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PREFACE

The strongest motivational factor for choosing this dissertation topic is my own cultural
and national identity. In 2004, my family and | immigrated to Austria from Ukraine.
Adapting to Austrian culture and pursuing a degree in International Business and Export
Management at an Austrian university has inspired me to question why some countries,
like Austria, are successful and prosperous, while others, such as Ukraine, are falling
behind. In summer 2019, | visited Ukraine for the first time after eight years. Even though
I noticed some signs of economic recovery, relatively speaking, Ukraine’s economic
growth amounts to 2.5 percent, which is comparable to a developed economy with slower
rates of improvement.

The observations from my visit to Ukraine backed by my knowledge gained from
international studies in Austria inspired me to reflect on what countries like Ukraine should
do in order to stay economically competitive, and, as a result, positively contribute to
decreasing its level of poverty and inequality.

This thesis was completed in August 2021 and does not, therefore, take the war which

broke out in February 2022 into account.
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ABSTRAKT

RIVNA, Anna: Strategies for attracting foreign direct investment to ukraine. Challenges,
risks and opportunities. — Ekonomicka univerzita v Bratislave. Fakulta medzinarodnych
vztahov; Katedra medzindrodnych vztahov a hospodarskej diplomacie. — Skolitel

zavereénej prace: doc. Ing. Martin Gress, PhD. — Bratislava: FMV, 2022, 116 s.

Hlavnym cielom prace je identifikovat’ stratégie na prilakanie priamych zahrani¢nych
investicii na Ukrajinu, ako aj opisat’ vyzvy, rizikd a prilezitosti, s ktorymi sa stretavaju
zahrani¢ni investori aj Ukrajina ako hostitel'skd krajina. Praca je rozdelena do piatich
kapitol. Prva Cast’ je venovand tedrii priamych zahrani¢nych investicii. Druhd cast’
poskytuje prehlad investicného prostredia na Ukrajine, jej politického a historicko-
ekonomického pozadia. Tretia Cast’ prace vysvetluje metodologiu vyskumu. Zaverecné
kapitoly sa zaoberajui prezentaciou zisteni, diskusiou a zdverom dizertacnej prace.

Z tejto prace vyplyva, Ze vSetci zahrani¢ni investori zahrnuti do tejto Stidie sa pri vstupe
na ukrajinsky trh stretli - v urcitych aspektoch - s rizikami a problémami. Najvacsie vyzvy
stvisia s korupciou, nedostatocnou transparentnostou pravneho a stidneho systému, ako aj
s neustalou vojnou s Ruskom. Napriek ekonomickej slabosti krajina pontka atraktivne
investicné prilezitosti spojené s jej polohou, vysokokvalifikovanou pracovnou silou a
otvorenost'ou vo¢i zmenam. Ked'Ze priame zahrani¢né investicie su dolezité pre ozivenie
hospodarstva v transformujtcich sa krajinach, zistenia predstavuju oblasti na zlepSenie,
ako je infraStruktura alebo pravny Stat. Praca tiez poskytuje navrhy politik, ktoré by mali
pomdct’ tvorcom politik preskimat’ existujuce politiky a hl'adat’ nové sposoby zvysSenia

prilevu zahrani¢nych investicii.

Kruacové slova: investiéné prileZitosti, vyzvy PZIL, prilezitosti PZI, ukrajinské investicné

prostredie



ABSTRACT

RIVNA, Anna: Strategies for attracting foreign direct investment to ukraine. Challenges,
risks and opportunities. — University of Economics in Bratislava. Faculty of International
Relations; Department of International Economic Relations and Economic Diplomacy. —
Supervisor: doc. Ing. Martin Gress, PhD. Bratislava: FMV, 2022, 116 p.

The main aim of the thesis is to identify strategies for attracting foreign direct investment
to Ukraine as well as describe the challenges, risks and opportunities that both foreign
investors and Ukraine as a host country encounter. The work is divided into five chapters.
The first part is dedicated to the theory of foreign direct investment. The second part
provides an overview of the investment climate in Ukraine, its political and historical-
economic background. The third part of the thesis explains the research methodology. The
final chapters deal with the presentation of findings, discussion, and the conclusion of the
dissertation.

This thesis shows that all the foreign investors included in this study have experienced —in
certain aspects — risks and challenges when entering the Ukrainian market. The biggest
challenges are connected to corruption, the lack of transparency of the legal and judicial
system as well as the continuous war with Russia. Despite economic weakness, the country
offers attractive investment opportunities linked to its location, high-skilled workforce, and
openness to change. Since FDI is important for boosting the economy in transition
countries, the findings present fields for improvement such as infrastructure or rule of law.
The thesis also gives suggestions for tactical policies which should help policymakers

examine existing policies and look for new ways to increase the foreign investment flow.

Key words: investment opportunities, challenges of FDI, opportunities of FDI, Ukrainian

investment climate



CONTENT

PREFACE
ACKNOWLEDGEMENTS
ABSTRAKT

ABSTRACT

CONTENT

LIST OF FIGURES

LIST OF TABLES

LIST OF ABBREVIATIONS
INTRODUCTION

1

THEORETICAL FRAMEWORK

1.1  FDI: Theories and Economic Importance ...........c.cccoevevveeninnne
1.1.1  Relevant Theories of FDI ........c.cccocviiiiiiiiiiiieicce

1.1.2  Motives and Modes of FDI........coooveeeeieeeee i,
1.1.3  Effects of FDI on INVESIOTS .....voeeeeeeeeeeeeeeee e
1.1.4  Effects of FDI on a Host Country .........cccccovvveeiveeeiveeenne,

1.2 Ukraine: The Economy and Economic Reforms ......................

1.2.1  Economic and Political HiStory ...........cccccevveevineeiiinenne,
1.2.2  ECONOMIC REFOIMS......coiiiiiiiiiiieiie e
1.2.3  Economy and Unemployment ............cccocvevviveeiieeeiineenne,

1.3 Importance of FDI in Ukraine’s Economy............ccccccvvveennnnns
1.3.1 FDI Legal Regulations ...........cccocvevviieiiiee e

1.3.2  FDI INflows — Status qUO .......cecvviveiiiieeiiiee e

1.3.3  What is holding Ukraine back and how to move forward?

AIM AND CONTRIBUTION OF THE THESIS
2.1 AN s
2.2 ODJECLIVES ...t
2.3 Research QUESHIONS .......c..eeeeiiiiiiiee e
2.4  Theoretical and practical contribution................ccccccoviveeinnnn,
RESEARCH METHODOLOGY

3.1 Research Philosophy ...

15
16
18
19
20
22
22
23
13
15
15
18

19
22
26

31
32

36
38

40
41

44
47

49
49
49
49
51
52



3.2 ReSearch APProach .........cocioiiiiiiiiic e
3.3 RESEAICN STrAtBOY ......veiiieiiieeiei ettt
3.4 RESLAICN DESION ...eiiiiiie ettt ettt
3.5  Qualitative Data ANAlYSIS.........cooiiiiiiiiiiie e
R I o £ 100 T L1 - SRR
3.7 SAMPIE SEIECTING ....ctiiiiieieieiee e
3.8 Reporting the Datal .........ccouieiiiiiiiiiee e
4  PRESENTATION OF FINDINGS
4.1  Motivating Factors for Investment in UKraing ...........ccoocevveiiiienie e
4.2  Challenges and RiSKS OF FDI ..........ccoiiiiiiiiiiiiiie e
4.3  Challenges and Risks fOr UKFaing............cocveiiiiiieiiieiie e
4.4 Opportunities TOr FD.......ccoiiiiiiiie e
4.5  Opportunities For UKIAINE..........coviiiiiiiieiiieie e
4.6  Strategic solutions to attract future FDI ..........ccccoeviiieiiini e
5 DISCUSSION OF FINDINGS AND RECOMMENDATIONS
5.1  Analysis of the Motives to invest in UKraine ...........cccccceevveeiineesieeesiiee e
5.2 Analysis of Challenges and Risks for FDI ..........cccceoviviiiiii e
5.3  Analysis of Challenges and Risks for UKraine............ccccccoveiviieeviieciiieeenn,
5.4  Analysis of Opportunities for FDI ..........ccooveiiiieiiiie e
5.5  Analysis of Opportunities for UKraing...........cccccovveiineiiie i
5.6  Analysis and Recommendations for Strategic Solutions................ccccccevvrennen.
CONCLUSION

REFERENCE LIST
RESUME



LIST OF FIGURES
FIGURE 1 AVERAGE ANNUAL GDP PER CAPITA GROWTH 1998-2017 IN

PERCENT oo eessose e eeessss e 41
FIGURE 2 YEARS NEEDED TO CLOSE THE INCOME GAP BETWEEN

POLAND/GERMANY AND UKRAINE ........orrrrvvvoveeeiesssneeeeeeoeesssesseeeeeenneeee 41
FIGURE 3 MAIN SOURCE COUNTRIES OF FDI TO UKRAINE IN 2019............... 45
FIGURE 4 INWARD FDI FLOW BY SECTOR AND INDUSTRY IN 2019................ 46
FIGURE 5 THE RESEARCH ONION ........coovvoooooeeesseeeeeeoeeeeeeeeeeeeeeeeeoe e 52
FIGURE 6 MOTIVES TO INVEST IN UKRAINE .........ovvvovooeeeeesssreeeeeeoeesseseseeeeee 92
FIGURE 7 CHALLENGES AND RISKS FOR FDI ..........ovvovoooeiesosseeeeeeoocessseeseeeeee 93
FIGURE 8 CHALLENGES AND RISKS FOR UKRAINE .........cccoommrrrrvrreeeriesnrrneee 100
FIGURE 9 OPPORTUNITIES FOR FDI.......ovvvoooiosseeeeeeeeoceesesseeeeeeeoeeseeseneeee 103
FIGURE 10 OPPORTUNITIES FOR UKRAINE...........ooorvvvvooeeceisosseeeeeeeoeeessesseneeee 109
FIGURE 11 STRATEGIES TO ATTRACT FDI.....oooiimmrrveeeceseoeseeeeeeeoc e 115
LIST OF TABLES
TABLE 1 VALUE AND NUMBER OF NET CROSS-BORDER M&AS, BY SECTOR

AND SELECTED INDUSTRIES, 2016-2017...........cesmmrrrerervrreerssssnsseeessssseessssnns 17
TABLE 2 ECONOMIC INDICATORS UKRAINE .......cccoommrrrrerrrvoeerissssseeesssseeessens 39
TABLE 3 FOREIGN DIRECT INVESTMENT IN UKRAINE 2017-2019 ............. 45
TABLE 4 OVERVIEW OF THE PARTICIPANTS..........ccooommrrrrrrrvveeeoressssseeessseeeesens 61

TABLE 5 CLASSIFICATION OF FINDINGS - INVESTMENT MOTIVES,
INVESTMENT MODE, TYPE OF RISK, INVESTMENT OPPORTUNITY ........ 86


file:///D:/PhD_International%20Relations%20and%20Management/DISSERTATION/Doktorarbeit/45_Strategies_Ukraine_Rivna_29_09_2022.docx%23_Toc115390192
file:///D:/PhD_International%20Relations%20and%20Management/DISSERTATION/Doktorarbeit/45_Strategies_Ukraine_Rivna_29_09_2022.docx%23_Toc115390192
file:///D:/PhD_International%20Relations%20and%20Management/DISSERTATION/Doktorarbeit/45_Strategies_Ukraine_Rivna_29_09_2022.docx%23_Toc115390193
file:///D:/PhD_International%20Relations%20and%20Management/DISSERTATION/Doktorarbeit/45_Strategies_Ukraine_Rivna_29_09_2022.docx%23_Toc115390193
file:///D:/PhD_International%20Relations%20and%20Management/DISSERTATION/Doktorarbeit/45_Strategies_Ukraine_Rivna_29_09_2022.docx%23_Toc115390196
file:///D:/PhD_International%20Relations%20and%20Management/DISSERTATION/Doktorarbeit/45_Strategies_Ukraine_Rivna_29_09_2022.docx%23_Toc115390200

LIST OF ABBREVIATIONS

Al
APEC
COVID
e.g.

