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EXECUTIVE SUMMARY
From September 26 through November 23, 2018, the USAID Economic Resilience Activity (the Activity)
carried out a rapid assessment to provide foundational learning for the Activity’s strategy and workplan.
The rapid assessment carried out research to ensure that interventions are data-driven and evidencebased to maximize our impact. We found that there are many areas of engagement that have promise
to stabilize the region, grow sustainable small and medium enterprises (SMEs), and ultimately transform
the Luhansk and Donetsk Oblast economies.
Key findings include:
●

There is great potential to achieve scale and have a broad impact with more than 16,000
beekeepers, more than 50,000 vegetable growers and more than 6,000 information technology
(IT) professionals and students in the three value chains analyzed in Luhansk and Donetsk
Oblasts.

●

The preparation of an IT savvy workforce is particularly important to the Activity IT value chain
development strategy; we must cast the net wide and include more women, who tend to be
more likely to remain in the region.

●

There is an opportunity in the IT sector to stimulate an ecosystem for entrepreneurs to develop
innovative, and integrated, physical and software products, shifting away from the less
profitable outsourcing model.

●

There is important marketing work to do in the vegetables value chain linking producers to new
market channels to stabilize greenhouse and intensive production vegetable growers who have
seen their traditional markets disrupted.

●

There is potential to increase the incomes of beekeepers by increasing production, reducing the
20 percent rejection level for antibiotics found in honey, and tapping into higher value export
market channels such as certified organic and monofloral honey.

●

There are several damaged sites that are interesting for renovation as doing so will alleviate
bottlenecks and create jobs. This includes infrastructure such as a bridge, a waste sorting line,
and a market as well as strategic business compounds and buildings.

●

The access to finance assessment, the initial labor market assessment, and the business service
provider gap analysis each identified entry points for helping to strengthen all three value
chains.

This document synthesizes the results of the rapid assessment and recommends activities that will
achieve the Activity’s objectives. The sub-assessments are separate working documents in their own
right and will be updated over the life of the project, taking a central role in the Activity’s collaborating,
learning, and adapting (CLA) approach to project management as well as our work-planning activities.

3

METHODOLOGY
Following the initial growth sector selection, the Activity conducted seven sub-assessments as part of
the overall rapid assessment process. We performed: analyses of three value chains—IT, greenhouse
and intensive vegetables, and honey; an access to finance assessment; an initial labor market
assessment; a damage assessment; and a political economy analysis for implementation presentation
with a group assessment of risk mitigation strategies. Assessment teams were comprised of long-term
staff and short-term local and international specialists. These teams relied primarily on more than 100
key informant interviews and eight focus groups discussions, reaching nearly 100 vegetable and honey
producers. A few teams, such as the damage assessment team, conducted quick, targeted surveys and
consulted with local administrations, building off available information. Each team did a review of
existing studies and background materials. A complete table outlining assessments undertaken, tools
applied, and team participants can be found in Annex A.
The assessment falls in line with the Activity’s CLA approach, which builds in purposeful pause and
reflect sessions to understand as a team what we are learning and to use that knowledge to chart the
path forward.
On September 26 and 27, 26 project staff and consultants participated in the rapid assessment kick-off
meeting and value chain analysis training in Kyiv. The session started with a presentation of project
objectives, feedback loops, and expected results per component. This was followed by an overview
training of value chain analysis, where participants got practical experience mapping out value chains in
teams and planning the assessments. Immediately following the training, the assessment teams
mobilized for field work in Luhansk and Donetsk Oblasts.
On November 6 and 7, the entire Activity and rapid assessment teams gathered again to present their
findings, analyze synergies and priorities, and think through a causal model of activities and intended
results in a rapid assessment pause and reflect session. This session was followed by the management
team presenting some of these findings, such as the value chain analyses, at a coordination meeting
with the Ukraine Confidence Building Initiative (UCBI) and Democratic Governance East on November 8
and 9.
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The map below (Figure 1.1) shows assessment research locations (aside from the Damage
Assessment) in Luhansk and Donetsk Oblasts and Activity project as well as subcontractor offices.

GROWTH SECTOR SELECTION
On September 20, the Activity’s core technical team, including the Chief of Party, Deputy Chief of Party,
DAI Technical Backstop, and the Rapid Assessment Manager scored value chains to select three for
analysis during the rapid assessment. Brian Milakovsky, head of the nongovernmental organization RAD,
an Activity subcontractor, provided a sector selection scoring sheet and participated in the discussion
remotely.
As agreed with the Activity’s Contracts Officer Representative (COR) in advance, the sector selection was
carried out in two phases:
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The first phase was to assess each value chain for competitiveness, systemic, and feasibility criteria (e.g.
potential for sales, jobs, to reach scale, etc.). Based upon the tabulation of the average scores, the
highest scoring sectors were:
1. IT (Average score of 76.1/100)
2. Greenhouse and Intensive Production Vegetables (score of 75/100)
3. Honey (73.3/100)
4. Alternative Solid Fuels and Energy Efficiency (70.1/100)
The table below shows the full list of criteria and the weights of each one.
Figure 2.1: Growth Sector Selection, Top Four Ranking Sectors

After the discussion and spreadsheet scoring, the group carried out a portfolio assessment of highest
scoring sectors to check for:
Portfolio Review Question

Finding

Sufficient representation of industries with
women and youth

Yes, there is a good mix of industries that offer potential for both
youth (and elderly), and women to participate.

Urban/rural representation

A good mix of urban and rural sectors.

No overlap with the exact same activities
within other donor projects

Generally, OK. The USAID/Energy Security Project will provide an
opportunity for collaboration when ERA adds the alternative
fuels value chain (ranked 4th)
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Are there value-chain-specific barriers for
vulnerable groups (elderly, people with
disabilities, veterans, Roma, LGBTQI, etc.)

The group discussed this question and concluded that the
sectors chosen are appropriate if the project team proactively
manages activity and grant design and to make sure vulnerable
populations are actively included.

Does the portfolio represent sectors that
will resonate with local pride and
confidence-building?

The region prides itself in manufacturing and heavy industry. The
Activity management team decided to add an additional growth
sector: innovative manufacturing, to round out the initial
sectorial portfolio. However, since innovative manufacturing
cuts across value chains, it did not receive a value chain analysis.

The team decided to go forward with IT, greenhouse and intensive vegetables, and honey as the three
value chains to analyze and to add innovative manufacturing to round out the initial list of sectors based
upon the portfolio review. The team also anticipates adding alternative fuels as another value chain to
be analyzed and added within the first year of activities.

VALUE CHAIN ANALYSES
The summary findings of the individual assessments are presented below.

