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Ivan Bogatyrev (Ukraine), Vasyl Topchiy (Ukraine), Igor Koropatnik (Ukraine),
Oleksandr Kotliarenko (Ukraine), Andrii Kofanov (Ukraine)

PROBLEMS AND PERSPECTIVES
FOR ATTRACTING INVESTMENTS
IN ECONOMY OF UKRAINE

Abstract

The purpose of the article is to study the current problems of investment processes
in the conditions of transformation of the Ukrainian economy. The relevance of the
research was due to significant changes in political, economic and social processes of
Ukraine.

The research was conducted using general scientific and special methods and methods
of research, such as theoretical analysis and synthesis, methods of grouping, model-
ing, comparison, as well as methods of systematization and scientific synthesis, in par-
ticular on materials: Ministry of Economic Development and Trade of Ukraine, re-
search conducted by the Doing Business Group of the World Bank, rating of Moody’s
Investors Service, rating of Global Competitiveness Index 2017/2018 and of European
Business Association.

The most actual factors of influence of political, economic, criminal and legislative
processes on investment potential of Ukraine were analyzed. It was defined that the
economic of Ukraine is characterized by the deficiency of capital, progressive technol-
ogies, mutual integration of scientific and industrial spheres, developed management
and high-tech production and the recommendations to create favorable conditions for
investment were made. Positive changes were noted in creating a legal framework for
the promotion, protection of investments and intensification of investment activity in
Ukraine.

Keywords government policy, investment potential, investment
risks, investment attractiveness, microeconomic policy
JEL Classification  E22, G238

INTRODUCTION

The investment potential of Ukraine against the backdrop of globali-
zation and the intellectualization of the world economy is largely un-
fulfilled, but it has strong preconditions for development.

Ukraine is one of the largest and richest countries in Europe. It occu-
pies the first place in Europe in the area of arable land and the third
largest in the world in terms of black earth. Ukraine is also an in-
dustrial country, which ranks second in terms of capacity of the gas
transmission system; second and fourth in the world for the export of
cast iron and iron ore, respectively; third and fourth in Europe for the
power of nuclear power plants and the length of railways. Ukraine be-
longs to countries with high level of education of the population.

The unstable political system, the crisis phenomena due to the escala-
tion of the military conflict in the East of Ukraine, the slowdown in
the fight against corruption, the imperfect legislative system, regula-
tory barriers are negative factors that hold back the rapid economic
growth and shape the negative image of the country as high-risk coun-
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try (Fedorchak, 2017). On the way to overcoming them there is an objective need for long-term invest-

ments, which determines the relevance of this study.

World experience shows that the national economies of most countries are not able to quickly and ef-
fectively solve their own problems of economic growth (Dzomira, 2017). Independent development,
without the attraction and effective use of foreign investment do not bring the desired fast result. In
South Korea, Taiwan, Singapore, Hong Kong, over a relatively short period of time, it has managed to
create stable economic structures that can dynamically and quickly adapt to the changing global market
environment. The volume of attraction of foreign investments depends on the level of economic devel-

opment of the country.

1. THEORETICAL BASIS

In essence, foreign investment contributes to the
economic development of the state ensuring the
effective use of its national resources, solves the
problems of employment, forms the general level
of wages, changes the conditions of competition
in the host economy, etc. Nowadays, the results
of attracting foreign investments affect all aspects
of the development of society, changing the coun-
try’s economic environment, ways of ensuring its
existence and development. The scheme of such
interaction is shown in Figure 1 (Erokhin, 2016).

Creating favorable conditions for investment, in-
vestment attractiveness of the country is an urgent
problem that needs urgent resolution, as the in-
flow of funds into the economy will give an impe-
tus to its stable development.

Natural
and ecological
environment

Technical and
technological
environment

Political
and legal
environment

NATIONAL
ECONOMY

Ukraine can potentially be one of the leading
foreign investment countries, but this activity is
characterized by high level of uncertainty and
risks, which requires a continuous study of invest-
ment processes.

The legislation of Ukraine states that investments
are all types of property and intellectual property
that are invested in objects of entrepreneurial and
other types of activity, which results in the crea-
tion of profit or social effect (Beattie, 2019).