EU

FDI
GDP

i.e.

IMF

IT

MNE
MNC
NAFTA
NATO
OECD
PLC
SOE
UKRSTAT
UNCTAD
uS
uUSD

Artificial Intelligence

Asian Pacific Economic Cooperation
Corona Virus Disease

exempli gratia

European Union

Foreign Direct Investment

Gross Domestic Product

id est

International Monetary Fund
Information Technology

Multinational Enterprises
Multinational Corporation

North American Free Trade Agreement
North Atlantic Treaty Organization
Organization for Economic Co-operation and Development
Product Life Cycle

State-owned Enterprises

State Statistics Service of Ukraine
United Nations Conference on Trade and Development
United States

United States Dollar



INTRODUCTION

Civil wars, violence and poverty in Ukraine have caused several crises over the last ten
years, resulting in a negative effect on the country’s economy and development. Even
though the country’s economy has recovered since the civil war in 2013, offering attractive
incentives for foreign investment such as cheap labor, a developed infrastructure, e.g.,
ports, bridges, warehouses, communication systems, etc., the development of foreign
economic relations, as well as the establishment of an export-oriented economic model are
still questionable and put the country far behind most other countries with a transition
economy.

A lot of studies on economic growth were conducted attempting to determine and explain
the factors why countries develop differently. Many of these studies examine the effect of
FDI on economic growth and view FDI as one of the sources of boosting and influencing
a country’s economy through factors such as technology transfers, international trade
development and contributing to new managerial practices.

For many years, Ukraine’s leaders have recognized FDI in Ukraine as the key to achieving
robust economic growth. Various governments attempted to promote investment through
diverse conferences in which western investors were presented with the benefits of
Ukraine’s geographical position in Europe as well as the opportunities and patterns of
investing in Ukraine’s highly educated population and natural resources.

Nevertheless, these efforts had a low level of success since Ukraine has suffered from
political inconsistency over the past five years. This factor is reflected in the average
investment inflow in the year 2019, which amounted to around $2.5 billion. In comparison,
Poland, a neighboring country whose population is of comparable size, has investment
inflows of almost $16 billion (UKRSTAT, 2019).

Several other factors, such as weak economic growth, unstable political conditions,
unattractive tax arrangements and a weak marketplace contribute to Ukraine’s
disadvantaged position among its neighbors.

In order to understand the reasons behind Ukraine’s weak performance and present suitable
strategies for attracting foreign direct investment, it is necessary to develop a deeper
understanding of the circumstances which contributed to these results, analyze favorable
factors for FDI and evaluate risks and opportunities for both parties. This dissertation aims

to address these issues in the subsequent chapters and is organized as follows:
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Chapter one, the theoretical framework, focuses on the analysis of scientific literature
and is organized into three subsections. The first subsection presents the literature review
on FDI. It sheds light on the relevant theories of FDI, types of FDI and mentions the
positive and negative impacts of FDI for a country and for the investors. The second
subsection gives an overview of Ukraine’s economy, its history, challenges, risks, and
opportunities. In the third subsection, FDI and investment regulations in Ukraine are
presented, summarizing the background of FDI inflows in Ukraine throughout history as
well as investment regulations in Ukraine in general.

The aim of the thesis is described in chapter two.

The research methodology as well as the research philosophy, design, and instruments
necessary to answer the research questions are described in chapter three.

Chapter four, the presentation of findings, focuses on the empirical work, which
provides new data and specific interpretations.

In the last chapter, chapter five, discussion, the findings are discussed through the prism
of existing studies in order to ascertain whether or not the latter apply to the case of
Ukraine. This chapter also gives the answer to the research question, lists possible study
limitations, and gives suggestions for future implications.

The conclusion sums up the initial aims, objectives, and main findings of the study. It
furthermore explains the limitations of the study as well at its contribution and gives

suggestions for future research.
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1 THEORETICAL FRAMEWORK

The main aim of this chapter is to examine previous literature and research done on foreign
direct investment in Ukraine.

This chapter is divided into three main sections, each of which relates to FDI in general,
Ukraine’s economy and the importance of FDI in Ukraine’s economy.

The first section defines foreign direct investment through various theories, types and
effects it might have on a host country.

The second section provides an analysis of Ukraine’s economy and how it reached its
current state. Here, an overview of Ukraine’s economic and political history is given and
the actions which have already been taken to boost the country’s attractiveness for FDI are
described. The third section links the previous two chapters and examines the importance

of and barriers to FDI in Ukraine’s economy, followed by suggestions for improvement.

1.1 FDI: Theories and Economic Importance

Foreign Direct Investment is a phenomenon in which a production or business investment
is undertaken on foreign territory. The investment is either made by means of a company
buyout or business expansion, e.g., by building a manufacturing or production station in a
foreign country. Generally speaking, FDI refers to the inflow of capital from abroad and is
usually preferred over other forms of external finance, since it doesn’t necessarily create a
debt for the host country, but still provides advantages, depending on the foreign project’s
performance. It, moreover, benefits both sides as it improves international trade, helps
companies expand their market shares, transfers the knowledge and skills of their
employees, and shares their technology.

Foreign Direct Investment gained popularity after the Second World War. According to
economists, open trade, and the possibility to exchange products became very important
for most countries, whereas the need for businesses to adopt a global mindset and enter
different markets became a strong motivational factor for direct foreign investment.

The process of globalization intensified the importance of collaboration between
international companies, which, in turn, offered huge opportunities for most developing
countries to reach economic growth faster by bringing in new knowledge, technology and
involvement in international production and trade networks. Some of the developing

countries started to see FDI as the only way to achieve economic development and started
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to liberalize their investment regimes in order to attract more FDI, which would allow them
to derive maximum benefits from the presence of the multinational enterprises in their
country (Athukorala, 2003).
The importance of FDI can be seen through such channels as technological transfer,
knowhow and new skills, an increase in production as well as export and import processes,
resulting in general economic growth (Borensztein, De Gregorio, & Lee, 1998).
On the other hand, not all scholars agree on the positive effects of FDI. Gorg and
Greenwood (2002) argue that FDI may crowd out local enterprises and harm the national
economic development and, thus, has mostly negative effects. Lipsey (2002) concludes
that the effects of FDI in general depend on the nature of the sectors as well as the behavior
of the foreign country and its openness to attract and absorb the effects and use them to
their own purpose. Hirschman (1958) furthermore, found that sectors such as agriculture
or mining have only limited positive effects on the host country.
The effects of FDI for multinational corporations are diverse as well. Literature describes
mostly positive effects on multinational companies as investment in a foreign country helps
them expand their market shares, acquire new customers, and expand their employees’
knowledge, all of which contributes to making the companies competitive against other
multinational corporations.
The motivation for companies to invest in another country are diverse. According to
Kindleberger (1969) foreign investment can only take place if

- the proposed investments are economically viable for the company.

- the market in the home country is imperfect.
Understanding the effects of foreign direct investment for both parties has consequently
become a critical topic in policy circles. In the face of so many opportunities and benefits,
both developed and developing countries have tried to significantly reduce the barriers to
FDI over the past years and offer special incentives such as reduced taxes.
This effort has been introduced by various trade agreements across the globe, such as the
European Union trade agreement, the North American Free Trade Agreement (NAFTA),
the Asian Pacific Economic Cooperation (APEC) and the Economic Community of West
African States to ensure that goods, services and financial and human capital move across
borders and support countries where economic development is needed the most.
As a result, the net inflow of FDI from 1970 to 2015 witnessed a rapid increase from USD
0.498 billion to a value of USD 2.561 trillion.
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In 2017, more than half of inflows (47%) were received by Asian countries, followed by
Latin America, the Caribbean (23%) and Africa, representing 6% of FDI inflows. The
countries with the largest investments were Great Britain, France, China and South Africa
(UNCTAD, World investment Report 2018, 2018).

The reasons and determinants of investment in a foreign country differ from country to
country. While in various regions of Africa most foreign investors are attracted by the
opportunity to expand their markets, find new resources and lower the cost of production,
other host countries attract FDI by providing existing infrastructure to make the
manufacturing process more efficient than it would have been in the investor’s home
country (Levine, 1997).

According to UNCTAD (2020), global foreign direct investment witnessed a 23% decline
in 2017. Both developed economies and those in transition were particularly hit by this
fact, while developing economies remained stable. The decline in value started in 2015 and
has continued to fall since then. The reason may be asset-light forms of overseas operations,
which are causing a structural shift in FDI patterns. The global rate of return on inward
FDI is another major factor. In 2017, the latter fell from 7 per cent in 2016 to 6.7 per cent.
In some countries like Africa, the return on investment dropped from 12.3 per cent in 2012
to 6.3 per cent in 2017, which was a direct result of the fall in commodity prices.

The following graph shows the development of the FDI inflows from 2016 to 2017 as per
sectors.

Table 1 Value and number of net cross-border M&As, by sector and selected
industries, 2016-2017

Value (illions of dollars) Number

2016 2017 % 2016 2017 %
Total 887 694 -22 6607 6967 5
Primary 83 24 -70 206 550 167
Manufacturing 406 327 -19 1745 1745 -3
Services 398 343 -14 4656 4656 2
Top 10 industries in value terms:
Chemicals and chemical products 130 137 5 345 322 -7
Business services 75 107 43 1716 1817 6
Food, beverages, and tobacco 138 88 -36 200 227 14
Finance 97 59 -39 585 617 5
Electricity, gas and water 66 54 -18 209 171 -18
Machinery and equipment 32 52 63 195 183 -6
Information and communication 24 39 66 618 611 -1
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Electrical and electronic

equipment 75 26 -66 349 307 -12
Transportation and storage 46 23 -51 293 306 4
Mining, quarrying and petroleum 79 23 -71 138 466 238

Source: UNCTAD, 2018

As far as sectors are concerned, a decrease in all three sectors may be observed. It is worth
pointing out that the primary sector experienced a sharp decline of 70 per cent. The largest
loss in value at an industry level was registered for extractive industries, food and
beverages, and electronics, while the value of net transactions for machinery and
equipment, business services as well as information and communication increased.

After providing a general overview of FDI globally, the following chapters concentrate on
giving the theoretical background of FDI theories, determinants, and effects on the

involved parties as well as the involvement of FDI in the economic growth model.

1.1.1 Relevant Theories of FDI
Foreign direct investment became one of the most important sources responsible for
sustainable growth in developing countries. It supports them by providing new
employment, technological progress, and improved productivity.
The major motivational factors for Multinational Enterprises (MNES) to invest in
developing countries are covered in the four main theories:

e Production cycle theory

e Perfect capital or exchange market theory

e Internationalization theory

e Eclectic paradigm
The product life cycle theory (PLC) finds its roots in Vernon’s theory (1966). According
to him, the product life cycle consists of four stages: the introduction (the product gets
introduced to the home market), the growth of a product, maturity and finally, the decline
(the product needs to be taken out of the assortment). When the product reaches the third
stage - maturity, companies start looking for other opportunities to promote a product,
usually by investing in another country. Since cost is an important factor here, businesses
are mostly interested in developing countries, where the cost of the product, employment

and production is overall lower than in their home country.
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The exchange market theory, introduced by Cushman (1985) states that countries with a
weaker currency attract more FDI, since production materials bought in the host country
are cheaper in comparison to the home country. This theory can also be found in the work
of Aliber (1970). However, it can only be applied in the case of a developing country. An
investment made between two developed countries, where the currencies have equal
strength, cannot be supported by such a theory.
According to the internationalization theory, developed by Hymer (1972) international
companies invest in a developing country for two reasons: to reduce competition and to
use the company’s specific advantages. Even though the relocation of its activities to an
international market might have disadvantages and is connected to additional costs, MNEs
see the opportunity of not sharing the market with their competitors and using the
imperfections of the market to their own advantage. The same explanation can also be
found in the work of Buckley and Casson (1976).
According to Dunning (1977), the founder of the eclectic paradigm, MNEs take three
aspects into consideration before FDI: ownership advantages, location advantages, and
internationalization, which is also known as the OLI Theory in literature.