1. IT VALUE CHAIN
With more than 1,200 IT service companies and a workforce of 160,000 professionals, Ukraine has
become a strong partner for major global corporations contracting IT outsourcing services in a sector
that is outpacing global GDP growth. The Ukrainian IT sector reached USD 4.5 billion in 2018, which
represents 3.34 percent of Ukraine’s GDP. The global IT sector has expanded substantially and continues
to grow at an estimated 7 percent annually. Ukraine’s IT exports grew by 20 percent in 2017; a 28
percent growth rate is predicted for 2018.
Ukrainian IT production is nationwide, with 16 IT clusters distributed across all major cities and oblasts.
The top five hubs for technology are Dnipro, Kharkiv, Kyiv, Lviv, and Odesa. Ukraine’s most prominent IT
companies are mostly in Kyiv and Lviv. The IT sector in eastern Ukraine, with the exception of Kharkiv, is
a mix of small and medium outsourcing companies, freelance engineers, and entrepreneurs.
Approximately 500 to 600 IT professionals reside in Kramatorsk and Mariupol, the largest IT centers in
the target oblasts. In addition, in Donetsk and Luhansk Oblasts, the number of university and high school
students currently studying either a direct IT curriculum (e.g. computer science), or a traditional IT
feeder subject (e.g. mathematics), is estimated to be more than 6,000. The number of individuals
potentially impacted by the recommended programs is up to 6,600.
The diverse range of markets and products in the IT sphere can be synthesized into three main market
channels. The value chain map with a visual depiction is presented below in Figure 3.1.
IT service providers are: companies that supply outsourcing and outstaffing services to design and
create software. Ownership of the intellectual property remains with the client. IT services companies
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operate in a price-competitive environment in which contracts vary in terms of complexity, duration,
dollar-value, and scope. Companies are able to command premium pricing for specialized and advanced
programming skills and generally prefer to engage in multi-year contracts that require continued project
management. Examples of more complex assignments include developing or updating business
intelligence systems or productivity suites such as customized SharePoint systems or customer
relationship management (CRM) platforms. Companies in Kramatorsk and Mariupol generally provide
low or medium-level outsourcing, but some have specialized their service offerings (ex. e-commerce
outsourcing solutions) and have successfully built a reputation in that niche. The majority,
approximately 90 percent, of Ukraine’s IT sector revenue comes from outsourcing.
IT system administration service providers are: companies that provide computer support to
companies that are not otherwise focused on IT. These groups support diverse businesses as in-house IT
groups, overseeing network security, hardware and software installation, email, accounting, and similar
specialized functions to support a company’s business operations.
Product developers: create IT-based products, market them to users, and own the rights to the
intellectual property. IT products range from business-to-business (B2B) solutions, business-to-customer
(B2C) applications, games, subscriptions, as well as the internet of things (IoT), in which products are
internet-enabled and combine hardware with software engineering. Successful Ukrainian examples of
product developers are: online grammar checking service, Grammarly; photo and video manipulation
company, Looksery; and the maker of the device that allows online interaction with pets, PetCube. This
channel faces the greatest risk of failure but offers higher potential return. Utilizing many of the same
technical skills as outsourcing, product developers are generally regarded as the highest level in the IT
hierarchy and represent the next logical step in the progression of Ukraine’s IT industry.
In Kramatorsk and Mariupol, IT companies in all segments face challenges to growth due to the limited
number of qualified IT specialists in the region. Public university education, as well as private education
programs, have failed to consistently produce entry-level IT specialists ready for the job market. The
universities do, however, provide the necessary underpinnings for IT that can be taught in large groups:
math, physics, statistics. IT graduates require practical experience to become fully employable; without
experience, they have difficulty entering the workforce. While larger outsourcing companies in
Ukrainian IT hubs can afford to hire entry-level specialists and train them into mid-level professionals,
companies in Kramatorsk and Mariupol lack sufficient resources to offer similar training.
Eastern Ukrainian IT companies are similarly burdened by the lack of continuing education for mid-level
employees. Rapid industry evolution and the pursuit of premium rates require mid-level professionals to
continuously upgrade their skills. Current technical education for this type of development is not readily
available. And those who successfully upgrade their skills in Kramatorsk and Mariupol are prized by
competing IT service companies and often lured away to hub cities where they earn higher salaries and
live in more appealing urban locations.
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Figure 3.1: IT Value Chain Map
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Figure 3.2: IT Product Development Value Chain Map

In addition to human resource development, eastern Ukrainian IT firms need to acquire client-facing
skills, general business management capabilities, the ability to directly access clients (rather than
through intermediaries), capacity to negotiate terms, bill and collect internationally, and the capability
to properly present their firm and its competencies to global-standard consumers of IT services.
Despite being in relatively small IT communities, there are examples of companies in Kramatorsk and
Mariupol that have developed high-quality proprietary products. QuartSoft has developed social gaming
products (with two already achieving top rankings on Facebook). Alter Eco has developed a paid videotranscoding product that adapts large video files into multiple sizes suitable for streaming, yet it could
definitely use help in marketing and raising capital. 3D Ferma creates and builds 3D printers and sells 3D
printing services; it would benefit from consulting on general strategy, marketing internationally, and
how to scale.
Just as with the founders of outsourcing companies, those in product development need to develop
entrepreneurial skills and learn how to advance their products through development stages. Co-creation
and innovation spaces such as maker labs can provide low-cost testing and refinement of products at
early stages. UCBI has been exploring funding some of these activities, including bringing in an
international expert to do a study on business accelerator and exploring creating a youth makerspace in
Sloviansk. The Activity will learn from, and build off, that study and partnership discussions.
Essential to the success of supporting the development of the IT sector in eastern Ukraine is increasing
the involvement of successful local IT and Kyiv-based IT firms in the education of IT students and
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professionals in the east. The Activity must also build on other donor-funded training and education. All
education programs must be developed together with the IT community. Programs should be offered
not only at facilities funded by the Activity, but at other institutions of learning and, if appropriate, at IT
company sites.

IT VALUE CHAIN ACTION PLAN
The following actions will be carried out in the IT sector:
● Improve employment readiness for current students and recent graduates of IT courses (public
and private institutes) by providing and supporting access to applicable coursework and direct
work experience (internships) in areas that have been identified as missing or limited.
1) Partner with industry practitioners to design technical curriculum for required coursework.
2) Design and implement specific internship formats with selected industry providers.
3) Partner with IT service companies and private institutes to adapt and diversify course
offerings, including English language and project management courses.
4) Strengthen local university career development center (CDC) capacity and strengthen ties
between IT sector employers (local and national) and CDCs.
●

Increase supply of qualified students entering IT in Kramatorsk and Mariupol.
1) Design IT promotion program for implementation at targeted high schools and selected
institutions.
2) Collaborate with pre-existing IT promotion programs designed to attract women to IT
careers, such as Girls in Tech.
3) Develop pre-university instruction program.

●

Fund spaces for study, co-working, innovation, and collaboration. Provide group instruction,
opportunities for mentoring, IT workspace, and collaboration environment. A maker lab should be
part of the facility with its own supervisor. Key staff must include an active program coordinator;
instruction must dominate the use of the facility; and there must constant offerings, unlike the
existing Geek Bunker in Kramatorsk and iHub in Kyiv. Projected equipment requirements for the
group instruction and workspace area include computer workstations, internal network, internet
access, and screens to allow distance learning. Target cities are Kramatorsk and Mariupol. A pilot
should be launched in one location.

●

Improve technical proficiency of middle-level IT professionals by providing and supporting access
to specifically applicable coursework.
1) Partner with industry practitioners to design technical curriculum for required coursework
to support lack identified by IT companies.

●

Improve managerial capacity of middle-level IT professionals; support development of skills
necessary for growth within employing firms, for smaller firms to expand and carry out more
sophisticated projects and clients, and for individuals to move from being employees to becoming
IT entrepreneurs.
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1) Provide instruction on project management, quality assurance, marketing to new clients and
client management, as well as on the financial and legal issues surrounding incorporation
and startup.
●

Support product development initiatives for three to six companies to develop stronger
understanding of their product development strategy.
1) Provide short-term intensive consulting to conduct analysis of what product companies
currently do well or must improve, as well as how to present themselves to users and
suppliers of development capital.
2) Support development of a cohesive strategy for product development (identify product’s
best-use, target-market; define clear strategy and execution steps to market product to endusers or providers of investment capital).

2. VEGETABLES VALUE CHAIN
Vegetables and fruit are primarily produced in Donetsk and Luhansk Oblasts by smallholder farmers and
emergent small commercial growers with 0.1 to five hectares under cultivation. There is a limited
number of registered farming enterprises with tens to hundreds of hectares in the region. The primary
vegetables under cultivation are potatoes, cabbage, beets, carrots, tomatoes, bell peppers, and
cucumbers. The latter three are often cultivated in greenhouses. Production can be segmented into:
●
●

●

More than 50,000 smallholder producers (open soil and greenhouse) selling directly to farmers’
markets and to city markets through middlemen.
Emergent commercial producers, including three greenhouse clusters and two open-soil clusters
(around 1,000 to 1,200 growers) also selling directly to farmers markets and to city markets
through middlemen, but with greater sales potential.
Industrial farms, open soil, and greenhouse growers, with storage and some processing capacity
(10 to 15 firms) that sell to regional and national retail chains.