At the same time, there is no legally defined con-
cept of “investment potential”, and among scien-
tists there are discussions about a unified inter-
pretation of the category “investment potential”.
Many domestic scientists and researchers propose
a number of approaches to the definition of the
essence and composition of investment potential

Economic
environment

Socio-
demographic
environment

Figure 1. Scheme of influence of foreign investments on different sides of life
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(Melnyk et al., 2011; Kucheruk, 2008; Silyukova,
2013; Kharlamova et al., 2009).

An analysis of the views of scholars and research-
ers on this category leads to the conclusion that the
country’s investment potential is a combination of
opportunities for attracting investment capital to
the state’s economy to create favorable conditions
for development and the most expedient use of it,
leading to economic growth.

First of all, it is necessary to study the state of the
economy and investment activity and to determine
the factors influencing it, as with the development
of investment potential there is an opportunity to
create new jobs, to modernize production, to in-
crease the volume and quality of production, to im-
prove the financial infrastructure and to improve
the Ukrainian economy. In general, investment
processes in Ukraine have their own specifics.

2. RESULTS

Within the state, investment resources are gross
savings in the gross domestic product, created for
the year, less current and personal consumption.

Investigating this issue, we came to the conclu-
sion that the real gross domestic product (GDP)
in 2018 compared to 2017 increased by 3.3%, but
did not reach the level of 2011 (Figure 2). Nominal
GDP was UAH 3,558.7 billion, and GDP per capi-
ta — 84,190 UAH (without taking into account the
occupied territories (Crimea, Sevastopol, parts
of Donbas)). The calculations of GDP are based

on the international standards of the National
Accounts System 2008 and the European System
of National and Regional Accounts 2010.

The conducted studies indicate that Ukraine’s econ-
omy was undergoing dramatic changes in 2014-
2015 asaresult of the annexation of the Autonomous
Republic of Crimea, armed aggression in the terri-
tories of certain districts of Donetsk and Luhansk
regions. The country suffered losses in production
facilities, infrastructure destruction, as well as the
associated shortages of energy resources and raw
materials, logistical problems and the shutdown of
key industrial enterprises in the east, coupled with
the accumulated internal structural development
problems (significant dependence on trade links
with one country) and the deterioration of the for-
eign economic situation caused the deployment of
an economic crisis characterized by a loss of a part
of the development potential:

e the reduction of GDP in 2014 was 6.6%, and
in 2015 - another 9.8%, including industri-
al production - 10.1% and 13%, respective-
ly. Negative contribution of Donetsk and
Luhansk regions in 2014 to industrial pro-
duction was “minus” 7.6%, for the year 2015
- “minus” 7.8%.

o the national currency devaluated by 3 times
during 2014-2015, and the peak of consum-
er price growth was reached in April 2015 -
60.9% (as of April 2014). Overall, consumer
price growth in 2014 was 24.9% (as calculat-
ed by December of the previous year), in 2015
- 43.3%;

Source: State Statistics Service of Ukraine documents publishing.

2010 2011 2012 2013

2014

-9,8

2015 2016 2017 2018

Figure 2. Changes in real gross domestic product (% in the previous year)

http://dx.doi.org/10.21511/imfi.16(2).2019.17
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Figure 3. Dynamics of volume of direct foreign investments
in the economy of Ukraine from January 1, 2010 to December 1, 2017

o therewere processes of investment contraction
and deterioration of the balance of payments.
In 2014, the volumes of exports of goods and
services decreased by 19.9% in comparison
with the previous year, by 26.9% in 2015, in
particular, exports of goods and services to
the Russian Federation in 2014 decreased by
42.2%, in 2015, by 45.4%, the volume of im-
ports of goods and services in Ukraine as a
whole decreased by 28.1% and 28.3%, respec-
tively. According to the Ministry of Economic
Development’s indicative estimates, the de-
crease in exports of goods and services to the
Russian Federation is estimated at a “minus”
5.7% and “minus” 5.6% GDP in 2014 and 2015,
respectively (Reports from the Ministry of
Economic Development, 2014, 2015).