1) “O” from Ownership advantages:
The ownership advantage refers to the control over a company’s resources when it invests
in another country. This might be expressed in the ownership of natural or intangible assets
such as patents or trademarks and technology, which helps businesses compete with other
MNEs.

2) “L” from Location advantages:
Location advantages appear mostly in the form of lower taxes, operating and production
costs as well as affordable employment costs.

3) “I” from Internalization:
Finally, the internalization theory states that the greater the net benefits of internalizing
cross-border intermediate product markets, the more likely a company will engage in

foreign production itself, rather than license the right to do so.

1.1.2 Motives and Modes of FDI
According to Dunning (1993) the motives of FDI can be divided into four different
categories:

e Resource seeking
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e Market seeking

e Efficiency seeking and

e Strategic asset seeking
The first, the horizontal FDI is also called the market-seeking FDI. Here, the main reason
why a company decides to invest in a developing country is to access and serve the local
and global market. It occurs when the same goods are produced the same way in both the
host and home country, or the same production process is applied in both countries. This
type of FDI can usually be found in the manufacturing sector, where companies
horizontally transform their production to the other country. It is also called market-
seeking, because by doing so they expand and strengthen their global competitive position.
The reasons behind this kind of establishment are diverse: first, by establishing a
production plant abroad, the corporation can avoid exporting taxes and tariffs since the
production and selling point is located in the host country. Having subsidiaries abroad
allows the business to improve its access to the global market and market information in
general. Furthermore, it eases the possibility to build alliances between production
divisions within the firm, since technical expertise can also be easily shared. By being
closer to the customer, better service and product management can be expected (Feenstra
& Alan, 2012).
The second form of FDI is resource-seeking FDI, also called the vertical FDI. Here,
businesses transfer parts of the production process to a developing country due to easier
access to raw materials, labor or other natural endowments such as oil, gas or mineral ores.
Car manufacturers in particular use this approach quite often. VVolkswagen, Peugeot,
General Motors all have subsidiaries and plants in China, for instance, to take advantage
of lower production costs and better serve the market in China. Additionally, companies
aim to build alliances with other production businesses with the aim of sharing common
resources for the production at a lower price. As a consequence, the competitiveness of
MNCs can be improved since they can take advantage of the low input costs (Dunning &
Lundan, 2008).
While efficiency seeking approach is based on rationalizing production, distribution and
synergy-building among geographically dispersed operations, the strategic asset approach
aims to capitalize on the advantages of the common ownership of a network of activities

and capabilities in diverse environments (Dunning & Lundan, 2008).
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The literature on foreign market entry mode is vast. Researchers such as Agrawal et al.
(1992); Buckley & Casson (1976); Osland et al. (2001) distinguish in their work between
four different entry modes:

e Exporting

e Licensing agreements

e Joint venture

e Wholly-owned subsidiary or sole venture
Other studies such as from Kogut et al. (1988), Woodcock et al. (1994), Nitsch et al. (1996);
Bruning et al. (1997) identify and analyze three other choices that foreign firms undertake:

e Greenfield investment

e Acquisition

e Joint venture
Bruning et al. (1997) furthermore combines in his work acquisition with mergers as a
distinct entry mode while Barkema and Vermeulen (1998) include joint ventures in the
green-field (start-up) category.
Greenfield investment is described in the work of Kogut et. al. (1988), and Gorg (2000) as
an investment of a company that uses its funds to set up an entirely new economic entity
by constructing a new facility, while acquisition involves a purchase of an already existing
operation. In the case of a joint venture, both companies combine their assets in a common
and separate organization. By doing so both companies enjoy the possibility to find
synergies, use common assets and share ownership and control over the new company.
Meyer & Estrin (2001) furthermore distinguish another case of acquisition which is called
brown-field investment. Here, the foreign investors buy an existing firm but almost
completely replace the plant, equipment, technology, labor and product assortments. As a
consequence, the acquired firm undergoes several restructurings and becomes eventually a
totally new operation. The mentioned authors found this type of investment especially
relevant in Central and Eastern Europe.
Although the identified motives and modes of FDI encompass a broad spectrum of
possibilities, only fewer studies address specifically the choice between various form of
FDI.
Zejan (1990) describes the importance of the host country’s market size, market growth

and level of development which might influence the decision of entry mode. Hennart &
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Park (1993) point out furthermore to the firm strategies and target market considerations.
Similar results could be found in the work of Harzing (2002). Barkema & Vermeulen
(1998) found that the diversity of the national markets in which the firm operates as well
as its product diversity represent another factor which might influence the entry mode of
an investor, while other studies reveal that investment-, industry- and target country-
specific variables are responsible for investment choices (Larimo, 2003).

Furthermore Kogut & Singh (1988) discuss distance between home and host countries as
well as, language and culture as a major factor for the decision of which entry mode to use.
In addition, Head and Ries (2008) discuss distance, different languages and the fact of
being a past colonial country as major off-putting factors.

A country’s degree of openness to international trade is another vital factor according to
various scholars. While some studies consider a higher degree of openness to FDI
(Edwards, 1990) positive, others do not see such a positive link (Schmitz & Bieri, 1972).

1.1.3 Effects of FDI on Investors

The effect of FDI on investors is widely discussed in literature. While some studies
identified several challenges, companies which invest in other countries also enjoy a
number of advantages and opportunities which are summarized in this chapter.

A review of studies revealed that the level of corruption and unstable legal framework
represent other potential risks for FDI (Fedderke & Romm, 2006). Similar topics have been
examined in the work of Wei (2000), who concluded that corruption has a negative impact
on FDI and prevent investors from investing in a host country with a high level of
corruption. Javorcik and Wei (2009) supported these results. Globerman and Shapiro
(2002) not only show how important having a low level of corruption is, but they also link
the overall quality of economic institutions (or governance infrastructure) with FDI
inflows.

Stein & Daude (2002) find no positive correlation between the level of corruption and
FDI inflows. Henisz (2000) explores the effect on US multinationals and cannot confirm
statistical significance either. Bellos & Subasat (2013) even claim that the high level of
corruption might even have a positive effect on FDI. This positive relationship can be
explained by the “greasing the wheels” effect, in which countries with a lower corruption
level invest in countries where economic institutions are poor. By doing so, foreign

investors hope that corruption may at times help them achieve second-best outcomes by
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mitigating distortions induced by bad government policies. These findings are also
described in the work of Aidt (2003).

Political instability is described as the most important challenge for FDI. Countries with
a high level of political instability impose a high risk on the FDI, as it slows down the
entire economic growth and puts the investment in a risky position and even prevents
future FDI from investing in such countries. This is especially true in the case of
developing countries that are going through a transition (Lucas, 1990). Fielding (2003)
supported these findings by analyzing Israel as a host country and found a negative link
between the intensity of political instability and the effect on foreign investments.

Several other studies, such as one by Carmignani (2003), provide a literature survey
concerning the negative correlation between political instability and economic
performance.

Another relevant strand of literature examines the link between political instability and
other important macro and microeconomic conditions. Robin, Liew and Stevens (1996)
investigated the negative affect of political instability in terms of asset markets. Another
scholar concentrates on the effect political instability has on the behavior of stock markets.
Han and Wei, 1996; Bittlingmayer, 1998; and Aggarwal, Inclan, and Leal, 1999 describe
that political instability is in many cases responsible for the volatility of the stock market.
Other researchers further examine the effect of political instability on foreign exchange
markets, which resulted in investors declining the decision to invest in a country with
higher political instability as it makes the exchange rate more volatile, making investments
more costly for investors (Kutan & Zhou, 1993). Crowley and Loviscek (2002) also report
a statistical significance between political instability and a country’s currency after having
investigated six Latin American countries. Because of the instances of political unrest as
well as its impact on the country’s currency, the FDI inflow decreased.

In recent studies, Bénassy-Quéré et al. (2007) found that institutional factors represent a
major challenge to FDI.

The quality of the institutions in the host country has recently gained interest among
scholars. The most important argument for FDI is that good governance and institutions
which strive for excellent service and quality reduce the transaction costs of investing in a
particular country (Brouthers, Gao, & McNicol, 2008). Especially after 1990 many

researchers started to investigate the impact of institutions on foreign direct investment,
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testing the hypothesis on CEE countries (Kersan-Skabi¢, 2013; Peres et al., 2018).
However, not all of them came to the same conclusion.

Several studies which use panel data analyses do not find any statistically significant
impact on FDI inflows (Bayar et al., 2016; Abdella et al., 2017).

Peres et al (2018), however, define the impact of the quality of institutions by measuring
the control of corruption and the rule of law as indicators. In their study, they came to the
conclusion that institutional quality has a positive impact on FDI inflows in developed
countries, while it is not a significant variable in developing countries. Pournarakis et al
(2002) support these findings in their research. In their work they pointed out that the
quality of the institution as well as the civil and political rights and the freedom of press
are prerequisites of attracting and absorbing FDI inflows to CEE countries.

Doytchet et al (2012) describe the detailed impact of institutions on FDI in three different
sectors: agriculture, manufacturing, and services. The study was conducted in twenty-one
Eastern European and Central Asian countries in the period between1994-2008. The result
showed that the institutional quality of these countries has a statistically significant effect
on overall FDI inflows. They, furthermore, described democratic accountability as more
important for the agricultural and manufacturing sectors, while the service sector does not
seem to be significantly affected by the quality of institutions.

Nevertheless, it is important to point out that FDI effects and determinants can change over
time and theories need to be re-examined (Eicher, Helfman, & Lenkoski, 2012).

The research of Mathur and Singh (2013) found that weak intellectual property rights
impose an enormous challenge for existing FDI and might even prevent future FDI from
investing in the countries with a lower level of protection. Especially in the Eastern
European countries, weak intellectual property rights are preferred by oligarchs and force
foreign investors to invest privately in protection from revenue appropriation. The power
of oligarchs may be the main reason why many investors do not invest in such countries
(Kuznetzov & Kuznetzova, 1996).

Other studies, however, could not find similar results.

A study by Maskus (2000) claims that property rights alone, are not a sufficient factor when
it comes to an investment and cannot be considered a challenge for investors. Furthermore,
a study by Watkins and Taylor (2010) presents similar results, failing to find support for
the hypothesis that stronger intellectual property protection affects FDI inflows. The study
further suggests that higher property rights protection might be beneficial for the host
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country’s development but is not necessarily responsible for the destination’s
attractiveness, and, according to Glass and Saggi (2002) might even lead to a reduction in
FDI inflows. Also, McMillan and Woodruff (2002) state that the ability to access property
protection is necessary, but not always sufficient for firms to choose one country over
another.

In a recent work by Canals and Sener (2014), the findings suggest that intellectual property
right protection is only relevant to the high-tech industry, where the importance of the
patents is quite sensitive.

A number of empirical studies found that language, mentality and culture impose another
important challenge on FDI, as cultural friction may cause cultural shock caused by doing
business differently as in the home country. This, as a consequence might hinder
relationships (Feils & Rahman, 2011; Makino & Tsang, 2011; Malhotra, Sivakumar & Zhu,
2009; Rothaermel, Kotha & Steensma, 2006; Thomas & Grosse, 2001; Berry et al.)

Other scholars, on the other hand, came to different conclusions. Shenkar (2012), for
example, argues that even though culture could impact the decision of FDI, it is important
to keep in mind that culture might change over time, and several other determinants might
be taken into consideration before an investment decision.

Another risk that comes with the political instability is the expropriation of assets and
profits, which is very common in countries with a relatively poor legal protection and a
high level of political instability.

According to literature, there are two kinds of expropriation: the direct and the indirect.
Kobrin (1984) describes the direct expropriation as a process, where the government
usually takes control of the capital stock. In addition, expropriation is often associated with
such terms as ‘dispossession,” ‘deprivation’ or ‘privation’. Minor (1994) furthermore
defines direct expropriation as the “forced divestment of equity ownership of a foreign
direct investor”.