As a result of the protracted conflict, these producers lost access to the majority of their traditional
market in industrial cities now in the non-government-controlled areas (NGCA), resulting in the
reduction in size of their urban consumer base by 54 to 62 percent since 2013. Some producers have
successfully re-oriented sales to a variety of existing and new markets, though many are still limited by
significant technical and financial bottlenecks. The current target markets for producers in Luhansk and
Donetsk Oblasts are primarily domestic: farmers markets, enclosed city markets and grocers, and
distribution warehouses that sell to large supermarkets.
The global market for vegetables is increasing, with growth export sectors from Ukraine including frozen
and dried vegetables and fresh and dried legumes. Southern oblasts in Ukraine have successfully made
investments to target growing export markets, which have also increased the overall productivity of
vegetable production that feeds Ukraine’s large urban markets. Eastern Ukraine has not significantly
benefited from these growing markets due to: 1) somewhat less favorable growing conditions than the
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southern oblasts; 2) traditional dependence on the NGCA market with its low-quality requirements; and
3) damaged and neglected road and rail infrastructure. In the past four years, scarce resources have
often gone toward rebuilding damaged facilities.
Smallholder Farmers
By improving productivity, decreasing post-harvest losses, linking to new or improved market channels,
introducing new crop varieties, developing joint marketing of standard produce, and reducing transport
and marketing costs in the short run, thousands of smallholder farmers could increase the profitability
of the farmers’ market channel. Access to soil, water, and leaf-testing laboratories would allow for the
calibration of fertilizer and hence improve productivity; training on how to analyze the economic
effectiveness of key planting decisions is badly needed. Another key action would be for multiple
smallholders to transport their produce to market in shared larger vehicles that would also be a first
step towards the longer-term joint marketing needed to access wholesale warehouse markets.
Smallholder farmers should also be able to increase sales volumes if there were improvements in
farmers’ market infrastructure (e.g. stands, refrigeration equipment), market formalization, and the
public’s perception of quality and sanitation. This is one area in which the Activity can help farmer
membership organizations (such as the Stanitsa Luhanska Cooperative) to advocate more effectively
with the local government. Unfortunately, in the long term, improved farmers markets alone will likely
be insufficient to make up for lost NGCA markets without expansion into wholesale markets as well (see
below).
Emergent Commercial Producers/Greenhouse Producers
Emergent commercial producers, who produce volumes too large to be absorbed by demand at the
informal farmers’ and enclosed city markets of the government-controlled areas (GCA), must strengthen
linkages with regional wholesale warehouses as well as local supermarket chains in urban GCA markets.
These producers cannot currently access these markets because wholesale purchasers will not work
with producers that do not pay value-added taxes, cannot aggregate large volumes, and do not meet
quality and uniformity requirements. The farmers must aggregate and sort produce by variety, size, and
quality, which requires establishing aggregation, packing and sorting lines and pre-cooling facilities
closer to the farms to take the heat off of the vegetables quickly and improve shelf life by up to a week.
Sorting and packing the produce into standard sizes is also a market requirement for supermarkets and
export shipments. Establishing these facilities would help them develop more reliable relationships with
these larger buyers as well as encourage joint marketing among the farmers. Assistance should be
provided to these producer groups to increase knowledge of international quality standards such as
Global Good Agricultural Practices, or GlobalG.A.P. (for fresh produce), and hazard analysis and critical
control points, or HACCP, closely aligned to ISO 22,000 (for processed food), that are increasingly
demanded in national retail and export markets and provide a competitive advantage. GlobalG.A.P. is
particularly important for selling produce into the European Union, whereas HACCP is important in all
international markets. All of these upgrades need to be accompanied by upgrades in productivity, a
reduction in post-harvest losses, hearty and marketable varieties, and more cost-efficient
transportation. The commercially oriented farmers, however, will likely not make significant

13

investments in improved technologies until they have stronger market linkages and commitments from
buyers.
The majority of small greenhouse producers currently begin selling cucumbers in April and tomatoes in
June. The early season of March–May has a large unmet demand for fresh vegetables (prices are two to
three times higher than in June) and is a period when smaller greenhouses can compete with larger
industrial farms in southern oblasts and Kharkiv. This is also the period when the greenhouse growers
would be the most competitive in exporting fresh tomatoes to Belarus. Reaching the early market will
require lengthening the heating season. This will require trial investment in new equipment and gaining
access to more reliable and affordable heating fuels, such as locally produced pellets from agricultural
waste.
Industrial Farms
Larger industrial farms have an opportunity to increase sales and strengthen relationships with national
supermarket chains to compensate for lost markets in the NGCA. Working with supermarket chains and
their centralized supply centers requires new skills in contracting and negotiation, and producers must
adapt to new terms of sale. Farmers in Luhansk and Donetsk Oblasts also face higher transport costs
than their competitors because of the greater distances to centralized supply centers in Kyiv and Dnipro,
therefore they must also upgrade their technology to reduce costs and increase productivity. Farm
enterprises with storage and processing capacity must also accelerate the adoption of HAACP standards
which will be mandatory by September 2019.
Facilitating investments in industrial vegetable production and processing could help drive technological
upgrades in the sector, which is currently behind that of southern Ukraine and Kharkiv. Strengthened
industrial producers can provide market opportunities for smallholder and emergent commercial
farmers as out-growers. Industrial investments can also facilitate technology transfer from hightechnology farms to emerging commercial farmers in the region.
At present there is no processing capacity to freeze fruits and vegetables in Luhansk or Donetsk Oblasts, and
there are only two processors of salads and pickles. Individual quick freezing could open significant export
markets and also allow producers to compete for millions of dollars in frozen vegetable imports from Poland.
Such freezing equipment would have capacity significantly beyond the supply capability of any one farm
enterprise and would establish a new market for other producers, including smallholder and emerging
commercial farmers. Increasing investment in processing to export frozen fruits and vegetables as well as
pickled vegetables could help make up for lost NGCA markets and buffer against changes in domestic
demand. A simple investment in a processor storage facility may also help.
The value chain map that follows (Figure 4.1) illustrates the three classifications of vegetable producers and
their marketing channels and relations to other actors. It is followed by the vegetables value chain action
plan.
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Figure 4.1: Vegetables Value Chain Map

VEGETABLES VALUE CHAIN ACTION PLAN
●

Create the necessary market channel infrastructure, linkages, and capacity to increase sales.
1) Assess existing storage capacity in the region and evaluate the business case for investment
in storage facilities at cluster level to aggregate, sort, pack, and store commercial volumes of
vegetables.
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2) Carry out participatory end-market research and disseminate findings to increase knowledge
of end market prices and quality requirements in local wholesale and supermarkets.
3) Build relationships with supermarket chain(s) interested in buying locally, develop a win-win
model, and then facilitate linkages between farmer groups and supermarkets.
4) Capacity building of producer groups in organizing and contracting joint sales.
5) Increase knowledge of HACCP and GlobalG.A.P. as aligned with demands of targeted market
channels.
6) Upgrade farmers market infrastructure at approved legal sites (requires advocacy with local
governments) to improve hygiene and increase demand for shopping at these locations. After
studying the successful example of Mariupol and mapping the most promising farmers
market channels and sites in the target (and other Ukrainian) oblasts, we would develop a
pilot project. Key features would be Activity logistical support, co-investment with local
authorities/donors in equipment (kiosks, sanitary inspection points, refrigeration, storage),
and city responsibility for site leveling and utility connections. Could include a “buy local”
marketing campaign and start with a study tour to the best farmers markets. This
intervention will especially affect smallholder farmers who sell at farmers’ markets, as many
middle-class buyers currently avoid these markets and purchase produce at supermarkets
instead.
●

Increase profitability for all farmers in the region.
1) Support producer groups in the acquisition of vehicles of appropriate size and fuel type to
bring down transport costs (upgrade to larger, lower-fuel-cost vehicles, i.e. diesel Sprinters,
as opposed to gas and propane-fueled compact cars with appropriate air conditioning
capacity). This may include exploring a blended finance leasing product with a company such
as OTP leasing and start with a truck leasing pilot project a producer group.
2) Examine the need for additional laboratories and link to existing ones in western Ukraine and
support through co-financing the establishment, acquisition, or linkages to laboratories for
soil, water, and leaf testing.
3) Develop a cadre of specialized consultants locally who can advise on plant protection,
fertigation (fertilizers in drip irrigation), varieties, standards, and harvest and post-harvest
handling.
4) Provide training and develop informational materials for distribution on calculating the
cost/benefit of key farm management decisions.
5) Organize study tours to southern Ukraine vegetable production clusters to improve technical
knowledge.
6) Organize demonstration plots that show the results of using technology best practices on the
premises of lead farmers. Farmer field days will introduce technology such as fertigation and
new varieties during the season and will include control and treatment plots that illustrate
the differences achieved in productivity and vegetable quality.
7) Procure local groups or firms to provide farmer trainings on increasing productivity, reducing
post-harvest losses, attaining market-driven standards and products, increasing shelf life, and
applying the best post-harvest practices.
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8) Develop practical short courses for farmers at an educational institution to be determined,
allowing them to access the institution’s technical ability. These courses can include a
demonstration activity either on site or at a commercial farm accessed through field visits.
●

●

Reduce constraints for greenhouse growers to access early and late vegetable markets.
1) Support greenhouse producers’ investment in more convenient, affordable, and sustainable
solid-fuel heating systems to enable them to sell in early and late peak markets; pilot testing
of alternative biofuels such as pellets and mechanical feeders; and support adoption with
cost-share grants.
2) Provide consulting support to small greenhouse growers (beginning with three clusters) to
identify markets prior to season and agree on terms with buyers if extending their growing
season is economically and environmentally feasible.
Remove constraints for industrial farms to access national markets.
1) Provide training to increase knowledge of national supermarket requirements and specifics
of contractual relationships, in support of the facilitation of market linkages above.
2) Offer technical support to accelerate HACCP certification by all farm enterprises with storage
and processing capacity in time for mandatory requirements in September 2019.
3) Study tour to southern Ukraine for experience and technology transfer.
4) Engage in advocacy for the development of “farmer-friendly” tenders.