Due to the chosen course on European integration
and the fundamental reformation of the econ-
omy, since 2016, Ukraine has been experiencing
gradual economic growth in the face of constant
new challenges: trade restrictions (food embargo),
restrictions on international transit transporta-
tion of goods from Ukraine to the territory of the
Republic of Kazakhstan and the Kyrgyz Republic
through the territory of the Russian Federation, as
well as the deterioration of the external pricing sit-
uation on world markets.

Another trial in 2017 was the temporary suspen-

sion of cargo movement through a line of collision
with railways and motorways within Donetsk and
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Luhansk regions in response to aggravation of hos-
tilities. The operation of this factor complicated
the operation of the mining and metals complex
and energy. At the same time, the growth of in-
dustrial production at the end of the year amount-
ed to 0.4% and was largely due to the growth of
machine building in response to the continued ex-
pansion of domestic investment demand, includ-
ing domestic defense industries (Ilyash, Dzhadan,
& Ostasz, 2018). Overall, GDP growth was 2.5%,
and inflation was kept within safe limits — 13.7%
per year.

In 2019, the Russian government is forbidden to ex-
port Russian oil and petroleum products to Ukraine
and a separate category of goods, including coal,
oil and petroleum products, can be exported to
Ukraine only on the basis of individual permits.

Since the second half of 2014, there has been a de-
cline in direct foreign investment in the period of a
sharpening financial and economic crisis in Ukraine.
Thus, in 2015, compared with the previous volume of
direct foreign investments, there has been a decrease
by 24.2%, which led to negative growth, that is, “mi-
nus” USD 13 billion in the economy of Ukraine. In
2017, compared with 2016, there was a slight recovery
in investment activity and the volume of foreign in-
vestment increased by USD 1,5 billion.

In percentage terms, the main investor from all

121 countries that invests in the national econo-
my is Cyprus, which is 25.6% of the total amount

http://dx.doi.org/10.21511/imfi.16(2).2019.17
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Table 1. The volume of direct foreign investments in the economy of Ukraine

Source: Compiled on the basis of the data from State Statistics Committee of Ukraine (from January 1, 2002 to February 1, 2019).

Direct foreign investment in Ukraine from 2002 to 2018 (USD million)

From Ukraine Balance

Into Ukraine

-5 : N/A : +698
1318 a1
4 -9 +1,711 21.3%
275 .2 7533 340.3%
33 -408 +5,737 LT238%
673 806 +9,218 60.7%
1010 337 9903 | 74%
162 . -848 +4,654 LT930%
736 574 +5,759 23.7%
192 544 7015 218%
1,206 1,014 +7,195 2.6%
40 786 #4079 | -433%
11 -308 +299 LT92.7%
-51 T +3,012 907.4%
6 e 3268 85%
8 o T8 2008 LT329%
-5 ﬁ -13 +2,360 7.6%

Note: * From 2014 — without taking into account the occupied territories (Crimea, Sevastopol, parts of Donbas).

of investments. Most of the investor countries are

ities — 6%; information and telecommunications

members of the European Union: the Netherlands, - 5.4%; other types of economic activity — 10.4%.

Germany, France, Austria, Luxembourg and the
United Kingdom.

Table 2. Direct investments (share capital) from
the countries of the world into the Ukrainian
economy

Source: Compiled on the basis of data from State Statistics Committee of
Ukraine (in volumes from January 1, 2016 to January 1, 2018).

Volume of direct investments

(million USD)
Country . Asof
2016 @ 2017 i 2018 : December
: 31,2018
Cyprus 9,894.8 | 8,785.5  8,9327 . 8,879.5
Netherlands 6,090.3 : 6,028.4 : 6,395.0 7,060.9
United Kingdom of
Great Britain and $1,785.2 119470 : 19444 11,9559
Northern Ireland
Virgin Islands (British) :1,715.0 : 1,682.5  1,358.4 1,311.4
Germany 1,604.9 1,564.2 11,6829 0 1,668.2
Switzerland £1,391.0 1 1,436.9 01,5159 ¢ 1,540.7

The leading spheres of economic activity of
Ukraine by volume of attraction of investments
as of January 1, 2017 are: industry — 28.7%, from
it, the processing industry makes 20.7%; finan-
cial and insurance activities - 26.4%; wholesale
and retail trade — 13.3%; real estate transactions
- 9.8%; professional, scientific, and technical activ-

http://dx.doi.org/10.21511/imfi.16(2).2019.17

The inflow of direct investments into the
Ukrainian economy by sectors in 2016 and 2017
shows an almost unchanged distribution of in-
vestment income.