The indirect form of expropriation stands for other forms of change in the institutional
environment which reduce the value of an investment. This includes restrictions which
complicate the investment process such as excessive taxation, capital controls,
manipulation of exchange rates and bribes (Schlemmer-Schulte, 1999).

While there are a number of challenges and risks being listed, it is also important to point
out that several researchers also analyzed possible opportunities FDIs might have when

investing in a country. According to Dunning and Lundan (2008) these opportunities can
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be categorized into microeconomic and macroeconomic aspects. While microeconomic
aspects cover factors, which are vital for the company itself, such as ownership
advantages, cost reduction and economies of scale, macroeconomic aspects involve
factors that are market specific. These include barriers to entry, availability of resources,
political stability as well as country risk and market size (Faeth, 2009).

Dicken and Lloyd (1990) highlight the importance of geographic location as one of the
most important determinants as there is a higher possibility that countries located near other
countries will interact with each other economically. This, in turn, will have direct effects
on the allocation of investments among those countries.

Another positive effect which was discussed by Duanmu and Guney (2009) is the market
size. In their work they noted a positive relation between the market size and the readiness
to invest. They concluded that market size is the key factor in attracting foreign
investments. Zhang (2001) came to similar results in his research.

On the other hand, Kimono (2007) and Hailu (2010) could not find any positive
relationships between the market size of source countries and FDI flows. In their studies
they took Japan and African countries as an example. Their result confirmed that market
size does not exert statistically significant influence on FDI.

Another study by Janicki and Wunnava (2004) was conducted to analyze the determinants
within the European Union. They found that the size of the market reflects their theoretical
expectations and proved that market size is a significant determinant of FDI among
members of the European Union.

Kim and Rhe (2009) explored significant determinants in Asian countries, such as South
Korea, and found that South Korean investors prefer larger markets. In addition, Bakir and
Alfawwaz (2009) identified the determinants of foreign direct investments in Jordan for
the period between 1996 to 2007 and confirmed the importance of the market size as well
as its significance which therefore affects the volume of FDI flow.

Furthermore, it is important to point out that the opportunities the investors might enjoy

depend on their type of company, the country where they invest and their motives.

1.1.4 Effects of FDI on a Host Country
While the role of FDI as well as its theories and models have been widely discussed in
literature, it is worth examining what kind of impact FDI has on host countries.

Literature discusses the impact of FDI in manifold ways.
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One of the main discussed advantages of FDI, which can be applied to all the host countries
is becoming more global. FDI cannot only contribute to productivity and efficiency by
bringing in new technology (Carkovic & Levine, 2002), but it indirectly forces the host
country to become involved in the global economy, which eventually helps it establish a
transitional network. This, in turn, makes the host country more open to trade and
contributes to attracting more FDI (OECD, 2002).

Countries that do not practice specific management and governance policies can benefit
the most from international MNES as international companies usually impose their own
policies and internal reporting systems when they enter another market. Host companies
can, therefore, learn and adopt these procedures, which significantly influences the
business environment overall and can in some cases raise corporate transparency and assist
in the fight against corruption (OECD, 2002).

MNESs also contribute to higher employment and provide higher wages and better
working conditions. Girma et al. (2002), Pandya (2010), Hanousek et al. (2011) are
examples of studies which analyze the effect of FDI on low- and high-skilled local wages.
Mickiewicz, Radosevic, and Varblane (2000) further suggest a three-stage model to explain
the relationship between FDI and employment. In the first stage, when FDI just enters the
host country, the primary goal is to save costs and therefore look for low-cost labor, which
at the beginning will result in a small impact. In the second stage, the conditions of FDI
activities might improve, the return-on-investment might increase and eventually, in most
cases, FDIs will set up local subsidiaries, which will increase the demand for diversified
skills resulting in a positive impact on the employment situation in the host country. The
third stage is characterized by the fact that FDI becomes more globally rationalized, its
production becomes more competitive, the productivity and the revenues increase, and the
firms are able to pay higher wages, invest in the employees’ development, which improves
the employment of the host country overall.

The technological know-how as well as international management skills, brought by the
international firms to the host country allow other companies to be more productive and
efficient which, in turn, helps them increase their competitiveness within the foreign
markets, leading to higher productivity and a more efficient resource allocation.

Romer Romer (1993) argues that FDI has an even bigger impact on all the other companies
in a developing country. They can benefit from MNEs’ international contracts as this

increases their chances of gaining access to modern sectors. By getting into more advanced,
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international sectors, FDI can indirectly influence and benefit the research and
development initiatives of local companies, which, in turn, boost innovation (Dunning,
1993). The empirical theory and evidence concerning the long-term link between
technology and economic growth is also supported in the works of Solow, (1956), Easterly
and Levine (2001) and Caselli (2004).

However, some empirical evidence does not support the hypothesis that FDI has a positive
impact and stimulates economic growth and even proves that it will damage resource
allocation and impact the economy in a negative way due to trade, price and other
distortions (Boyd & Smith, 1992). Other studies written by Haddad and Harrison (1993),
who analyzed countries such as Morocco, or Djankov and Hoekman (2000), who focused
on the Czech Republic, failed to find technology spillovers from FDI.

While some economies may enjoy the benefits of FDI, others may suffer from its negative
effects. One of the main negative effects discussed in literature is the fact that MNEs might
become a monopoly in the host country, preventing local companies from developing
(Agosin & Mayer, 2005). However, this observation seems to be quite controversial as, in
his work, Kumar (1991) could not find any examples of negative impacts.

Aitken and Harrison (1999) discuss other negative consequences which lead to the
limitation of domestic productivity. Since MNEs usually have lower production costs,
their production is more efficient than that of domestic companies which simply cannot
keep up and eventually are forced to exit the market.

Another negative effect that MNESs have on the host economy is discussed by Lipsey and
Sjoholm (2004). In their study, they analyze the negative wage spillover caused by MNEs
as the high wages they offer attract qualified workers, which results in a struggle to prevent
employees in domestic companies from changing to MNE. In response to that, local
companies try to keep their wages high as well, which reduces their competitiveness as
they usually are not as efficient and productive as international businesses. However, Gorg
and Greenaway (2001) found that this effect could only be noticed in the countries where
the gap between MNE and domestic companies is very large.

When investing in a foreign country, foreign investors usually profit from a cheap labor
force, natural resources, and low taxes, which allow them to be more productive and
profitable. Nevertheless, the profit generated in the host country is usually paid back to the
home country in the form of dividends or royalties. This results in huge outflows from the

host country, which negatively affect the balance. As a consequence, many countries often
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set limits on the amount of money which MNEs can repatriate, often resulting in
discouraging future FDI to invest in the host country. Such an effect could especially be
observed in the economy of Korea (Billet, 1991).

A number of scholars also discuss the negative impact of FDI on the environment. Since
most of the FDIs concentrate on the natural resource sector, in the long run, with no specific
regulatory regime, this can lead to devastating the environment of the host country (Gray,
2002).

Dunning (1993) further analyzes other negative consequences associated with political,
social and cultural aspects. Especially countries that are strongly dependent on
multinational enterprises are threatened to lose political sovereignty, since MNES might
sometimes interfere with the political regime or even electoral process of the host country.
Many other studies by Evenson and Singh (1997), Abramovitz (1986) and Mayer (2001)
have found that the benefits of FDI can only be enjoyed by a host country if it can provide
particular policy conditions and possess a certain “social capability” which is adequate to
absorb and maximize the benefits of FDI inflows to its economic and social needs.

Narula and Portelli (2004) further state that the power of the impact of FDI on economic
growth may depend on a variety of factors. One of the main factors responsible for the
absorptive capacity is the quality of institutions in the area of property rights protection as
well as the rule of law in general.

The efficiency of FDI in the host country has also been measured by Nair-Reichert and
Weinhold (2001). In their studies, which focused on the years between 1971 and 1985, they
observed whether FDI and economic growth are correlated in 24 countries. As a result,
they stated that countries with a higher openness to trade as well as a high level of efficiency
and competition can absorb the benefits of FDI which have a huge impact on economic
growth. Similar findings are reported by Kokko (1994) who analyzed the Mexican
manufacturing sector and found that the lower the competition in the host country, the less
significant the technological spillover effect.

Another important factor of FDI’s impact on growth is the level of human capital stock.
Keller (1996) for example introduced a model in which he explains that FDI will boost the
growth in countries that reached a minimum threshold level of human capital. Similar
results are reported by Borensztein (1998) and Xu (2000).

Even though the effects of the FDI on the host country might be contradictory, it is

important to point out that countries are not affected (positively or negatively) at the same
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level. The reason why some countries are negatively affected depends on the policy and
behavior of the governments and institutions of the host country. Thus, it is important to
study the effect of FDI on each country individually, so policies and rules as well as the
necessary framework can be provided to ensure that the host country is prepared and can
absorb the advantages offered by MNEs.

Apart from the positive impact of FDI on the host country mentioned above, a topic
frequently discussed in academic literature concerns the opportunities of investing in a
foreign country. The theoretical framework for the opportunities of the FDI starts with the
concept of ‘the absolute advantage’ suggested by Adam Smith, which is later extended into
the comparative advantage in the Ricardian model. Both studies by Rugman and Verbeke
(2001), as well as Scott (2000) confirm the model and describe the increase of
competitiveness the companies experience while investing in another country by boosting
their profitability and expanding their market shares beyond the boundaries of their own
country.

The advantages of investing in a developing country are not limited to low-cost sourcing,
land or capital, as described in the Ricardian model, but they are also reflected in the fact
that by investing in a foreign country the companies also develop their network level and
gain new opportunities by winning new customers, which in return increases their
competitiveness in the global market (Johanson & Vahine, 2009).

Ownership-specific advantages such as access to raw materials, capital, technology, and
patents, which can be found in the work of Hymer (1960) represent further opportunities

and advantages which businesses that engage in international trade might benefit from.
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1.2 Ukraine: The Economy and Economic Reforms

Being a “borderland” between Western Europe and Russia, Ukraine has witnessed many
different crises and reforms over the past decade. Starting with the disintegration of the
Soviet Union in 1992, followed by political inconsistency in 2008, which resulted in the
Majdan revolution and the war in Crimea in 2013. The disruption of commercial and
production networks associated with the events in Ukraine over the last few years, affected
the development of Ukraine’s economy (Brown, Earle, & Telegdy, 2006).

The impact, political instability, and disruptions in Ukraine over the past few years can be
seen in the example of the automotive industry. Between 1960 and 1994 Ukraine’s national
cars, called “Zaporozhets” constituted one of the main sources of profit for Ukraine. Due
to the disruptions and political instability over the past years, Ukraine’s automobile
industry declined and by the end of 2017, could only produce 1600 cars (Gnutzmann-
Mkrtchyan, 2017).

In 2014, Ukraine experienced acute political and economic challenges, which led to new
elections, changes in government and the restructuring of new political relationships with
the western world. The Free Trade Agreement with the European Union allowed Ukraine
to participate in the western business world and make the investment in Ukraine more
attractive to foreign direct investment. Today, many manufacturers from Japan and
Germany produce parts of their cars in western Ukraine, turning the region into an integral
part of Europe’s vehicle industry. Nearly every car made in Germany has parts which were
made in Ukraine (D’ Anieri, 2016).

To become even more open to the outside business world, Ukraine tried to improve the
functioning of its economic institutions and the implementation of structural reforms,
which allow Ukraine’s economy to align with market prices. Moreover, many key
instruments were provided to combat corruption within the country (D’ Anieri, 2016).
Ukraine’s open attitude towards business, its adoption of new technologies and know-how
did not only help the country’s automobile industry, but it also introduced transformation
to other sectors. Such positive examples can be seen in agriculture and information
technology. Within just a decade, Ukraine has become one of the leading exporters of grain.
With more than 100.000 Microsoft certified software professionals, the IT sector has turned

into one of the largest software development industries in Europe (Konings, 2003).
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Despite positive development in some sectors, today, Ukraine is still included among
transition countries, as some of the transformations which took place in the past quarter
century still have a significant negative effect on growth. Foundations of the new economy
are still not strong enough to absorb the economic outcome of FDI, making the country
less attractive in the eyes of potential investors (Kharlamova, 2014).