●

Remove constraints for industrial farms to access the frozen vegetable export market.
1) Perform marketing and feasibility study and identify potential (co)financing partners to install
individual quick freeze (IQF) equipment.

●

Remove constraints for salad and pickle processors to access export markets and increase
domestic sales.
1) Examine potential (co)investment in storage/refrigeration facility to expand purchases for
domestic market.
2) Perform market and feasibility study for salads and pickle producers to expand into export
markets (Southeast Asia, Gulf region).
3) If the above project is viable, support (co)investment in packaging and branding technology,
if necessary.

3. HONEY VALUE CHAIN
The honey sector was selected due to the possibility of impacting a large number of value chain
participants in the project for quick grant activities with low cost startup requirement. Official statistics
show 3,738 registered beekeepers with apiary passports in the GCA of the Donetsk and Luhansk Oblasts,
but experts estimate the number of beekeepers as high as 16,000.
The predominant type of Ukrainian honey produced and exported is sunflower honey, which quickly
crystallizes. This is not important in the industrial market but is important in many retail markets. Socalled monofloral honeys, made primarily from the nectar of other single type of plants such as acacia,
17

make up about 5 to 10 percent of Ukrainian production, and can be sold for up to 25 percent more on
the domestic market. Honey certified as organic is not very common, but it can be sold 30 to 100
percent higher than non-certified honey. Some beekeepers have already taken steps to certify their
products as organic, as have two processors.
In addition to the food and beverage industries, beekeeping, or apiculture, can offer additional income
through beeswax sales, propolis, pollen and pollination services. Except for wax, however, these
products have not demonstrated strong market value yet in Ukraine.
Ukraine exported 67,000 tons of honey in 2017; approximately 11 percent of that, 7,390 tons (or $10.6
million at $1.43/kg), was from the Donetsk and Luhansk Oblasts. Honey is exported primarily in bulk to
the United States (23 percent of exports) for use in industrial food production and to the European
Union (71 percent of exports) where it is mostly mixed with other honeys that do not crystallize, bottled,
and sold through retail outlets. While the honey market has been growing, the prices for Ukrainian
honey have been falling recently. This means that many beekeepers need to increase the number of
hives they have to earn their living. At present, beekeepers are refusing to sell at low prices and exports
have substantially dropped.
There are no reliable statistics on the domestic market for honey. The major honey processors estimate
that the market is between 15,000 and 20,000 tons, and that only 10 percent of that is sold through
supermarkets and stores. The rest is sold through informal channels and markets. Below is a map of the
honey value chain for domestic and international markets.
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Figure 5.1: Honey Value Chain Map

We estimate (on the value chain map from left to right) that 21 percent of Ukrainian honey is sold
through informal channels and farmers and city markets; 2 percent is sold in Ukrainian supermarkets; 17
percent goes to the United States for industrial food production; and 60 percent is exported to Europe
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for mixing with other honeys. Only the first channel, through markets and personal networks, really
allows beekeepers to capture any value beyond that of a commodity producer.
Honey is produced in hives which contain frames with a wax sheet that simulates the base of a
honeycomb. Once the honey is produced, it is extracted by spinning the frames in a centrifuge for
collection in containers. The frames are placed back in the hives for further honey collection. The honey
is then picked up by aggregators who deliver it to processors. The processors filter and mix
(homogenize) the honey and then, except for the small amounts that stay in Ukraine, export the honey
in barrels.
The major issue confronting all players in the value chain is the presence of antibiotics in honey. Testing
is done before the honey is collected, before the processor homogenizes the honey, and before the
honey is exported. Processors and collectors have told us that up to 20 percent of all honey is rejected
before collection because of antibiotics. Antibiotics are used by uninformed beekeepers to treat
diseases and parasites. Pesticides, traces of which are also not allowed in honey, also can cause bee
colonies to die.
Another potentially important issue is the adoption of HACCP standards by Ukraine. Full compliance is
slated for September 2019; the demands and costs for small beekeepers would be onerous and would
mostly likely only be manageable through the formation of cooperatives. It is a gray area whether
beekeepers actually need certification, and authorities have not been clear about the demands of the
new standards.
The honey processing industry is a relatively new industry that has received a lot of recent investment
and currently has excess capacity. Just as the beekeepers are price takers, the processors are also price
takers on the international market. The ability for beekeepers to capture more of the value chain is
limited. Being able to offer processors higher-value honey (monofloral and organic honey) is one path.
Otherwise, they must focus on increasing revenue, primarily by obtaining more hives and generating
more profits. Total investment in adding a hive can cost between $74 and $132, depending on the
source of bees. The annual yield from one hive can be, at $1.43 per kilogram, sold to an aggregator for
$71.50 (50 kilograms), and sold at a market, it could be $177. In a good year, and with a good
beekeeper, it can be much higher.
Certain processors have expressed to us their interest in working more closely with beekeepers to
ensure a supply of antibiotic-free honey as well as their interest in receiving more organic and
monofloral honey. We believe the Activity can be a catalyst for strengthening the supply relationship
between processors and beekeepers in eastern Ukraine.
Through a combination of grant programs, interest subsidies, and acting as a catalyst to strengthen the
relationship between producers and processors with (co)financing ability, we propose to:

HONEY VALUE CHAIN ACTION PLAN
●

Increase value of honey.
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1) Increase the number of beekeepers certified as producers of organic honey with the
potential premium of 30 to 100 percent over non-certified honey.
2) Increase the number of beekeepers with equipment (half-frames) to maximize production of
monofloral honey with the potential premium of 25 percent over other honey varieties.
●

Increase revenues of beekeepers.
1) Increase the number of hives and their production volumes of bulk sunflower honey so that
a) small beekeepers can reach a 100-hive, break-even threshold, b) larger beekeepers can
expand operations, preferably within the context of emerging cooperation with other
beekeepers and processors.

●

Increase profitability of beekeepers/maintain access to market.
1) Develop an awareness campaign about HACCP certification for beekeepers, provide training,
and offer technical support for group certification for those who need to be in compliance by
September 2019.
2) Provide training and study tours on:
● Treating bees suffering from disease and parasites without using antibiotics
● Apiary hygiene
● Production of non-honey products
● Efficient management of 100 to 200 hives
● Basic financial/cost management
3) Increase the number of beekeepers with automated honey extraction equipment.
4) Increase the number of beekeepers who no longer use plank hives.
5) Reduce the problem of bee colony deaths, working with local authorities to promote dialog
between beekeepers, farmers, and honey processors.

BUSINESS SERVICE PROVIDER GAP ANALYSIS
The following analyses of business service needs in the region were carried out by the value chain
teams.