A comparison of the distribution of direct invest-
ment in the context of regions of Ukraine gives

grounds for concluding that Kyiv is a leader where,
as of January 1, 2017, 60% of the total investment is

invested. Regarding the regions, Dnipropetrovsk —
9.3%, Kyiv — 4%, Odesa - 3.6%, Donetsk — 3.2% are

leading in attracting the investment. Low invest-
ment attractiveness and undiscovered investment
potential are observed in Ternopil and Chernivtsi
regions.

In 2018, GDP growth accelerated to 3.2%, and
inflation in the consumer market slowed down
to unequivocal numbers for the first time af-
ter 2013 and amounted to 9.8% at the rate
December 2017 to December 2018. The situa-
tion with capital investment has improved, but
to small extent.

The most rational and effective form of for-
eign investment foreign is direct investment, i.e.
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Source: State Statistics Service of Ukraine documents publishing.
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Acquisition of direct investment (share capital) in Ukraine
(an incremental result from the beginning of the year)
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Figure 4. Capital investment and direct investment (share capital in Ukraine as a result of the
beginning of 2018)

long-term investments into the national econo- Foreign direct investment is a direct investment
my. Foreign direct investments are the invest- made by foreign (international) operators in the le-
ments that cause long-term interest in an enter- gal entities of a particular country (Pylypiv, 2011).
prise operating outside the investor’s economy.

According to the IMF methodology, foreign di- In January-March 2018, foreign investors from
rect investments are foreign investments in the 76 countries invested in the Ukrainian economy
amount of more than 40% of the authorized cap- USD 1151.0 million in direct investments (equity).
ital, which gives the interested party the right to

participate in the management of the enterprise The volume of attracted foreign direct investment
(Koval, 2013). (share capital) in the economy of Ukraine as of

200 http://dx.doi.org/10.21511/imfi.16(2).2019.17
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Table 3. Capital investment by sources of financing for 2010-2017* (UAH million)

Source: State Statistics Service of Ukraine documents publishing.

Total,includingat __ 2010 | 2011 2012 2013 2014 2015 2016 2017
theexpenseof 15 95755  241,286.0 | 273,256.0 | 249,873.4  219,419.9 . 273,116.4 : 359,216.1 448,461.5
fTuhrfditate budget = 195233 17,376.7  16,288.3 6,174.9 2,738.7 6,919.5 9,264.1 15,295.2
Eﬂg‘ézt":'“a' 5,730.8 7,746.9 8,555.7 6,796.8 59182 | 142600 & 268171 41,565.5
Own funds of H H H H H
enterprises and 111,371.0 | 147,569.6 | 171,176.6 | 1657867 | 154,629.5 | 184,351.3 | 248769.4 | 310,061.7
organizations ; : : : : :
E)aa”n';'oans andother . 5, 9991 36,651.9 39,724.7 34,7347 21,739.3 20,740.1 27,106.0 29,588.9
Fundsofforeign 39539 © 50389 | 49043 | 42713 = 56398 | 81854 | 90,8314 6,206.4
investors : : H H H : :
Funds of the
population for 18,885.9 17,589.2 22,575.5 24,072.3 22,064.2 31,985.4 29,932.6 32,802.5
building
Other sources of 7,752.5 9,312.8 10,030.9 8,036.7 6,690.2 6,674.7 7,495.5 12,941.3

funding

Note: * Information excludes the temporarily occupied territories.

April 1, 2018 amounted to USD 32,751 million*.

Investments are diverted into already developed
areas of economic activity.

As of April 1, 2018, the most important volumes of
direct investment income were directed to indus-
trial enterprises — 33.6%, and institutions and or-
ganizations engaged in wholesale and retail trade;
repair of motor vehicles and motorcycles — 15.6%.