Nevertheless, the experience of the automotive industry shows that it is possible to
overcome these challenges and achieve economic success. With the ‘lesson-learned’ from
passed transformations, Ukraine has the potential to narrow the gap between its capabilities
and the global requirements of foreign direct investment to make the investment in the
country attractive (OECD, 2005).

To ensure a positive environment for business partners outside Ukraine and become a
prosperous country, more needs to be done. This chapter gives an overview of the main
events and transformation processes present in Ukraine’s current economic situation and
discusses suggestions to raise the economic growth rate, grow sustainably and build an

attractive investment environment for foreign direct investment.

1.2.1 Economic and Political History

To understand why Ukraine finds itself in the position it is currently in, it is important to
give some historical background.

For many years, Ukraine was under control of the Soviet economy, whose roots go back to
1917. Influenced by the Bolshevik revolution and Joseph Stalin’s policies and reforms,
Soviet economy aimed to introduce state ownership of the means of production as a part of
the five-year plan (Danowitz, 2006).

The hierarchical system in general used to be quite complicated and required a high level
of coordination. At the top of the ladder was the power of the party, followed by sector
ministries which overlooked state-owned enterprises, such as industrial and agrarian
organizations that took orders from their superiors from the so called “Gosplan”, i.e. State
Planning Commission (Danowitz, 2006).

The entire money supply was controlled by “Gosbank”, the national bank, which was also
responsible for the distribution of money and was the decisive organ for any capital
investments in various enterprises. One of the significant strengths of the Soviet economy

was the commitment to do research and enhance development. This is the time of many
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different inventions and important historical moments such as the launching of Sputnik,
free medical care, education, and transportation systems (Danowitz, 2006).

Nevertheless, despite the theory of “planning output” and beneficiation of the entire
population, there were many flaws in the system that would lead the economy to collapse.
Since one of the major focal points was leading the development of the military industry
(due to the Cold War with the United States), the production of other items fell into the
background, which, in turn, led to shortages and deficits. Orders that were given to factories
could not always be fulfilled due to a lack of appropriate input materials. The absurdity of
the situation lay in the fact that while some factories were forced to stop production for this
very reason, others experienced huge surpluses of products. The lack of supervision,
communication networks and effective systems to relocate and adjust shortages and
surpluses led to inefficiency and the absence of high-quality products or a complete
standstill in production. As a consequence, the money that had been divided between
households could not be spent on desired products and invested back into the economy,
which limited the multiplier effect growth on the national economy (Aslund, 2008).
Foreign investment was almost non-existent as the state currency, which at that time was
the ruble, was also not convertible to other currencies. This led to the isolation of the
countries within the Soviet Union from the outside world, preventing them from using the
comparative or absolute advantage in the production of some products (Brown, Earle, &
Telegdy, 2006).

In 1980s, the majority of states sensed the pressure and stagnation of the economy. As a
consequence, Gorbachov, who was the president of the Soviet Union at that time,
introduced “perestroika”, which aimed to restructure the political and institutional system
within the Soviet Union. His plan and intention were to open the economy to international
trade, which in his opinion had been isolated from the outside world for far too long,
causing difficulties in efficiently setting up joint projects with foreign businesses. As a
result, the Soviet Union as such collapsed in 1991 and its member states achieved
independence although still remaining in close cooperation with Russia (Mau, 1995).

In 1991, Ukraine, Russia and Belarus formed an independent association, known as the
Commonwealth of Independent States, to create an official platform of cooperation to
revive their economic and political structures towards democratic market economies. The
CIS aims to support development and strengthen the friendship between the

aforementioned countries. Later, nine other former Soviet countries joined the forum,
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including Armenia, Azerbaijan, Kazakhstan, Uzbekistan, Kyrgyzstan, Moldova,
Turkmenistan, Tajikistan, and Georgia. Together, they constitute the world’s fourth largest
producer of electrical energy. Similarities among the countries in terms of language,
currency, close economic ties between enterprises and identical public infrastructures
inherited from the Soviet Union made the new states extremely dependent on one another.
Russia’s energy supply (e.g. gas) also meant political and economic domination. Just two
years after becoming an independent state on August 24, 1991, Ukraine established its own
parliament, which is also known as Verhkovna Rada. The Parliament of Ukraine created a
new constitution for the country in 1996, which in many ways reflected the core values of
western market economies and democracies. The idea behind the constitution was to
provide a more favorable economic environment for foreign investors, such as the right to
private ownership of land and assets, transparent law structures and an independent
judiciary system. Despite the promising configuration of the political system, some of the
principles have not fully been implemented. The enforcement of the law failed for several
reasons, such as the untransparent division of political power and corruption among many
individuals of the parliament. As a matter of fact, the legislative system has failed to
completely pass and implement laws which support the guidelines of the country’s
constitution. Even though the majority of political leaders agree as to the importance of
establishing a favorable environment for foreign direct investment in Ukraine to attract
foreign investors, the legislators have had a hard time implementing the necessary laws and
business regulatory systems and providing a strong legal framework in the privatization of
its state assets (Mau, 1995).

To strengthen the economic relationships with foreign countries, in 1993 Ukraine began to
cooperate closely with the US in three main areas of international trade, investment and
economic reforms. As a matter of fact, in 1994, the US supported Ukraine by providing the
largest American aid program in the world, which helped develop Ukraine’s infrastructure
and thus support market-oriented export systems (Hamm, Stuckler, & King, 2012).

In 1996, Ukraine introduced its own currency, the Ukrainian hryvna. With no clear
economic reform agenda on top of corruption problems within the entire country, the
government printed money and provided numerous loans to individuals and enterprises.
Not having a clear monetary policy led to a significant increase in the money supply and
hyperinflation, which first ruined the bank accounts of clients and then led to bankruptcy

of the banks themselves. This event shattered the expectations of many people in the
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Ukrainian government as hyperinflation had a tremendously negative effect on the
lifestyles, pensions, salaries, and other social incentives of the Ukrainian population
(Radnitz, 2010).

In 1998, after the financial crisis in Russia, Ukraine became even more aware of its
responsibility and the need for efficient economic reforms. The country slowly started to
recover from the stagnation and in 1994 the government introduced new incentives for
foreign and local investors. These reforms resulted in an increase of the value of exports,
consumer spending power and a revival of the economy. In 2000, Ukraine experienced the
largest GDP increase since its independence (+5,8%). Inflation rates also reached their
lowest rate and were expected to decrease further. The Ukrainian currency, hryvna,
stabilized in 2000 and equaled between 5.30-5.45 (for 1USD). The decrease in interest rates
of Ukrainian banks led to a greater demand for loans, greater purchasing power and an
improvement of the economy overall through the multiplier effect. The stabilization of
economic factors was reflected in greater industrial outputs, an increase in exports and a
higher demand for foreign businesses interested to transfer to Ukraine (Yuldashev, 2019).
Having experienced some positive economic results encouraged most parts of Ukraine to
remain economically “pro-western Europe” until the elections in 2004. This presidential
election was mostly run by the government candidate and then Prime Minister
Yanukovych, whose campaign was supported by the Russian President Putin and his
opponent Yushchenko, who aimed to become closer to the European Union. During the
campaign, Yushchenko was poisoned by an unknown assailant, while his failure to win the
majority was announced. One month later, this turned out to be a politically manipulated
lie and the government was accused of holding an undemocratic election. This caused a
significant turning point for Ukraine and led to the so-called Orange Revolution. At the
beginning of 2005, new elections took place, showing Yushchenko’s clear victory (Kuzio,
2013).

As a pro-European country, Ukraine started the process of joining NATO in 2008, which
led to confrontations from the east. Gazprom, the Russian gas company that was supplying
Ukraine and other European countries with gas, raised their prices and even halted supplies
to Ukraine, which affected some downstream European customers (Kuzio, 2008).

The disputes between the pro-western and pro-Russian parties within the Ukrainian
Parliament as well as the rising challenges with the gas supply led to the collapse of the

parliament and the election of a new president, Yanukovych, in the first half of 2010. In
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2013, he rejected pursuing NATO membership and instead decided to strengthen economic
relations with Russia. This led to demonstrations of Ukrainian citizens who favored joining
the EU. The protests continued into 2014 and resulted in a stronger and brutal police
intervention. At the same time, the eastern part of Ukraine, Crimea, was occupied by the
Russian military, stating that this part of Ukraine voted for joining Russia (Bebler, 2015).
The war between Ukraine and Russia continues until today, hindering Ukraine from
concentrating on economic reforms included in its constitution.

Over the past twenty-five years, Ukraine has experienced a tectonic shift from a planned
to a market economy, from dependency to the Revolution of Dignity, a deep crisis to
macroeconomic stabilization (Yuldashev, 2019).

In 2019, over 70% of the population voted for Volodymyr Zelensky to become Ukraine’s
new president. Since then, the government has been aiming to start effective anti-corruption
measures to ensure the transparency of public finances and expenditures. Moreover, the
government plans to improve the educational, retirement and health system in Ukraine. By
signing the “Free Trade and Association Agreement” with the European Union, Ukraine
aims to integrate itself more into the European supply chains and institutions, which will

consequently attract foreign investors to Ukraine (Korbut, 2020).

1.2.2 Economic Reforms

Ever since gaining independence in 1991, each Ukrainian government has been addressing
the need for fundamental reforms. The latter could not always take place, the reasons being
crises, civil wars and other critical events. Since the Revolution of Dignity in 2014, Ukraine
has prioritized its need for reforms and macroeconomic stabilization. President Zelensky,
elected in the summer of 2019, has committed himself to pursue changes in the economic
system, which have always been considered both dysfunctional and detrimental. The
reforms play an enormous role in achieving one of Ukraine’s important goals, i.e. attracting
USD 50 billion in foreign direct investment within the upcoming five years (Getzner &
Moroz, 2020). This section provides six key areas that President Zelenskyy aims to reform.

e Judicial Reform

Since Ukraine has been consistently identified as a country with the least trusted state
institutions, the transparency and obedience to the law has always been one of the biggest
concerns for international investors. The lack of credible judicial reforms as well as the

distrust of investors constitute one of the largest obstacles to Ukraine’s economic growth.
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Every Ukrainian president tried to reform the judicial system, but the ultimate aim of their
so-called reforms was often tighter political control over the judicial branch of government.
Zelensky’s predecessor, Petro Poroshenko, was the first politician to introduce a system of
strengthening both the financial and organizational independence of the justice system and
remove corrupt judges from it. This process was continued by President Zelensky in 2019.
Zelensky furthermore dismissed the High Qualification Council of judges, the body
responsible for the attestation and selection of judges to prevent the corruption cycle
(Cieslik & Gurshev, 2020).

e Law Enforcement
Another important point on the reform agenda consists of the improvement of the police
system and prosecution services, which, similarly to the judicial system, also form a part
of Ukraine’s rule of law architecture. Since 2014, several institutions responsible for
fighting the high level of corruption in Ukraine have been established. Key milestones
include the creation of the National Anti-Corruption Bureau in 2015, the Bureau of
Investigation in 2017 and the country’s Anti-Corruption Court in 2019 (Cieslik & Gurshev,
2020).

e Anti-Corruption
As a starting point, one of the main achievements in the fight against corruption was the
implementation of the “Prozorro” platform in 2016. This hybrid electronic system, which
was co-developed by Transparency International Ukraine, government representatives,
private actors, and anti-corruption activists, is based on an open-source model which aims
to ensure transparency by providing free access to all public purchasing data on all tenders
since 2016. This should provide a fair procurement procedure including transparency and
effectiveness and bring Ukraine closer to a European and global standard (Zinchenko,
2018).

e Agricultural Land Market
Even though Ukraine is considered to have one of the best types of soil for agriculture
(“chernozem”) in Europe, a lot is left to be desired in terms of land reforms. Ukraine is
one of the few countries in the world that actually prohibits the sale of agricultural land due
to the fear that private landowners will be exploited by large capitalist farmers, which
already seems to be the case with existing leasehold systems. Nevertheless, the potential of
the Ukrainian agricultural sector is enormous and proper reforms could push annual grain

production from 60-70 million tons to 100 million tons. President Zelensky prioritizes
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reforming the agricultural sector and allowing investors to privatize land, which has the
potential to become a powerhouse for the rest of the economy. In autumn 2019, the first
reading of new agricultural land market legislation took place (Nahaylo, 2020).

e Healthcare
The inheritance of the Soviet system’s free public medicine left Ukraine with a lot of
challenges such as budget deficits, pay cuts for doctors, which resulted in poor quality
Services.
After 22 failed attempts over a span of 25 years, the Ministry of Health finally took a
democratic and evidence-based approach to reform the health system in Ukraine.
The new approach concentrates on the patient’s needs. The motto “money follows the
patient” means that the state will now only allocate money to hospitals for patients whose
needs are documented, instead of financing doctors, hospitals, and beds without proper
inspection (Yusiuk, 2020).

e Decentralization
One of the most successful post-Maidan reform initiatives concerns decentralization, which
allows each region to have direct responsibility for its development, as 60% of tax receipts
are local. Prior to decentralization, the development and control of the regions, as well as
their finances and administration were the responsibility of the central government. By
giving each region the authority to make its own decisions, the decision-making process of
local authorities regarding their strategic planning became more efficient. This, therefore,
should secure and provide financial transparency and, at the same time, reduce corruption
within these regions. The legislation was passed in late 2019 and should be completed by
autumn 2020 (Oleinikova, 2020).
There is a sense that the areas of the reform mentioned above have brought Ukraine to a
turning point. The fulfillment of its laws could improve the outlook for economic growth

and encourage locals and foreigners to invest.