IT
Business service providers (BSPs) offering sales and marketing, financial management, human resource,
and strategic consulting are inaccessible to most SMEs in eastern Ukraine. Our preliminary inventory of
business consultants in the Donetsk and Luhansk Oblasts showed only a handful of firms and those
focused mainly on personnel coaching. The Activity plans to create local links with an inventory of
consulting firms in Ukraine capable of delivering strategic consulting services to those firms in the IT
sector that need assistance in establishing relationships with potential Ukrainian and international
clients, identifying and working through growth bottlenecks, and ensuring that their systems are
growth-oriented with the ability to market and sell to new clients.
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HONEY AND VEGETABLES
Certification services
There is limited capacity of firms in the Donetsk and Luhansk Oblasts to provide the support necessary for
HACCP certification. Several agricultural product processors in the region were certified with assistance from
outside experts provided by the Agricultural and Rural Development Support program with USAID funding or
from the European Bank for Reconstruction and Development (EBRD)’s business support office in Kharkiv. We
recommend investigating ways to increase the number of firms that can support this process in the region.
Laboratory testing
To calibrate the use of pesticides, fertilizers, and nutrients, farmers should perform laboratory analyses of the
soil and water at the beginning and end of each growing season. They should also perform analyses of leaves
as often every three to four days. There are state laboratories in all oblasts with some analysis capacity,
though their technology often lags behind private laboratories. After the conflict, the GCA is left with only
small field labs in rural districts that offer a limited number of tests.
The region has one private laboratory, Agro-Analyz Expert in Sievierodonetsk, that offers many of the needed
analyses on a commercial basis. At present it works mostly with large farmers outside the region. The
company could potentially develop a network of small field laboratories at agricultural input stores in rural
districts or a better distribution network.
Agricultural Extension Support
Public and private extension services, as well as the network of agro-input suppliers that often previously
supplied knowledge and expertise have deteriorated as a result of the conflict. The Food and Agriculture
Organization of the United Nations (FAO) is working with Luhansk and Donetsk on a light agriculture advisory
service (LAAS) system and has received EU funding for 2019–2020 to leverage existing resources in Russian
and Ukrainian and focus on digital methods of communication. In the short and medium-term, investing in
the qualification and teaching skills of lead farmers may be part of a sustainable solution.
Cold Storage
An estimated 30 wholesale warehouses in cities and larger towns have cold storage facilities for local
and imported produce. We must investigate further their capacity to handle additional products from
smallholder farmers and what that would cost. The two predominant vegetable processors in the region
have limited storage capacity. We recommend examining the possibility of investing in one of them.
Transport Services
Most farmers use their own compact cars in the absence of transportation companies that can deliver
products to markets from several farmers in larger volumes and at a lower cost. The project will work on
developing transport solutions that provide this missing service in a sustainable manner.
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ACCESS TO FINANCE ASSESSMENT
Access to finance (A2F) remains one of the important constraints for SMEs all over the country. The
situation is especially acute in eastern Ukraine and the GCA due to the ongoing conflict. Starting in 2015,
banks closed branches, and with a few exceptions, have essentially stopped lending in the region. In the
past year, however, the situation has stabilized and some financial institutions (bank and nonbanks)
have shown some interest in restarting lending.
One of the objectives of the assessment is to identify opportunities to work with banks, non-banks,
government and provincial funds, and private funds to expand access to finance SMEs in the GCA and
other parts of eastern Ukraine, and provide recommendations on innovative approaches, business
models, and partnerships that can be implemented by the Activity.

KEY FINDINGS
The trends for lending tend to look the following way in Ukraine as well as in the east of Ukraine:

●

During 2018, the National Bank of Ukraine increased its key interest rate. Interest rates for hryvniadenominated term deposits reached 14.1 percent per annum. For loans, the average rate of corporate
loans was 16.1 percent per annum and that of retail loans averaged 30.3 percent per annum.
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●

For the most part, commercial banks are not actively lending, except to corporate clients. The
exceptions to this rule are banks that have benefited from SME credit lines with international
financial institutions such as Kreditanstalt für Wiederaufbau (KfW) and EBRD or guarantees through
risk-sharing facilities such as the Western NIS Enterprise Fund (WNISEF), as well as a couple of
governmental agriculture-focused lending programs (as a next step, the Activity team will map such
instruments to better understand how the ERA can unlock or leverage them better).

●

In 2018, the Ukrainian government removed the restrictions on the use of real estate as collateral in
Donetsk and Luhansk, creating an additional motivation for banks to resume lending.

●

Oschadbank and Megabank have good geographic reach and have experience with SME lending and
microfinance. Megabank is headquartered in Kharkiv and has several outlets in eastern Ukraine;
Oschadbank has the largest branch network in the region.

●

Access to capital is the key constraint for nonbank financial institutions (NBFIs); without subsidized
funding or specialized lending vehicles, these institutions will not be able to grow.

●

Credit unions are rooted in the community and located in smaller towns where there are no bank
branches. They were the main institutions that continued lending to individual entrepreneurs and
farmers and experienced minimal losses during and after the conflict. There are approximately four
credit unions operating in the government-controlled areas of Donetsk and four in the governmentcontrolled areas of Luhansk.

●

Seventy percent of contracts made by leasing companies are in the SME sector. Leasing provides an
interesting alternative financing mechanism where collateral is not needed. It is most used for large
open-field technical crop farming.

●

Multiple lending schemes and credit facilities exist for financing SMES in Ukraine, at the
international donor level as well as national government and provincial administration levels, such
as the Ukrainian Donetsk Kurkul grant program. However, these programs are only available to
registered enterprises (and registered farms), excluding private entrepreneurs and informal
businesses.

●

Business owners can benefit from technical assistance on how to navigate the banking system and
better understand and meet eligibility requirements for bank loans. Business advisory services
strengthen the financial capability of clients and alleviate some of the distrust that borrowers may
feel towards formal financial institutions.

●

Technical assistance is also needed to strengthen the capacity of financial institutions to serve the
SME segment, either through streamlining their credit procedures, or developing tailored products
for the sector.
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RECOMMENDATIONS
In the immediate future, there is a strong need for basic credit products that are responsive to micro,
small, and medium enterprises (MSMEs) current business volume and repayment capacity. To that end,
it is recommended that the Activity’s interventions in the financial sector be rolled out in a phased
approach.

In the first phase, the primary objective is to transition from stabilization and livelihoods generation to
strengthening the foundation of the financial sector. In the second phase, the project can focus on more
innovative financing instruments—either through new business models, products, or by facilitating
project financing for SMEs with ready markets and high potential for growth requesting larger financing
needs than those currently offered by existing lending schemes. In the third phase, the project can
pursue public-private partnerships, social impact investors, and venture capital to structure the
financing of initiatives or projects that can have transformational impact on local economic
development.

A2F PHASE 1: Transitioning from livelihoods to business growth and expansion
Timing: Year 1
Activity 1: Revitalize and expand access to finance for underserved microenterprises and private
entrepreneurs
o Purpose: Inject liquidity into the credit union network to expand access to credit for
individual entrepreneurs and individual farm households in Donetsk and Luhansk Oblasts.
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o

Partners: Credit unions in Donetsk and Luhansk Oblasts as financial intermediaries for SMEs,
Ukrainian National Association of Savings and Credit Unions (UNASCU), and All-Ukrainian
Credit Union Association (AUCUA) as fiscal agent/grantee.

Activity 2: Support technical assistance and financial literacy for potential borrowers
o Purpose: Increase the bankability and financial capability of borrowers.
o Partners: Various associations and USAID implementing partners (FST, CAP)
Activity 3: Strengthen bankability of businesses owned by internally displaced persons (IDPs) through a
risk-sharing facility with a local financial institution
o Purpose: Transition IDP business owners from a grant-led regime toward more
commercialized credit. Encourage bank lending to IDP-owned MSMEs by providing a credit
guarantee and transaction facilitation for borrowers.
o Partners: Danish Refugee Council as grantee/technical assistance provider, Oschadbank as
financial intermediary.

A2F PHASE 2: Innovating and testing new financial products, delivery channels, and financing
instruments
Timing: Preparatory phase in Year 1, roll out and testing in Year 2, evaluate and scale up in Year 3
Activity 1: Target high-potential SMEs within agricultural value chains with the aim to boost
productivity, improve value addition, and if feasible, enhance export readiness
o Purpose: Explore project financing needs of agricultural processors, wholesalers, and other
actors along the value chain for upgrading and investment opportunities.
o Partners: EU4Biz/EBRD partner banks; Oschadbank, Megabank, OTP Leasing.
Activity 2: Issue an open call (Annual Program Statement or Request for Application) for innovative
financing models (products, delivery channels, business model) in eastern Ukraine
o Purpose: Identify non-traditional models for financial services delivery.
o Potential partners may include leasing companies, factoring companies, TAS Group’s social
enterprise model, digitizing agricultural risk assessment through a partnership with a FinTech

A2F PHASE 3: Leverage public private partnerships, impact investors, venture capital, etc., to
transform regional economy
Timing: Year 3 and 4
●

