is based on a survey conducted in cooperation
with the Franchise Group, Retail Association, and multiple regional Chambers of Commerce in
Ukraine. From July 14 to October 4, 2015 these groups sent an on-line survey to 101 retailers of
varying sizes. A cross-section of respondents was sought to provide readers with an
understanding of Ukraine’s retail market from both the franchised and non-franchised, small
company and large company, and capital city and regional perspective. The questionnaire

consisted of twenty questions, focused on past year performance and future projections.
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HIGHLIGHTS

Large Market, Significant Room for Growth - With a market of 45 million people, Ukraine is
one of the largest countries in Europe. But because of low per capita retail sales relative to
Western Europe, there is significant potential for future growth. Given the structure of
household expenditures in Ukraine, near-term growth is most likely in sales of products and
services related to affordable food and essential household services.

Growth Potential among Middle Class Consumers in Regional Centers - Consumer
segments that will likely drive future retail sales growth in the near term include middle-class
Ukrainians ages 25 to 34 who are concentrated in regional centers. These middle class
consumers strongly prefer western brands. Among Ukraine’s regional centers, Kyiv is the clear
leader, where purchasing power is nearly 80 percent higher than the country’s average.

Franchising is an Established and Desired Model in Ukraine - Today there are 565
franchisors working in Ukraine and 431 of these are well established companies. Even when the
number of franchisors fell in 2014, the number of franchisees still grew. Franchising is viewed

as a reliable way to reduce operating risks and improve a company’s chance of long-term
survival because only eight percent of franchises exit the Ukrainian market after five years.

Domestic Franchises Currently Dominate - Ukrainian franchises control 66 percent of market
share. The origin of the foreign franchises that control the remaining 34 percent of the market
include companies from Western and Eastern Europe, China, Russia, the U.S. Due to recent

sharp currency devaluations there is a growing interest in franchise licenses that are denominated
in local currency and that are not tied to foreign equipment.



Performance in 2014-2015 Shows Resilience among Franchised Retailers - Over the last
year, the majority (66.3 percent) of independent and franchised retailers surveyed in the
Franchise Indicator reported that their company’s annual revenues either increased or stayed the
same. Franchised retailers were more likely to report increases in annual revenues and
independent retailers were more likely to report decreases.

Most Retailers Optimistic about Growth in 2016 - Both franchised and independent retailers
seem optimistic about the year to come. Over the next year, more than three in four survey
respondents anticipate that their company’s annual revenues will increase. Their optimism
significantly exceeds the forecasts for general economic growth, with more than eight in ten of
those anticipating growth in annual revenues, expecting growth of six percent or more.

Conflict in the East only Somewhat Likely to Influence Most Retail Operators in the Future
-The separatist conflict in eastern Ukraine has taken an enormous toll on Ukraine’s people,
security, and economy. It is therefore surprising that nearly half of the respondents of the
Franchise Indicator said that the conflict will only somewhat impact their businesses in the next
year and roughly a third expects that the conflict will significantly impact their operations.

Ability to Unleash Full Potential of Franchising Depends on Structural Reform - Ukraine’s
ability to fully capitalize on its economic potential depends not only on its macroeconomic
performance but also on its ability to institute economic and regulatory reforms. While Ukraine
has made initial progress in many critical areas, including changes to regulations affecting
franchises, the most essential structural and institutional reforms are still pending



INTRODUCTION

Michele Smith, Anatoliy Sakhno,
Commercial Officer Commercial Specialist

Franchising Team, U.S. Commercial Service Ukraine

Welcome to this special report prepared by the U.S. Commercial Service. As an agency
dedicated to delivering services and information that ensure that U.S. businesses can compete
and win in the global marketplace, the impetus for this report was to provide clarity regarding
seemingly contradictory trends in the Ukrainian market. On one hand, Ukraine has

experienced severe political and economic challenges since February 2014. On the other hand,
Ukrainian trade industry experts in retailing and franchising express optimism about growth
under these circumstances. To fill a gap in publicly available market information and to ensure
that U.S. franchisors do not overlook potential market opportunities, we sought to systematically
gather information to verify and explain the reasons for market optimism among franchises in
Ukraine.

The result of this effort is a story of resilience among franchises in Ukraine, with those adopting
franchising as a model outperforming the majority of the economy. Our 2015 publication

focuses on 2014-2015 operating results and forecasts for the next year. Surprisingly, given the
extreme political and economic challenges facing Ukraine, the majority (65.2 percent) of
franchises we surveyed reported an increase in annual revenues, compared with negative growth
in the economy overall. Industry experts point to this trend as a testament to the ability of the
franchising model to create economies of scale for businesses and to reduce operational risks
associated with retail through the dissemination of standardized operating practices in franchised
outlets. We also believe that it is a testament to the entrepreneurial spirit of Ukrainian business
men and women.

U.S. COMMERCIAL SERVICE MISSION:

We promote economic prosperity, enhance job creation, and strengthen national security through a
global network of the best international trade professionals in the world. We promote and protect U.S.

commercial interests abroad and deliver customized solutions to ensure that U.S. businesses compete

and win in the global marketplace.




FRANCHISE
GROUP CONTRIBUTION

Myroslava Kozachuk
Managing Partner, Franchise Group

On behalf of the Franchise Group in Ukraine, | am pleased to welcome you to this special report:
the Franchise Sector Overview and Indicator. This resource gives us valuable insight into the
Ukrainian franchise sector, which has continued to grow through the darkest times in our
country’s history.

Ukraine’s figures for franchising described in this report are self-explanatory: today, there are more
than twenty thousand franchised outlets working in the Ukrainian market. This proves that the
franchising market really exists in Ukraine and that despite the negative economic situation in
recent years, franchising has had a significant positive impact on business development. The
perseverance of franchising in Ukraine during recent times also demonstrates that Ukrainian
businessmen and women usually find a way to turn negative factors to their advantage.

This resilience lies at the heart of the art of business - the ability to use both advantages and
disadvantages to one’s favor. While adverse factors complicate the work of the Ukrainian franchise,
they also make the lives of its competitors difficult as well. Additionally, while instability means
more risk, it also means more reward for those businesses that understand the market better than
others and for those who know how to navigate the future.

The clear trend in the growth of the number of franchise businesses during Ukraine’s crisis is
evidence of this. Given the resilience of major market players and growth of the industry, we
believe that the Ukrainian franchise market is in a positive stage of development. The crisis has
tested the strength of many franchises and the overwhelming majority have weathered these hard
times and come out even stronger as a result.

We predict that the next stage of development in the Ukrainian franchise market will focus on
small and medium-sized enterprises. Today, many small and medium-sized entrepreneurs are not
yet aware of the benefits of franchising. To raise awareness among these businesses, we are
initiating the first “School of Franchising.” The goals of this project are to disseminate information
on the“nuts and bolts” of franchising and to create a culture of using franchising to create
economies of scale in Ukrainian businesses, both at home and abroad.



If small and medium sized enterprises succeed in franchising, we predict that the market will
expand by an additional five to seven percent each year. This means that in three to five years
Ukraine may have an enormous market of prosperous companies selling their franchises. Our
ultimate goal is to make Ukraine’s franchising market as intellectually developed and

competitive as those of larger foreign markets.
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