1.2.3 Economy and Unemployment

Before analyzing some of the key domestic economic factors, it is important to familiarize
oneself with some general facts and figures concerning the country itself (Kupets, 2006).
Ukraine’s population consists of over 43 million people. Area-wise, it is the second largest
country in Europe, after Russia. Its strategic position is often used as the cross border

between European and Asian markets. Ukraine consists of many ethnic groups, including
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73% Ukrainians, 22% Russians and 1% Jews and others. The official language of the
country is Ukrainian, although Russian is also widely used. Ukraine is considered to be a
highly educated country,98% literacy rate (Ukraineinvest, 2019).

Its strategic position in Europe, population and natural resources are pillars of hope for
economic growth among foreign investors, political leaders and Ukrainian citizens, a fact
which is reflected in the table below:

Table 2 Economic indicators Ukraine

Main Indicators 2017 2018 2019
GDP (piltions usD) 2 686 3120 3678
Inflation Rate (%) 14,5 11 79
Unemployment Rate 9,5 9 8,5

(% of the Labour Force)

Source: Generated according to the information of the State Statistics Service of Ukraine, 2020

In general, Ukraine presents itself as a reliable, low-risk investment country. Even though
the conflict in eastern Ukraine strained relations with Russia and hurt the economy, some
signs of stabilization since 2016 could be seen. According to the IMF (2017) , the country
has made positive steps towards improving corruption, healthcare and the jurisdictional
system described above (IMF, 2017).

Since 2017, the Ukrainian economy has shown positive development of the GDP.
According to the IMF, the country recorded a growth of 3.2% of its GDP in 2019, which
is slightly lower than in 2018 (3.3%). Still driven by domestic demand, household
consumption represented almost 70% of the GDP.

Due to the outbreak of COVID-19, which affected the unemployment rate and prolonged
the reforms in healthcare, to name only a few consequences, the GDP in 2020 is expected
to fall to -7.7%.

Inflation rose from 11% in 2018 to 7.9% in 2019 and is expected to continue to decline in
2020. These numbers show positive development, considering the fact that in 2015, shortly
after the annexation of Crimea and the economic crisis associated with it, the inflation rate
reached almost 50% (IMF, 2020).

As can be seen in the table above, Ukraine’s unemployment rate has fallen to 8,5% in 2019

from 9% in 2018. This number is expected to be even higher by the end of 2020 due to the
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effects of the Coronavirus pandemic. It is important to point out, however, that these
numbers do not fully represent the real unemployment level as the majority of unemployed
people in Ukraine do not necessarily report their status to the government, as there are
neither significant benefits nor fines for doing or not doing so (IMF, 2020).

Nevertheless, one could expect that increased FDI inflows are important in developing
countries as they help to create more jobs for both skilled and unskilled labor, which as a
consequence might reduce the unemployment rate (Habib & Sarwar, 2013).

1.3 Importance of FDI in Ukraine’s Economy

Over the last few decades Ukraine has experienced acute political, security and economic
challenges - from public discontent over fundamental governance failures, deep-rooted
corruption which resulted in the Maidan revolution to urgent changes in the government
and revolutionary reforms. Over the past few years, Ukraine has also lost control over parts
of its territory and the ongoing military conflict in the east of Ukraine put even more
pressure on the economic and commercial relationships with the rest of the world. These
changes forced the country to rethink and improve its international relationships in different
fields (Getzner & Moroz, 2020).

In 2014, the Free Trade Agreement was signed with the European Union allowing Ukraine
to modernize its economy, introduce laws and regulatory procedures, which were supposed
to reduce barriers to imports and exports between European countries and make Ukraine a
more attractive investment destination (Kuzio, 2008).

Furthermore, Ukraine has made some progress in improving its economic institutions and
implementing long delayed structural reforms to improve the business environment by
reducing corruption and modifying the baking system (D’Anieri, 2016).

While some companies consider Ukraine an attractive place to invest, others still view it as
a risky country to do business in, due to its incomplete transformation to a full-fledged
market economy, which is undermined by a constantly high level of corruption, weak
institutions, and court system (Getzner & Moroz, 2020).

In order to fulfill its economic aspirations and become an attractive country for foreign
investors, Ukraine’s economy needs to focus harder on benefits from trade and integrating
into the global economy (Getzner & Moroz, 2020). This aspect is also supported by the
calculations of the world bank (World Bank, 2017)
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which claims that if Ukraine does not continue to take action and will only rely on the “old
model of growth”, it will take almost fifty years to reach the current levels of income of its

neighboring country Poland, as it can be seen in the figure 1 and 2:

Figure 1 Average annual GDP per Capita Growth 1998- Figure 2 Years needed to close the Income Gap between
2017 in percent Poland/Germany and Ukraine
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Here, it is important to point out the significance of continuing to facilitate reforms that
promote FDI as a factor contributing to economic growth. The importance of direct
investment for countries in transition is not only widely accepted in literature (Hardt &
Kaiser, 1995), but is also supported by the experience of certain developing countries such
as Malaysia, Singapore, Taiwan and Thailand, which achieved fast and lasting economic
growth thanks to foreign investment in their economies (OECD, 1998).

This chapter gives a brief overview of the current situation of FDI regulations in Ukraine
to help identify the specific gaps and areas for potential improvement. It also focuses on
the current state of FDI inflows in Ukraine. The chapter concludes by explaining what is

holding Ukraine back from attracting more FDIs and how to boost its economic growth.

1.3.1 FDI Legal Regulations

One of the most important issues for potential investors in any new market is the stability
of the domestic legal and political systems when it comes to the protection or enforcement
of rights. Between 2014-2016, Ukraine implemented a wide range of reforms to improve
its investment environment. Some of them include signing an Association Agreement with
the European Union, which came into effect in January 2016 or other initiatives focusing
on reducing administrative burdens and bribery, tax reforms, as well as the establishment
of a Business Ombudsman institution, which was created right after the Maidan revolution

in 2014 to improve the investment climate (D’ Anieri, 2016).
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Nevertheless, corruption still remains a serious challenge for foreign investors as well as
the inadequate enforcement of anti-corruption legislation, which makes it difficult for
foreign direct investment to understand the “rules of the game” and enlarges the risks
associated with doing business in Ukraine (Egger & Winner, 2006).

This chapter gives a brief overview of the legal framework for FDI in Ukraine, particularly
in regard to investment policies, access to property, privatization and other international
agreements. Various gaps and inconsistencies which need to be consolidated will also be
presented.

Setting up a business in Ukraine as a foreign investor can be done in different ways. The
investor can choose between the following business structures: limited liability companies,
joint stock companies, foreign legal entities, representative offices, joint ventures, and
individual businesses. The choice of the right legal form depends on the specific situation
and the investor’s business needs (OECD, 2005).

A major piece of legislation providing protection and guarantees for foreign investments is
incorporated in the “Law on the Regime of Foreign Investment”, which contains the
following statements (Decree of Cabinet of Ministers, 1993):

e Protection against changes in foreign investment legislation for a period of 10 years
after their introduction (Article 8 of the Commercial Code)

e Protection against nationalization, with the exception of emergency measures (e.g.
national disasters or epidemics) and only if based on the decision of the Cabinet of
Ministers of Ukraine. In case of nationalization, a foreign investor must be
compensated in the currency in which the investment was made or in any other
currency acceptable for the investor. Decisions on the requisition of foreign
investment and compensation may be appealed in court (Article 9)

e Guarantee for compensation and reimbursement of losses resulting from the action,
the omission of the action or improper performance by the state or municipal bodies
(Article 10)

e Guarantee in the event of the termination of investment activity to remit the
revenues and withdraw the investment without paying export duties within six
months after the termination of the investment activity (Article 11)

e Guarantee of repatriation of profits after the payment of taxes, duties, and other

mandatory payments (Article 12)
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The inadequate enforcement of existing legislation due to insufficient administrative and
technical capacities of the responsible agencies and institutions still remain to be the major
concern of foreign direct investors. As various agencies and individuals from different
governmental levels need to be involved in the process of law implementation, a lack of
harmonization and a risk of corruption is almost a given (Kokorina, 2008). Improving the
quality of the public service is the first key step to ensure a transparent and reliable system
for foreign investors. In 2015, experts from EU-OECD provided Ukraine with
methodological support and recommendations of how to proceed by introducing systematic
competitive recruitment procedures, a transparent remuneration system as well as bonuses
based on individual performance (OECD, 2015).

In recent years, Ukraine has made some major progress in “registering” property, but
according to the World Bank and its studies on “Doing Business”, Ukraine still lies far
behind average European countries (World Bank, 2020).

Another important issue for foreign investors is the law of expropriation. Even though there
have not been a lot of cases in Ukraine, it is still perceived to be a major political risk for
foreign investors, as it puts them in the position where the state must be compensated
quickly. Another important factor which deters potential foreign investors from investing
in Ukraine lies in the privatization law. In Ukraine, a significant number of companies are
owned by the state, which is considered to be the largest enterprise owner. Nevertheless,
those companies are generally not operated well, as they are organized as “unitary
enterprises” (a form of corporation without full legal personality which, among other
things, does not have ownership of all its assets and does not have a board of directors).
This reduces the competitiveness among other companies due to a lack of transparency and
proper auditing standards, not to mention corruption. Due to the SOE Reform Action Plan,
corporate governance of such companies might be improved by providing OECD
Guidelines which focus on a more transparent and competitive, clear procedure of
privatization. The State Property Fund of Ukraine has also put some measures into effect.
These include hiring privatization advisors in leading investment banks to provide
technical assistance in the privatization of certain large SOEs (OECD, 2019).

To fulfill these guidelines and “stick to the rules” is quite important to open the market for
foreign investors and make it possible for them to invest in Ukrainian companies, which in

turn, will result in knowledge-spillovers.
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Another important factor which makes it difficult to do business in Ukraine may be
attributed to the high level of corruption in the public procurement (Cieslik & Gurshev,
2020). Even though legislation on public procurement has been amended many times in
recent years, the effect on the levels of corruption was still minimal. In the previous four
years, the abuse in tenders for public procurement has led to a reduction of the country’s
GDP by 6-7%. In response to that a number of actions have been taken, such as “e-
procurement”, introduced by the Public Procurement Law in 2014. E-procurement
provides an option to carry out procurement procedures in an electronic format to make the
process fast, easy, and transparent (Kovalchuk, Kenny, & Snyder, 2019).