Activity: Identify, solicit, and support projects that can strengthen market (national and global)
position of SMEs
o Purpose: Co-financing of small-scale public infrastructure to support economic
transformation in the region.
o Potential partners may include oblast administration, IT academies and research
universities, Ukraine National Startup Fund, Cornell Teaching Incubator/Phoenix Fund.
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VALUE CHAIN FINANCING
1. HONEY VALUE CHAIN
To transition from a livelihood activity to a commercial enterprise, beekeepers will need to invest in
additional beehives. The project can partner with credit unions or Oschadbank (through the pilot activity
with the Danish Refugee Council). To help mitigate credit risk, loans should be made contingent on
beekeepers’ participation in a training on modern beekeeping practices.
A second need will be automated harvesting equipment (a mobile extruder) in later stages as honey
cooperation and standards grow for high-value honey. The project team will explore whether this can be
arranged as an equipment leasing product with a leasing firm such as OTP leasing.
2. VEGETABLES VALUE CHAIN
The Activity recommends a pilot project with greenhouse clusters to allow for continuous heating with
biomass pellets using a USD 500 (14,000 UAH) automatic feeding device. The farmers will require access
to credit for acquisition.
The Value Chain assessment team also identified a larger producer, Perspektiva, in the town of
Dobropillya (in Donetsk), with cold storage capacity that is interested in acquiring freezing technology.
The equipment is expected to cost around USD 1 million and a blended finance approach can be utilized
for this transaction.
Another possibility is to finance expanded production of biomass pellets by Zhovten-RK-2, a producer of
biomass briquettes in the village of Sotenne. These are the same briquettes being used by vegetable
growers in Stanitsya Luhanska to heat their greenhouses. Since this investment helps to promote clean
and renewable energy, the potential impact could go beyond the vegetables value chain. A publicprivate partnership or blended finance model are also feasible here.
3. IT VALUE CHAIN
There is high demand by outsourcing companies in Ukraine for employees with basic coding and
programming skills, so it is important to build a large pool of programmers. Many technical schools and
IT academies exist in eastern Ukraine but not everyone can afford tuition, which is USD 500 for a basic
course. Currently, education loans are provided as a consumer loan by credit unions and banks, with
high interest rates around 27 to 30 percent per annum, and there is no deferred payment or grace
period. One possibility for the project is to work with a few IT schools and Oschadbank to design an
education loan for IT students. Financing should be a combination of partial tuition assistance,
internship stipends, and—most desirably—co-investments or grants from IT companies. In the medium
term, a student loan program should be developed.
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Financing IT startups is another opportunity, which would require attracting venture capital into Ukraine
either by working with existing IT clusters, incubators, or leveraging funds provided by governmentsupported structures like the Ukrainian National Startup Fund.

INITIAL LABOR MARKET ASSESSMENT
Overview of Labor Market Demographics
The combination of low birth rates, high death rates, and increasing out-migration form a distressing
demographic scenario for eastern Ukraine. According to the State Statistics Service of Ukraine (SSSU),
between 2014 and 2017 the share of people under 20 fell by almost half, from nearly 18 percent to less
than 10 percent. The share of 20- to 39-year-olds also fell from 30 percent to 27 percent, while the share
of 40- to 59-year-olds, and those 60 and above, increased from 29 percent to 35 percent, respectively.
The high rate of out-migration poses a risk to supply-side labor market interventions, as well-trained
professionals continue to seek opportunities outside of eastern Ukraine.
Assessment Methodology
The initial labor market assessment (ILMA) utilized a team of three labor market specialists from FHI 360
and draws from quantitative and qualitative data. The IT ILMA team spent eight days in the region, with
a focus on Kramatorsk and Mariupol. It gathered information through in-depth interviews with nine IT
firms and seven tertiary training institutions, including universities, colleges, private training academies,
and nongovernmental organizations. The honey and greenhouse and intensive vegetables ILMA team
spent seven days in the region, gathering information through 13 interviews with: farmers, processors,
and beekeepers; representatives of rural councils, associations, and cooperatives; educational
institutions and experts; representatives of relevant programs; and focus group discussions with
beekeepers.
Demand and Supply Side Stakeholders: Characteristics, Barriers, and Bottlenecks
IT Sector
The IT sector in eastern Ukraine struggles to recruit and retain skilled employees to meet current client
demand. IT firms lack the networks and know-how to identify and open new markets for their products
and services, despite the high quality of service and innate talent of entrepreneurs.
The majority of IT firms in eastern Ukraine fall within the micro and small range, averaging less than 10
employees. Only two firms in Kramatorsk and two in Mariupol fell within the medium range (100 to 230
employees). Most firms are outsourcing service providers, with clients in the European Union and the
United States. Though small, some firms were identified as being highly innovative, operating at the
higher end of the creative value chain, producing their own software as well as hardware.
IT firms identify skills deficits as their foremost challenge and address this problem through in-house
training, fees for employees to enroll in online training, and, for medium-sized firms, specialized training
in Kharkiv, Kyiv, and even the European Union. Firms reported spending a large percentage of their
operating budgets and anywhere from three to 18 months training their employees before they were
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able to see a return on their investment. Many small firms were created by programmers, developers, or
computer engineers, and they are unable to grow because they lack basic business skills such as
accounting, marketing, and sales, and therefore struggle to grow their businesses. BSPs offering sales
and marketing, financial management, human resource, and strategic consulting are reportedly
inaccessible to most SMEs in eastern Ukraine.
The Donetsk and Luhansk technical universities are the primary suppliers of education to employees in
the sector. These universities lack formal relationships with the private sector and rely primarily on the
internet to update course curricula. Using outdated equipment and pedagogies, the universities are
unable to supply the market with students who have the relevant skills demanded by the IT firms. Some
faculty expressed a strong desire to strengthen existing career development centers as an avenue
toward building linkages with the private sector and stakeholders beyond their own universities.
Private, as well as nonprofit, training institutions have entered the space to meet the increasing demand
for IT workers by opening branches in Kramatorsk and Mariupol, but supply only basic, entry-level skills
training. While this serves to increase the pool from which IT companies can draw, it does not resolve
the demand for more technical, specialized skills.
Honey Sector
Much of the honey industry in eastern Ukraine is comprised of micro and informal (unregistered)
apiaries in rural or peri-urban areas. Often these apiaries are run by one individual alone or with family
members and will have 20 to 100 hives. Many beekeepers do not have formal training, picking up their
knowledge from friends, neighbors, and informal beekeeper associations. Beekeepers cited self-guided
learning to address challenges as they arose, including YouTube, websites, and books.
Few institutions offer training in beekeeping. For younger people interested in becoming beekeepers,
the Bakhmut Professional Agrarian Lyceum vocational school is accredited for training beekeepers, but
in the last several years it has not been able to recruit many applicants. One of the reasons, according to
the school’s principal, is that there is no income in the first year of an apiary’s operation, while young
people want to earn income immediately. In the Luhansk Oblast, the Svatovo Agrarian Lyceum offers a
dual program so that students can learn to be electricians and beekeepers at the same time, but the
quality of graduates is reportedly low. The Luhansk State Employment Center has also conducted shortterm courses for the unemployed on beekeeping.
Beekeepers face a range of additional challenges. They need technical and management training to grow
up to 200 hives and more, and beekeepers noted the lack of institutions or training centers to help them
produce value-added products to boost their incomes. In addition, in line with shifting demographics,
honey production is increasingly seen as an industry for older Ukrainians. It was noted that young
people would be more willing to engage if they knew how to leverage and access more modern
beekeeping techniques and technologies.
Vegetable Sector
The greenhouse and intensive vegetables farmers in the eastern Ukraine rely mostly on family workers;
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young people often abandon jobs as farmers for opportunities in urban areas. Smallholder farmers often
lack the business skills or knowledge needed to gain a fair price for their products. Many small
greenhouse or intensive production farmers gain skills through the internet, YouTube, books, or through
friends and farm neighbors. Members of one co-op we met pay for specialized training and buy
informational materials in Polish or Dutch and have them translated.
The formal educational system in agriculture consists of three levels:
1. Higher educational institutions—universities, such as the Luhansk National Agrarian University
(LNAU), based in Kharkiv since the conflict.
2. Higher educational institutions—technikums and colleges. All are part of the umbrella system of
the state-financed LNAU. At the Konstantinovka Agrarian Technikum/College, there are
programs for agronomists and fruit and vegetables specialists. Teachers undergo refresher
courses but, unlike students, have trouble finding internships in modern agricultural enterprises.
3. Vocational schools—lyceums. Lyceums are financed from regional budgets; there are six each in
Donetsk and Luhansk. The technical training equipment is often outdated.
Conclusion
Improvement in all three value chain sectors is dependent on education, not only on vocational,
secondary or higher education, but also on the key area of continuing education. The institutions in
eastern Ukraine are not meeting the challenge. IT industry players have great skepticism that the
university system can meet industry needs by changing its curriculum; supporting and building off the
work of the university CDCs may, however, be a realistic way to strengthen the link between industry
and the universities. The Activity must make an inventory of those institutions that provide courses in
apiculture and horticulture in eastern Ukraine (and, if necessary, beyond Donetsk and Luhansk), identify
those strong enough to act as a delivery mechanism for training, and design a program to give farmers
and beekeepers access to the information and skills training they need.