An important component of the analysis of in-
vestment processes is the study of the geograph-
ical structure of attracted investments, which
is formed under the influence of many factors,
among the main being the development of foreign
economic relations with strategic partners and the
need for diversification of international invest-
ment activities. Today, the main strategic econom-
ic partners are the EU member states.

The main investor countries include Cyprus - 28.1%,
the Netherlands - 20.6%, the United Kingdom -
6.1%, Germany - 5.5%, Austria — 3.4%, the Virgin
Islands (Brit.) — 4.1%, and Switzerland - 4.7%.

The volume of development of capital investments
of enterprises of Ukraine in January-March 2018
amounted to UAH 89 billion, which is 37.4% more
than the volume of capital investments for the cor-
responding period of 2017.

http://dx.doi.org/10.21511/imfi.16(2).2019.17

In the leading spheres of economic activity, in
terms of development of capital investments, in
2017 there remain: industry — 35.9%, construc-
tion — 11.7%, agriculture, forestry and fisheries
- 12.0%, information and telecommunications —
8.9%, wholesale and retail trade; repair of motor
vehicles and motorcycles — 8.1%, transport, ware-
housing, postal and courier activities — 9.2%, pub-
lic administration and defense; obligatory social
insurance - 2.1%.

The own funds of enterprises and organizations
the main source of financing of capital invest-
ments remains, due to which in January-March
2018, 76.2% of investments were mastered.

The share of bank loans and other loans in total
investment was 8.4%.

At the expense of the state and local budgets, 4.2%
of capital investments was absorbed. The share of
funds from foreign investors amounted to 0.3%
of all investments, and the share of households in
housing construction was 8.2%. Other sources of
funding are 2.7%.

So, Ukraine remains attractive for investment, at
the same time, it is not isolated from world pro-
cesses, it is sufficiently integrated into the world
economy and the violation of macrostability in
foreign markets has its echo in Ukraine.
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Source: Compiled by based on Doing Business Rating.

Ukraine in the "Doing Business Rating"

190 participating countries
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Figure 5. Ukraine in the Doing Business Rating in 2012-2019

The place occupied by the country in international
ratings best reflects the state and dynamics of the
domestic economy. Information provided by the
ratings can serve as a basis for assessing the level
of investment potential and relative risk level in dif-
ferent countries, and can serve as a benchmark for
foreign investors and government authorities of the
country when developing investment policies.

The Doing Business 2018 Survey shows that
Ukraine has risen by +4 points and ranked 76th.
And in the first quarter of 2019, it rose to +5 points
and ranked 71* from 190 countries (Figure 5).
Ukraine has shown the greatest progress in the
following rankings: +105 points (140th for 35th
place) for the component “obtaining construction
permits” due to reduction of share participation
in Kyiv from 10 to 2% and reduction of the cost of
technical services; +41 point on “payment of taxes”
for the reduction and unification of the rate of a
single social contribution.

Other criteria (tax payment system, business reg-
istration, access to electricity, access to credit, in-
solvency) restrain Ukraine’s progress in the rating
— their performance has deteriorated.

Also, it should be noted that in the ranking of agency
Moody’s Investors Service, Ukraine has improved its
credit rating in the international economic list. It has
changed from Caa3 to Caa2, which means changing
the forecast from “stable” to “positive”. The improve-
ment of the indicators was influenced by the imple-
mentation of structural reforms in Ukraine, which
helped the country to cope with the debt burden and
improve its position on foreign markets.

Rating and Investment Information Agency has
raised the rating of Ukraine in foreign currency to
the level of “SSS +” from the level of “SSS” and a
stable forecast is confirmed.

In the Global Competitiveness Index (GCI)
2017/2018 ranking, Ukraine has improved its

Table 4. Key indicators of Ukraine in the Doing Business Rating in 2018-2019

Source: Formed based on the data from State Statistics Service of Ukraine.