Since 2016, Ukraine has had to put more than 70 investment treaties into effect. These
treaties form a part of the international investment agreements with partner countries and
provide a more suitable and trustworthy business environment for foreign investors (i.e.
protection against expropriation and discrimination or giving foreign investors access to
investor-state dispute settlement mechanisms).

Ukraine still has a long path ahead — with the election of the new president even more
treaties, guidelines and laws were provided to ensure the sustainable development of
business with foreign investors. According to economic studies, these investment treaties

might lead to more FDI flows by reducing barriers and restrictions for foreign investments.

1.3.2 FDI Inflows — status quo

Despite some administrative or legal difficulties, Ukraine still remains an attractive
investment destination for numerous reasons: the country has a large internal market,
proven agricultural potential, energy and mineral resources. Furthermore, it lies on the
crossroads of major transport routes between Europe and Asia (Cieslik & Gurshev, 2020).
Foreign Direct Investment is undoubtedly an important factor in stimulating further
economic growth in Ukraine. According to UNCTAD’s World Investment Report 2020,
Ukraine experienced a FDI stock decline in 2018 which is combined with the ongoing
conflict in the Donbas region, political instability as well as capital account restrictions
(UNCTAD, 2020). As a consequence, Russia, one of the main foreign investors in Ukraine,
has withdrawn its assets causing an overall drop of FDI inflows. Nevertheless, the
Ukrainian government has been undergoing some positive changes by actively engaging
in reforms and making the country an easier place to do business. In June 2018,

a new more transparent law was put into effect, ranking the country 64" in the World
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Bank’s Doing Business Index (a seven-fold rise compared to the previous year).
As a result, FDI flows to Ukraine in 2019 reached USD 3,07 billion which shows an
increase compared to 2018 (USD 2.35 billion).

Table 3 Foreign Direct Investment in Ukraine 2017-2019

Foreign Direct 2017 2018 2019
Investment

FDI Inward Flow (mitlion 2,60 2,35 3,07
USD)

FDI Stock (million usD) 43,250 44,339 48,906

Source: UNCTAD, 2020

The analyses by country show that Cyprus (46,4%) represents the largest investor in
Ukraine, followed by the Netherlands (26,7%). The Russian Federation with 13,3% still
remains a big player, despite the conflict, followed by Switzerland (8,1%) and Germany
(5,5%) (UKRSTAT, 2019).

Figure 3 Main source countries of FDI to Ukraine in 2019
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An analysis of the most profitable investment sectors reveals that in 2019 finance and
insurance constituted the main interests of foreign investors. The inward equity FDI stock
in this sector was worth 1,215 million USD, 45% of the value of the total equity FDI stock
in Ukraine. Also, there have been large investments in the wholesale and retail industry
(22%), real estate (15%) and manufacturing industry (11%), according to UKRSTAT
(2019).

Figure 4 Inward FDI flow by sector and industry in 2019
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Over the past years, the IT sector, agriculture, and automotive industry have witnessed the
most growth, encouraging local and foreign investors to invest more in Ukraine. For
instance, the Ukrainian IT industry has experienced a significant 40-fold increase over the
last fifteen years, from $110 million in 2003 to about $4.5 billion in 2018, achieving an
impressive cumulative average growth rate of 25% (UKRSTAT, 2019).

Historically, Ukraine has been a center for software development, technology solutions for
data analysis and processing. A key role here is played by the level of technical skills,
offering a high level of innovation technology in the area of Artificial Intelligence, Cyber
Security, Big Data Analytics, Blockchain, and FinTech, making Ukraine one of the most

important investment destinations in Central and Eastern Europe (Skavronska, 2017).
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The agricultural sector appears to be another “export powerhouse”. Over the past 10 years,
agro and food exports grew by 13% on average. With its attractive land rent prices,
extremely fertile soil, competitive wages and logistics, the agricultural sector continues to
be a key sector for investment (Skavronska, 2017).

The automotive industry offers another vast and sustainable opportunity for foreign
investment. For many years, Ukraine has served as a supplier location for the German
automotive industry. Due to its geographical location, skilled workforce and developed
infrastructure, more and more foreign manufacturers from Japan, Austria or France are
transferring their production capacity to Ukraine, which helps the sector improve and
provide a stable business environment for future investors (Ukraineinvest, 2019).

The fashion industry is yet another promising sector for investment. Over the past years,
numerous global fashion brands such as Hugo Boss, Marks & Spencer, Tommy Hilfiger
have opened production facilities in Ukraine (Ukraineinvest, 2019).

Furthermore, the pharmaceutical sector represents one of the most growing and crisis-
resistant industries in Ukraine’s economy. Here an enormous investment opportunity is
provided by purchasing existing players or building cost-efficient new complexes in
Ukraine (Dorovskoi, 2014).

On the whole, it may be noticed that despite Ukraine’s substantial decline of inward FDI
stock in 2018, the international business environment could still be improved by bringing
increasing FDI inflow numbers in 2019. With more and more reforms in the pipeline,

Ukraine’s economy and future prosperity is finally not looking bleak.

1.3.3 What is holding Ukraine back and how to move forward?

In the past quarter of a century Ukraine has undergone three enormous transformations —
economic, social, and political. It went from being part of the Soviet Union to becoming
an independent nation. Its turbulent past was filled with civil wars, occupations, and the
loss of territory in the east. All these challenges have been creating barriers for the internal
economy to stabilize and prosper. Although numerous measures and reforms were
implemented successfully and one could see improvements in market institutions and
private property rights, Ukraine’s economic transformation to a full-fledged market
economy remains incomplete as the state remains an important player in the economy due

to its ownership of productive assets. This leaves many segments of the economy distorted
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and complicates the access of foreign investors to Ukraine (Brown, Earle, & Telegdy,
2006).
Nevertheless, Ukraine has a significant potential for growth. With its intelligent
entrepreneurs, extraordinarily fertile soil and considerable natural resources, Ukraine has a
profound basis for becoming a prosperous country. Ukraine’s goal for the next few years
should not be to achieve high growth, but rather to provide both domestic and international
investors with equal opportunities. For instance, between 2000 and 2008 Ukraine grew
more than 7 percent per year, but this growth proved to be unsustainable as it was mostly
based on credit expansion and inefficient management, which, as a consequence, resulted
in even more difficulties for Ukraine as far as accessing new credit is concerned
(Kharlamova, 2014).
According to the Commission on Growth and Development, sustainable growth can be
achieved by

- Long-term commitments by political leaders

- Pacing investments (public and private)

- Integration into the global economy by providing a favorable business environment

for investors abroad.

This will, first of all, require the high productivity of the internal economy, stronger
domestic institutions and a strong trustworthy court system that will ensure compliance
with the law (Cieslik & Gurshev, 2020).
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2 AIM AND CONTRIBUTION OF THE THESIS

According to Kothari (2004), research about a certain topic is carried out because of the
intrinsic desire to find solutions to an existing problem. In order to do so, the researcher
looks for systematic techniques to find hidden facts to find answers to a research question.
This chapter describes the initial aim of the research, gives an overview of the objectives
as well as points out of how the research will make a theoretical and practical contribution.

2.1 Aim

The primary aim of this study is to examine the challenges, risks, and opportunities which
Ukraine might face while attracting FDI. The thesis also aims to examine the risks and
opportunities for investors. As there are numerous examples in literature that confirm the
importance of FDI in Ukraine’s development (described in the theoretical framework), this
thesis aims to find out what Ukraine can do to attract more FDI in the future.

2.2 Objectives

In order to reach the aforementioned aim, it is worth listing the following objectives:
Obijective 1: to describe and understand FDI theories

Obijective 2: to describe Ukraine’s economic and political situation

Obijective 3: to describe the status quo of the current FDI in Ukraine

Obijective 4: to find out about the challenges and risks for the investors

Obijective 5: to find out about the challenges and risks for the country

Obijective 6: to find out about the opportunities for the investors

Obijective 7: to find out about the opportunities for the country

Obijective 8: to find out how Ukraine can eliminate the risks and provide strategic solutions

to attract potential foreign investors

2.3 Research Questions

While many studies exist on how FDI can affect economic growth in Ukraine, so far, no
studies were performed to examine what challenges, risks, and opportunities the foreign
investor of different sectors face while investing in Ukraine. Since literature claims that

having an investor-friendly environment and attracting more foreign investors will help the
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economy in the host country to flourish, it is also necessary to describe the strategies that
could help make Ukraine more attractive to foreign investors.

The lack of detailed information about the activities and strategies on attracting FDI in
Ukraine raises the following main research question this dissertation intends to answer:

e How can Ukraine attract foreign direct investments during a period of transition?
Additionally, a second key question arises on the basis of the illustrated problem statement
and the aim of the thesis:

e What challenges, risks and opportunities might Ukraine and Foreign Direct

Investors face during this process.
In order to answer the question, the following steps will be taken into account to provide a

strategic approach:
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2.4 Theoretical and practical contribution

Another important aim of the study is to contribute theoretically and practically to already
existing information.

As this thesis concentrates on Ukraine in particular, the research aims to contribute to FDI
literature related to the Ukrainian market and show that the general challenges and
opportunities of FDI are different for every country. The theoretical contribution is also
provided by examining a number of updated issues and events, such as COVID-19. An
explanation is also given of why it matters to move forward and what was holding Ukraine
back so far.

Furthermore, this research aims to build a detailed conceptual framework that provides an
understandable explanation of the kind of risks and opportunities investors encounter when
entering Ukraine. The framework will be established through an analysis of existing
literature and factors which will transpire from the in-depth interviews.

The practical contribution will be derived through examining a number of issues considered
by investors before entering the Ukrainian market as it will imply useful policy
implications, offering guidelines on how to liberalize FDI regimes and a congenial climate
for attracting FDI.

Through a thorough evaluation of existing challenges, risks and opportunities for both
sides, investors and Ukraine, this thesis aims to examine the strategies for attracting foreign
direct investment to the country, which consequently will contribute to economic

development, social expansion and enhancing the country’s economic development.
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3 RESEARCH METHODOLOGY

In this chapter the research methodology for the described problem is presented. This
includes explanations of why the chosen method was selected, how the data was collected
and evaluated.

In order to explain the methodology systematically and illustrate the various stages of the
research, the Research Onion Framework (Saunders, Saunders, Lewis, & Thornhill,
2011) was used.

Figure 5 The Research Onion
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According to Saunders (2011), the researcher must pass through stages such as Philosophy,
Approach, Strategy, Choices, Time horizons, Techniques and procedures when developing
an effective methodology and meet ethical standards for the research. This will help the
reader understand the initial thoughts of the researcher and justify the decision why a
certain methodology was used to examine the research question.

In addition to the work of Saunders et. al. (2011), in his work Crotty (1998) separates the

stages and categorizes them into “theoretical perspective” and “epistemology”, which
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makes it easier to justify the choices of the researcher, due to the fact that theoretical
perspective, methodology, methods are all closely related.

Due to the internal guidelines and rules, this chapter explains the research methodology in
further detail in the subsequent subchapters.