DAMAGE ASSESSMENT
In September, the Activity’s Damage Assessment team began collecting information on potential
reconstruction projects in the government-controlled area of Luhansk and Donetsk Oblasts. The team
solicited site ideas from 24 municipalities and amalgamated communities, as well as from the Oblast
administrations, business support organizations, and donor projects. The team received suggestion for
546 potential projects.
Criteria selection
Working with subcontractor CDM, Activity staff developed a list of criteria to be scored and weighted in
the final phase by a team comprised of field engineers and research staff. These criteria included:
approximate project cost; land and building ownership title; public utility access; complexity of
registration and permitting; estimated project duration; economic impact; number of jobs created;
opportunities for co-finance; amounts already spent on rehabilitation; security and operational
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sustainability; alignment with economic high-growth sectors; and importance to the local government,
community, and affinity groups.
Issue of Location
Based on its post-conflict rehabilitation experience, CDM recommended that interventions be farther
than 20 kilometers from the contact line. Sites closer than that present difficulties should rapid
demobilization be required due to sudden conflict. Government stakeholders have noted, however, that
the sites most closely aligned with Activity criteria are closer to the line of contact. Luhansk Oblast
pointed out that, while much has been done on social and humanitarian interventions close to the line,
little to nothing has been done to assist businesses. Indeed, our research confirms that most postconflict economic rehabilitation projects are found within the 20-kilometer zone. We decided to
consider location on a case-by-case basis if we had the possibility of achieving great economic benefit at
specific locations which, although they might be in the 20-kilometer zone, are still deemed stable by
security experts.
Narrowing of selection
We conducted a desk review of all 546 sites and pared this list down to 40 sites, for which we collected
additional information. Based on this information, we further narrowed the list to the top 16 sites.
Field assessments
Field evaluations of all 16 sites began in October, with our team inspecting the sites to make damage
and reconstruction estimates, review existing documentation (including original building plans and any
rehabilitation project plans), and meet with owners and local government authorities.
Recommended reconstruction
The field assessments were followed by detailed analysis applying the criteria described above. Using
the weighted scoring model developed by the team, we narrowed the selection down to the six sites
that we recommend examining further, as outlined in Table 1. We recommend two of the sites—the
Railroad Pedestrian Bridge in Siversk and the Waste Sorting Line in Lyman—as strong candidates to
proceed to the next phase of feasibility analysis and reconstruction.
Recommended best sites for further evaluation
We think another four candidates are very promising—two bakeries, a sewing factory, and a market—
but they require a thorough vetting of the business case for their reconstruction, a demand analysis, and
an assessment of the local commitment and sustainability.
Next steps
In addition to the feasibility and economic analyses necessary for the above sites, the Activity plans to
continue identifying potential reconstruction needs and will:
1. Reach out to the communities and districts that were approached and did not respond.
2. Take a second look at opportunities falling within 5-20 kilometers from the contact line to
reassess, on a case-by-case basis, the security of some opportunities that had been filtered
out.
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3. Refilter opportunities by alignment with vegetable value chain objectives, focusing on the
reconstruction/replacement of storage, processing, and testing facilities that were damaged
or are no longer accessible.
4. Organize a team within Objective One focused on leveraged financing for big-ticket
investments out of the Activity’s reach, which may include roads and business asks above the
million-dollar range.
Figure 6.1: Damage Assessment Selection Map
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TABLE 1: Top Recommended Reconstruction and Renovation Sites
Recommended Reconstruction and Renovation Sites
Working title/
Location

Description

1) Railroad
Pedestrian
Bridge,
Siversk,
Donetsk
2) New Waste
Sorting Line,
Lyman,
Donetsk

140-meter wooden
pedestrian bridge passes over
railroad lines; connects two
sides of city with railway.
Local council wants solidwaste sorting line to recycle
raw materials in demand by
local business and reduce
waste dumped outside of
town. Expected capacity 35K
tons per year.

Estimated economic and
social impact as estimated by
owners
Improving safety of bridge
relieves bottleneck for public/
MSMEs traveling across city
and to/from rail station.

Special considerations

Estimated
total cost

Low risk, quick start,
high visibility, broad
public benefit.

<$250,000

Estimated
duration
(months)
8

Sorting line will support 15
jobs and provide $250,000
annual revenue. 10+ SMEs
will buy sorted waste for raw
production inputs.

Co-financing depends
on city council
approval, low risk,
positive environmental
effect.

$750,000
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TABLE 2: Promising Reconstruction and Renovation Sites for Further Analysis
Promising Sites for Further Analysis
Working title/
Location

Description

3) PE Buryan
Sewing
Factory,
Popasna,
Luhansk

Factory kept working amid
shelling in 2014–2015. After
conflict severely damaged
farming economy, sewing
factory is a main employer,
especially for single mothers.
Owner continually repairing
and expanding capacity.
Project will finish new
building to serve as training
center for new employees.
Bakery took direct shelling.
Owner has done partial repair
and factory is working.
Demand is growing, and
owner is expanding
production and maintenance
facilities. Shelled
administrative building will be
repaired, providing proper
workplaces for management,
process engineer and sales
department.

4)
Popasnyansky
Bread Bakery,
Popasna,
Luhansk

Estimated economic and
social impact as estimated by
owners
Completion of new building
will create 20 jobs, increase
production 33 percent to
$150,000, increase local tax
payment by 20 percent.
Removes production
bottleneck. Main employees
are single mothers.

Special considerations

Estimated
total cost

15 kilometers from
contact line, no fighting
in three years. May be
low interest by general
contractors. Project has
business and social
importance for the
community. Business
risk as factory has one
main client.

$500,000

Estimated
duration
(months)
154)

Repair and expansion will
create 10 jobs, increase
production capacity from
5,000 to 12,000 pieces/day
and extend sales into new
regional markets.

15 kilometers from
contact line, no fighting
in three years. May be
low interest by general
contractors. Project will
incorporate energy
saving technology.
Project should enlist
production design
engineer.

$750,000
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Working title/
Location

Description

Estimated economic and
social impact as estimated by
owners

Special considerations

Estimated
total cost

Estimated
duration
(months)

5) Siversky
Bread Bakery,
Siversk,
Donetsk

Factory damaged in conflict.
Owner has repaired part of
the building and replaced
production equipment.
Reconstruction of damaged
area would allow business to
expand production and
create new jobs. Owner will
finance $165,000.

Repair of damaged areas will
create 30 jobs, increase
production from $15,000 up
to $179,000 per year, expand
sales to new markets,
increase tax payments by 30
percent.

Business plan
projections look too
optimistic. Extension of
utilities depends on city
council approval.

$750,000
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(6) Vuhledar
Central
Market,
Vuhledar,
Donetsk

As the result of the conflict,
local farmers lost markets of
Donetsk and Makeyevka.
Demand for ag products
shifted to Vuhledar that has
only informal market place
provided by city.

Construction of 585-squaremeter covered market place
will provide sales space to
100+ local farmers, create
50+ jobs; new tax revenue
source for city.

Low risk, quick start,
high visibility, broad
public benefit. City will
co-finance about 10
percent.

$1-1.5
million
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POLITICAL ECONOMY ANALYSIS FOR IMPLEMENTATION
The Activity carried out a rapid political economy analysis of both threats to project performance and
risk mitigation strategies. The analysis is designed to prepare the Activity to respond and adapt to a
variety of scenarios that could affect its activities, operational capacity, and geographic focus. Table 3
below outlines operating risks and mitigation strategies.

