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INUKRAINE

The Information Technologies (IT) mar-
ket continuas to grow steadily, and though
domestic demand is stll nol very high,
Lkrainian IT products are attracting more
and 'more attention outside of Ukraine's
borders. Ukraine has in its favor a host
of highly qualified specialists, as well as
a geographic position almast midway be-
ween the vast North American and Asian
markets, But what are the prospects for
the development of the oulsaurcing mar
ket in Ukraing? Will it bring new jobs to the
country, contributing significantly to its ex-
parts? These are the questions that the
market players as well as the Ukrainian
government are starting to think about,

At first glance, Ukraine’s prospects in
the IT outsourcing business look extreme-
Iy good. As the second largest country in
Fastern Furope after Russia, it is in itself
8 great market with huge potential for de-
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OUTSOURCING DESTINATIONS IN EASTERN EUROPE

velopment The size of the workforce, the
quality of their education, and the [ow cost
af labor are all major factors favoring the
allraction of outsourced |T contracts.

The United States and Europe are al
ready major customers of Ukrainian IT
services. Although programmers’ wages
in Ukraine are growing steadily, they still
lag far behind those paid in mare devel-
oped markets, LUkraine is also geographi-
cally close to Europe - far closer and mare
convenient for conducting business than
China or India. To add to this, the govern-
ment has introduced visa-free travel o
visitors from the EU, the United States,
and several other countries.

Since Ukraine is geographically and
culturally & part of Eurape, U5, and Euro-
pean customers are attracted by the West-
ern mindset of Ukrainians, as well as the
countny’s time zone proximity. Ukraine has

hecome especially attractive for nearshor-
ing. a new trend in offshare outsoumcing.
Basically nearshoring involves outsours
INEIT products and services from locations
that are cheaper, but still rather close feo-
graphically, to the customer. And in these
terms, Ukraine's place on the European
map plays a key role. 50, while Ukraine
cannot rival cheap outsource coding from
China, India and Indonesia, it is neverthe-
less successiully rendering a number of
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sanices to LS. and European companies,
and is steadily gaining a good reputation.

Among the contracts already won by
the country are ones for developing and
servicing payment syslems, servicing
and supporting already existing |T prod-
ucts, supporting and administrating the
IT systems of foreign companies, and
creating and running operating centers,
call centers and data centers in Ukraing
for customers from Europe and the Unit-
ed States, Ukrainians’ superior grasp of
Erglish and other European languages
compared to Asian countries is also a
plus for its Europaan partners.

However, the low cost of outsourcing IT
preducts and services from Ukraine is still
oniy attracting small- and medium-sized
foreign companies, which means the val-
umes of IT service exports from Ukraine
in 2007 remain modest. For the major IT
market players. the risks in Ukraing, both
political and economic, are still too high.
Only the launch of State support pro-
grams for the domestic T industry, along
with a marketing campaign for Ukrainian
IT products abroad, will allow Ukraine to
secure business from the larger foreign
companies, Ukraine's political instabil-
ity and frequent changes of government
are still rmaking many foreign firms think
twice about doing business here,

On the other hand, political instability
in other parts of the warld could work in
Ukraine's favor. Troubles in the Middie
East, with the constant threat of mili-
tary confiict in the region, and tension
in South Asia have caused international
corporations thal previously outsourced
IT products and services from long-es-
tablished industry leaders such as In-
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dia, Pakistan and lsrael, to loak for mora
stable partners, Central and Eastern Eu-
ropean countries are increasingly seen
as safer bets. With the prospect of the
IT outsaurcing markel being reshaped,
Ukraine has a greal chance lo take a
large share of the business that previ
ously went to counties further away,

Reshaping the Ukrainian 1T market
itself is also contributing 1o its growing
attractiveness. One recent trend is the
decentralization of the market, which to-
gethar with growing competition is keep
ing prices at a reasonable level, while at
the same time raising the general guality
of the products on offer. Althaugh Kyiv re-
mains Ukraine's major outsourcing loca-
tion, other companies are starting up in
regional cities, such as Kharkiv, Donet-
sk, Dnipropetrovsk, Lviv, and Odesa, with
each benefiting fram low labor costs and
a steady rise in IT graduates from well-
astablished tachnical universities,

Ukraine still has few large IT playars,
and the majority of the |T companies in
Ukraine are rather small, averaging about
100 emplovees, whereas the leading role
an a developing market is usually taken
by medium-sized companies, which have
the resources o rapidly expand. Western
companies tend to outsource from com.
panies larger than themselves, which can
provide more workers along with highly
trained specialists, so the tendency will
be for the market to merge into several
large providers.

All the same, the development of this
young market will depend not just on the
number and guality of specialists at its
disposal, bul to a large extent in the level
of support it gets from government. The

Ukraine's IT Qutsourcing

250
Ll Kyiv
W Lviv 200
M Kharkiv
E Dnipropetrovsk 150
Vinnytsia
M Qdesa
100 -
B Donetsk
50

Market Size:

_— o

=

5

7

— E
=]

2

)

I
2004 2005 2006

SSource: www.goaleurope.com

country's IT industry shows great prom-
ise, with the potential to make a signifi-
cant contribution to Ukraine's GDP and
export growth, while consuming minimal
resources. Recognizing this, the govern-
ment has recently named the IT sectors
as ane of its priorities for development.
With increasing government support for
the industry, through developing new
projects and training highly skilled spe-
cialists, the whole country stands to ben-
efit from the T industry in future,

The main cloud on the horizon is the
high cost of research and technology in T,
which is by definition hi-tech, and which
will reguire big investrment for progress to
be made, Chronic under-funding of educa-
tion in Ukraine since independence could
putthe brakes on T industry development.
Although the number of 1T graduates from
Ukrainian universities is high and rising
compared lo other countres, education
funding per capila in Ukraine was the low-
25t in Europe in 2006, The potential for a
lack of qualified workers in an expanding
market is a bug that will have to be fixed.

As well 25 patching the educational sys-
tern, Ukraine needs to urgently address
intellzctual property rights lepislation, as
wall as the system of taxation on T prod-
ucts, in order to strengthen its bid for a
larger share of the IT outsourcing busi-
ness. But further improverment of the in-
vestment climate in Ukraine, governmeant
support for the [T industry, and the attrac-
tion of key global businesses 1o Ukraine
would definitely put the country among the
top providers of international IT services in
the next few years L

By Dmytro Zotsenko