Doing Business

Doing Business Doing Business

Key indicators Rating 2017 Rating2018 . Rating 2019 Changes
Easeofdoing business 80 76 VL SRS S .
According to indicators ‘ N/A N/A N/A N/A
Registration of enterprises .20 - I A
Enforcement of contracts 8L 82 =LA S 25,
Lending : 20 29 32 -3
Protection ofinvestors 70 - S - S M
Settling the issue of insolvency 1. 150 149 . : s B M
Connection to the power grid 130 128 135 -7
Obtaining building permits ... 140 L3 IR A
Property registration : 63 64 63 +1
Internationaltrade o 115 BEECI T8 R
Taxation 84 43 54 =11
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Figure 6. Investment Attractiveness Index of Ukraine

position by 4 points and ranked 81st out of 137
countries surveyed (in GCI 2016/2017, ranked 85
among 138 countries) (Reports from the Ministry
of Economic Development of Ukraine, 2017, 2018).
The quality of roads and ports of Ukraine is esti-
mated by the smallest number of points.

In the first half of 2017, the Investment
Attractiveness Index of Ukraine left the nega-
tive plane for the first time since 2011 with an
indicator of 3.15 points. Today, the Investment
Attractiveness Index of Ukraine by the version
of top managers of affiliated companies of the
European Business Association remains in a neu-
tral plane. But at the end of 2018, this figure was
3.03 points on a 5-point scale (Likert scale).

Top managers of Association member companies
mark the liberalization of currency legislation, the
relative stability of the national currency and the
level of inflation, the implementation of effective
methods of countering raider attacks, economic
recovery and the development of electronic ser-
vices, continuous dialogue of power with business.

Among the main factors or investment risks that
restraint the influx of foreign direct investment in-
to Ukraine should be: ongoing military actions on
the territory of Ukraine; unresolved issue of free
circulation of land; inhibition of large privatiza-
tion; separate restrictions on capital movements;
increase in the level of economic crime, distrust
of investors to the judicial system (Trudeau, 2019).
The reform of the Ukrainian law enforcement sys-

http://dx.doi.org/10.21511/imfi.16(2).2019.17

tem, the low level of crime detection (especially in
the economic sphere) also negatively affect the in-
vestment attractiveness of the state. According to
the data from the Ministry of Internal Affairs of
Ukraine, in 1992, there were 36,860 crimes in the
economic sphere, by 2018 the number of crimes
increased by 297.5% and amounted to 109,825
crimes (Kofanova et al., 2019).

Political uncertainty is connected with the 2019
elections of the Head of State and new parliament,
which will result in the reformation of the
Government. Investors also noted a high level of
corruption (78% of respondents are critically dis-
satisfied with the state of affairs), increase in the
level of economic crime — 74%, lack of land reform

- 66% and shadow economy - 65%.

Currently, 53% of company executives believe that
the business climate in Ukraine will remain un-
changed in the first half of 2019. And despite this,

42% believe that Ukraine is still a profitable invest-

ment market in the next six months.

Taking into account the military, information-
al, economic and political aggression against
Ukraine, promotion of Ukraine in the above-
mentioned ratings is an indicator of the country’s
enormous potential.

Improvement of the investment climate in Ukraine
by improving the existing legal and organizational
framework will help to increase the competitive-
ness of the domestic economy.
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CONCLUSION

Summarizing the results of the study, we can make the following conclusions. It is established that in the
scientific literature, there is no single vision in determining investment risks and investment potential.

The conducted studies showed that Ukraine’s economy was undergoing dramatic changes in 2014-2015
as a result of the annexation of the Autonomous Republic of Crimea, armed aggression in the territories
of certain districts of Donetsk and Luhansk regions. The country suffered losses in production facilities,
infrastructure destruction, as well as the associated shortages of energy resources and raw materials,
logistical problems and the shutdown of key industrial enterprises in the east.

The analysis of international competitiveness ratings allowed to identify risks and assess the investment
potential of Ukraine in the near future, to establish that along with the problems, there are a number of
advantages that are potential opportunities for increasing the investment attractiveness of the domestic
economy for foreign investors. Among them are the following:

« advantageous geopolitical location;
o high level of natural resource availability;

o high-skilled workforce;
«  capacious consumer market.

By analyzing foreign investment by type of activity, it can be seen that they are diverted into already
developed areas of economic activity. In particular, in industry: processing, mining, production and
distribution of electricity, gas and water, etc. Instead, foreign capital is being overstepped by high-tech
industries such as engineering, aviation, electronics, etc., although these industries in Ukraine are most
in need of capital investment to modernize, intensify and innovate the development.
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