TABLE 3: Risks and Mitigation Measures
Risks

Probability
/Impact

Analysis and Mitigation

Electricity and other
public utility
disruptions

High/High

Luhansk Oblast’s tenuous situation with its single coal-powered electrical generation
plant on the contact line poses a threat to the population and to business operations.
Newly available government resources have been announced to improve energy
security in both partner Oblasts. We plan to raise the capacity of partner oblasts to
apply for and efficiently use all available financial resources, and we will coordinate
closely with the Energy Security Project. We will also introduce energy efficiency and
independence measures across all growth sectors to improve long-term stability. Our
regional offices will have generators and stocked water supplies to mitigate
disruptions.

Liberalization of public
utility tariffs puts
economic strain on
consumers, businesses,
and government
budgets

High/High

Planned liberalization of utility tariffs has historically caused severe short-term
economic disruption for vulnerable consumers who stop paying, thus straining local
government budgets. Further, marginal businesses may be forced to curtail or cease
operations. The Activity and other regional projects can work with local governments
on measures to increase consumer payments. As we select businesses and sectors
with which to work, we will analyze their ability to absorb external shocks along with
their contingency plans for shifting resources appropriately.
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Risks

Probability
/Impact

Analysis and Mitigation

Insufficient human
resources due to outmigration to other
parts of Ukraine and
the European Union

High/
Moderate

The region is already experiencing shortages in human resources in high demand areas
such as construction and IT, and this may open up opportunities for marginalized
populations as the economy improves. We will focus on creating attractive conditions
such as modern learning and collaboration spaces, a better business-enabling
environment, and supporting optimistic messaging about the region’s economic
outlook, with the aim of encouraging residents to stay/return.

Government slowdown
in cooperation until
after presidential
elections in spring
2019

High/
Moderate

Experience shows that governmental bodies tend to slow cooperation with external
programs in the months leading up to presidential and legislative elections due to
added political activity demands and/or hesitancy to appear politically aligned before a
winner is chosen. We will focus on interventions in private and non-governmental
sectors that do not rely on government cooperation during pre-election periods.

Corruption

High/Low

DAI requires ethics training for all employees, including online courses based on
experience operating in countries where corruption is common. We also offer live, onthe-job training on tools for detecting and responding to corruption pressure. A clear
chain of command has been established for employees to report questionable
situations.

Overall economic
situation in Ukraine
and/or Europe worsens

Moderate/
Moderate

Recession in the West and Ukraine will halt global economic recovery, decreasing sales
and forcing marginal operators out of business. Our focus on management and
workforce development will lay a foundation for long-term resilience, while grantmaking and infrastructure rehabilitation will provide limited capital infusion and jobs
creation in the near term.

Lack of co-financing

Moderate/
High

Co-financing opportunities rely heavily on economic recovery and risk perceptions. In
the event of economic disruption, co-finance plans may become unrealistic. Project
activities may shift away from co-financing activities while a review of co-financing
requirements is conducted. Our access to finance component will seek to diversify and
enlarge the number of financing opportunities.

Hacking/IT disruptions

Moderate/
Moderate

Our information security protocols and regular staff training help to ensure data
integrity. We have the capacity to offer training to governmental and private sector
stakeholders on improving their own data security protocols.
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Risks

Probability
/Impact

Analysis and Mitigation

Local power struggles
cause intended
assistance recipients
and beneficiaries to be
overtaken by stronger
parties

Moderate/
Low

Experience shows that improved business operations/upgraded assets often cause a
struggle for possession and control. We will conduct due diligence for all asset-based
interventions to clearly identify ownership, potential control issues, and the capacity
to manage and maintain the asset with full transparency.

Project undertakes
activities which unduly
benefit oligarchbacked businesses and
organizations.

Medium/
Low

The Activity team will undertake due diligence for all interventions to identify
ownership and the parties which stand to benefit. The Activity team will not
undertake interventions that directly benefit regional Oligarchs and their companies,
but will consider co-financing interventions with organizations, such as DTEK and
Metinvest, where implementation supports explicit achievement of Activity goals,
including having a positive impact on other MSMEs.

Resurgence of conflict
limits the Activity’s
ability to operate in
certain areas

Low/High

Analysis by the DAI Global Security Team, which conducted a security assessment in
October 2018, rated conflict resurgence outside the gray zone as low. Of utmost
concern is Mariupol due to proximity to the contact line. Mariupol is, however, heavily
secured by Ukrainian government forces. The Activity team shares information with
other projects, including geographic incident monitoring, to actively assess security
status across the region. The Activity team will assess interventions on a case-by-case
basis and will consider sites in close proximity to the contact line that have been stable
for a long period of time. In such cases, we will also create demobilization contingency
plans. An Activity office hub-and-spoke structure will allow for quick redeployment of
assets and activities.

CONCLUSIONS AND NEXT STEPS
The main conclusions from the assessments are that there is much good work to be done in the Donetsk
and Luhansk Oblasts, showing promise in terms of potential results of reach, sales, and increases in
profitability of small enterprises. Some of the key next steps include:
1) Get feedback from USAID on the recommendations provided in this report.
2) Modify value chain action plans and activity work plans as needed.
3) Transfer information and analysis collected in the rapid assessment into a project causal
model in the activity monitoring, evaluation, and learning plan to be submitted on December
11.
4) Continue efforts already underway to enumerate innovative manufacturing SMEs and their
capacity development needs.
5) Begin building out the second six-month work plan based upon the findings in this report.
6) Circulate the work plan internally for comments and then come together for a work plan
validation pause and reflect session the week of January 14, 2019.
7) Submit the second six-month work plan to USAID for comment by January 27, 2019.
8) Launch the first call for grant applications.
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9) Run pilot activities, review results, revisit assumptions, learn, scale up successful activities.
Monitor, report, repeat.

ANNEX A
TABLE 4: Rapid Assessments Completed
Assessment Topic
Growth sector selection in consultation with
USAID, after finalizing the criteria, we quickly
selected the preliminary growth sectors to
be able to start value chain analysis

Key Contributors
● COP
● Objective 2 Manager
● Technical Startup Manager
● Rapid Assessment Team
Lead

Value chain analysis in IT, greenhouse and
intensive production vegetables, and honey,
including assessing infrastructure and
capacity bottlenecks. Includes assessing
missing and damaged equipment and
inventory in growth sectors (see damage
assessment)

● Technical Startup Manager
● Objective 2 and 3
Managers, Sector
Specialists
● RAD
● STTA
● Rapid Assessment Team
Lead
● DCOP
● Chief Engineer, Objective 3
Manager
● STTA
● CDM
● STTA, local and
international

Damage assessment, in consultation with
municipal governments, assessment of key
infrastructure bottlenecks, and identify
where construction support can alleviate
them
End-market analysis started during the rapid
assessment and will continue during the
whole first year, as international end
markets and value chains are added with
USAID’s approval. Will be transitioned to
participatory, to ensure SMEs own the
results and the findings
Initial labor market assessment for selected
sectors: ICT, vegetables, and honey

Access-to-finance analysis of potential
opportunities to work with bank, nonbank
financial institutions, government/ provincial
funds, and private funds to expand finance
for SMEs
Assessment Topic
Business Service Provider gap analysis to
determine local supply of and needs for
services in-growth sectors

● FHI STTA, Sector Specialists,
● Workforce Development
Specialist
● Rapid Assessment Team
Lead
● Access to Finance
Specialist, STTA, who has
supported USAID/ Ukraine
FST
Key Contributors
● Value Chain Specialists,
STTA
● RAD

Tools
● Analysis of size and trends of
domestic and export markets;
strengths, weaknesses,
opportunities, threats analysis
● Opportunity inclusiveness
analysis
● Value chain analysis
● Analysis of value chain
roadblocks
● Analysis of inventory and
equipment needs

● Site visits, local consultation
● Financial analysis

● Domestic end-market analysis
by growth value chain
● International end-market
analysis by growth value chain
to follow after the rapid
assessment
● Labor market analysis
questionnaires and templates

● Access-to-finance donor and
bank availability and programs
analysis
● Partner Willingness analysis
Tools
● Initial business service provider
(BSP) gap analysis
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Contextual analysis for up-to-date
information on political, social, and
economic factors
Political economy analysis for
implementation (PEA/I). This sensitive
assessment will not yield a written
deliverable but rather some guidelines for
minimizing risk

●
●
●
●

COP, DCOP
Objective 2 Manager
Expert STTA
DCOP, Objective Leads and
local staff will articulate this
to the expatriate staff, STTA

● Conflict analysis
● Situational analysis
● PEA/I (a DAI tool that is quicker
than a traditional PEA). It will
result in guiding principles for
project staff.
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