3.1 Research Philosophy

According to Saunders et al. (2011) Research Philosophy refers to a set of beliefs
concerning the nature of the reality being investigated. It has to do with the assumptions
and expectations the researcher has and furthermore will determine which research strategy
and method to use. This can be examined in terms of positivism, realism, interpretivism
and pragmatism.

e The Positivism Philosophy refers to the importance of what is “posited”, which
means “given”. This focus on a strictly scientific empiricist method is backed by
pure data and facts, uninfluenced by human interpretation or bias (Crotty, 1998).
For the purpose of this study, the collected literature and data led the researcher to
the conclusion that Ukraine, as a transition country, needs to attract more FDI. The
empirical research on that was done in the chapter providing the theoretical
framework, where the importance of FDI in the Ukraine’s economy was described.
The existing theories about challenges, risks, and opportunities for both sides - the
country and the investors- were furthermore described in the literature review to
help formulate the hypotheses and test whether they can be applied to the case of
Ukraine. It is important to mention here that while doing so, the researcher needs
to dissociate himself/herself from personal values and meet the assumptions based
on the existing data (Crotty, 1998).

e The Interpretive Philosophy is the opposite to the above-mentioned research
philosophy as it deals with the interpretation of the behavior of humanity rather
than the reality of the problem (Kelemen & Rumens, 2008). This philosophy cannot
be adopted to this research, as it does not aim to interpret why FDI matters to
Ukraine, but rather to examine what real barriers and opportunities exist and how

the country can attract more FDI to help the economy prosper.
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e The Realism Philosophy is based on the principles of positivist and interpretivist

research philosophies and occupies a middle ground between these two positions.
The reality here is the most crucial philosophical consideration (Reed, 2005).
The purpose of this research is to study the barriers and opportunities faced by
foreign investors and the host country as well as to find out about strategies, which
would attract more FDI to the country. This kind of study corresponds with the
Philosophy of Realism as it evaluates real situations. In order to evaluate the real
situation, the researcher conducted in-depth interviews with selected respondents
to obtain their own opinions and views on the current investment climate in Ukraine
— which is a part of the realism philosophy. The result of the comprehensive
interviews conducted indicates that the researcher gathered different opinions on
the situation which are sufficient to predict potential risks for potential future
investment which helps to create strategies to prevent them from happening. This
kind of Research Philosophy is often used by business and management researchers
when different methods and concepts are applied to investigate a certain problem
(Wikgren, 2005).

e The Pragmatism Philosophy stresses that concepts are only relevant where they
support action. Its main goal is to merge both objectivism and subjectivism, facts
and values, which it does by considering theories, concepts, ideas, hypotheses in
terms of their practical consequences in a specific context, which partially is applied
in this thesis. The pragmatic approach starts with a problem and aims to contribute
practical solutions that can be put into practice (Kelemen & Rumens, 2008). This
study investigates several issues, such as barriers and risks for foreign investors and
the country, which are conducted through in-depth interviews. After the
categorization of the problems, solutions, and strategies on how Ukraine can attract

more FDI to the country are provided and can be put into practice.

3.2 Research Approach

Kenneth (2000) differentiates two different approaches of how new knowledge can be
gained: through a deductive or inductive approach.

In an inductive approach, known premises are used to generate untested conclusions. It

starts with observation and investigation in order to later construct new theories. The
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deductive approach, however, concentrates on testing new theories, which already have
been used in other studies, to ascertain whether or not the same results occur in specific
cases.

In this thesis, a combination of both approaches is applied. The reason lies in the fact that
two main research questions are investigated.

Firstly - what challenges risks and opportunities foreign investors encounter when entering
Ukrainian market and which challenges, risks and opportunities arise for Ukraine.
Secondly, given the assumption that FDI is important for Ukraine’s further economic
growth, the study investigates how Ukraine can attract even more FDI in the future.

For the first question, the deductive approach will be used. Here, the research is based on
a number of literature reviews which were used in other studies and applied to other
countries. These studies have enabled examining a number of examples which contributed
to the outcomes of this study.

The second part of the research question will be evaluated using the inductive approach as
there is not much available literature on how the barriers and risks can be eliminated. Thus,
information will derive from the same sample group of investors who were asked about
their own risks and barriers.

For the purpose of generating a new concept, open-ended interviews will be conducted
with foreign companies in Ukraine that faced difficulties when investing in the country.

The latter will be described in more detail in the chapter “research design”.

3.3 Research Strategy

Saunders et al. (2011) recognize the Research Strategy as the general plan of how the
researcher will go about answering the research questions. Bryman (2008) in addition
points out that the research strategy should serve as the general orientation to the conduct
of research.

For the research strategy, the research onion suggests different types of methodology such
as an Experiment, Survey, Case Study, Action Research, Grounded Theory, Ethnography
and Archival Research (Saunders, Saunders, Lewis, & Thornhill, 2011). Yin (2015)
suggests that the research strategy must be based on the nature of the research questions,

the degree of control a researcher has over real interactive proceedings and the level of
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modern or past events. Based on the research question described above, this thesis uses two
types of methodological approaches: The Case Study and The Grounded Theory.
According to Robson (2002) a Case Study is defined as “a strategy for doing research
which involves empirical investigations of a particular contemporary phenomenon within
a real-life context using multiple sources of evidence”.

As the main objectives of this research is to study the risks and opportunities of FDI and
Ukraine, the definition of a Case Study serves as a suitable methodology for it. It also helps
to answer the questions “What?” and “How?” which were addressed in the aim and
contribution chapter of this thesis. Furthermore, the literature review and semi-structured
interviews are in line with the documentary analysis which is used for the evaluation of the
problem statement and answering the research questions (Robson, 2002).

The last reason for choosing the Case Study as one of the types of methodology is also
because it helps to challenge the existing theory. This study applies this method by
gathering data from the interviewees, linking and comparing it with the existing data to
evolve the final findings (Robson, 2002).

Another strategy used in this study is the Grounded Theory.

According to Glaser (1992), a Grounded Theory is defined as “a general methodology of
analysis linked with data collection that uses a systematically applied set of methods to
generate an inductive theory about a substantive area”. As not much literature exists on the
second part of the research question, namely how Ukraine can attract foreign direct
investments during a period of transition, the Grounded Theory, as defined above, is in
agreement with the aim of this research question which helps to develop a new theory based

on the experiences, assumptions and the estimates of foreign investments in Ukraine.

3.4 Research Design

According to Remenyi et al (1998) the research design should deliver the general course
of the research, including the research procedure and explanation concerning why the
specific method was chosen.

The purpose of this study is to investigate challenges, risks, and opportunities for FDI and
Ukraine as well as to find out how Ukraine can attract more foreign investors in the future.
In order to answer the research questions, the dissertation is based on a literature review as

well as an empirical study.
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To create a fundamental theoretical basis, the first part of the study consisted of a literature
review of the theoretical concepts surrounding FDI as well as the Ukrainian economy. The
resources are taken from academic literature including topic-related books, scientific
journals, and reports. The focus is placed on answering the research questions which
pinpoint the specific problem and lead to the enrichment of the existing knowledge base.

Furthermore, primary research contributes to dealing with practical findings on this
problem-related issue. In order to answer the research questions, qualitative methods are
applied, using in-depth interviews with foreign investors in Ukraine. The reason for using
a qualitative method is to obtain authenticity of the issues at hand which cannot be obtained

via a statistical and numerical analysis applied in quantitative research (Berger, 2010).

3.5 Qualitative Data Analysis

For the purpose of answering the research questions, the qualitative method is applied. The
main aim here is to conduct a wide range of interviews with respondents who have
substantial knowledge about FDI in Ukraine and can give constructive feedback on what
needs to be improved.

As an alternative research method, a questionnaire could have been used as well. With the
help of a survey software, quick results could have been provided, which would have saved
time and energy. However, as the purpose of this study and the mentioned research
questions requires a deep analysis of critical issues, the in-depth interviews appeared to be
more suitable. Another reason for not choosing a questionnaire is also that it requires
contacting a large number of participants in order to have a good representation, which
poses some difficulties, especially when it comes to the recruitment of participants as the
accessibility and availability of participants was already an issue in recruiting for the in-
depth interviews. In order to maximize the time and efficiency and due to the nature of the
research question, the researcher concentrated only on the qualitative approach.

In-depth interviews enabled examining the major challenges, risks, and opportunities for
the existing FDI and for the country as well as gaining a deeper understanding of what is
necessary to attract more investors in the future. The interviews, moreover, allowed a
discussion with the interviewee instead of simply obtaining short, closed answers. Zhang
and Wildemuth (2009) support this kind of research stating that qualitative data analysis

gives an integrated view of a specific topic and helps combine speakers’ opinions. This
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method also made it possible to enhance and combine the gathered data with the existing
literature to deliver the results at the end.

After the interviews are conducted, the data and responses of the interviewers need to be
analyzed.

The purpose of data analysis is to transform the collected data into observations and
findings. While in quantitative research there is a range of standardized ways of analyzing
data, the situation is different in qualitative research. Even though a variety of analysis
strategies exist, no clear rules are provided on how the data should be in this form of
research (Mehmetoglu, 2016). However, according to Mehmetoglu (2016), data analysis
can be done in two steps, namely data processing and data transformation.

While data processing is based on encoding, indexing, sorting and retrieving the data,
which can be done either manually or using software tools, data transformation is
undertaken by interpreting the data and using secondary data in advance, to ensure a correct
interpretation (Mehmetoglu, 2016). Many different analytical approaches exist for both
data processing and data transformation.

The analytical part of this study is based on qualitative content analysis according to
Mayring (2010), which, due to its theory and rule-based methodology, is suited for the
evaluation of the expert interviews presented in this research.

Mayring’s content analysis is useful in summarizing large volumes of unstructured texts to
obtain the bigger picture. Therefore, content analysis is the method of choice for the
evaluation of expert interviews, which in some cases contain similar information (Mayring,
2010). Mayring divides such qualitative data analysis into four phases: 1) conducting the
interviews, 2) transcribing the interviews 3) coding the texts (categorization and
generalization of the content), and 4) interpretation.

The first phase, (conducting the interviews), was carried out between November 2020 and
February 2021 and is described in detail in chapter “Procedure”. After the completion of
the interviews, audio-records of the interviews were transcribed manually word by word,
as re-reading of the interviews contributed to a better understanding of what the participants
said. After the transcription, the third phase, i.e., categorization and generalization of the
content, took place. The purpose of this phase is to reduce material to essential content,
leave out any decorative language, and make the text consistent. Next, the content was
generalized, i.e. the essential content was highlighted and categorized according to the

main topics of the research question (Mayring, 2010).
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According to Patton (2015), the interpretation appears to be one of the most important steps
as it serves to make sense of the findings, offers explanations, and draws conclusions. Here
the interpretation of the data was provided, using the formed categories from phase three,
i.e., comparing and adjusting the results gained from the literature research (Mayring,
2010).

3.6 Procedure

The interviewees were sourced via a Google search using keywords such as “FDI in
Ukraine”, “Companies investing in Ukraine” etc. This helped to make a list of foreign
investors in Ukraine that were later contacted via Linkedin. Apart from investors,
employees whose position was mentioned on LikedIn and (e.g. “New Market Manager”,
“Foreign Direct Investor” etc) were also contacted. The social media channels, such as
Facebook served as a source of recruiting interviewees. Furthermore, the search was
expanded through contacting organizations and incubators of foreign investment in
Ukraine, such as Ukraineinvest.com.

The contacts found on the Internet were asked via e-mail or Linkedin to participate in the
interview. The messages included a brief description of the project and the research
questions and the personal motivation for researching this topic. Interviewees were invited
to voluntarily contribute and were not forced or manipulated to participate in the process
in any way.

The interviews started at the end of November 2019 and lasted until the end of February
2021. They mainly occurred on-site, but occasionally were carried out via Skype. Each
interview lasted between 30 and 60 minutes. Interviews were conducted in English, or, at
the request of the interviewee, in Russian or Ukrainian and later translated into English.
Prior to commencing the interviews, the interviewees were asked to give their permission
to audio-record the interview. To ensure confidentiality, participants were asked to give
permission to use their organization’s name in this research.

Each of the interviews was carried out individually to avoid any kind of bias. The same
questions were asked to each of the interviewees for comparative purposes.

During the interview, it was important to keep the questions open, so that the interviewee
had the possibility to express his or her opinion widely and at length. Additionally, an

interview guideline was used, which helped to keep the focus on the research topic, but still
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allowed for related and interesting elements to arise during the interviews. The introduction
began with a quick overview of the topic of the PhD thesis and the research questions.
After the introduction, the interviewee was asked to introduce himself/herself as well as
their position within the social organization.

The second part of the interview concentrated on their investment activities in Ukraine, the
challenges, risks, and opportunities they had while entering Ukrainian market. They were
furthermore asked to mention what in their opinion helped Ukraine or was advantageous
for Ukraine as a host country. In other words, they were asked to explain how they think
their investment helped Ukraine’s economy. Another important part of the questionnaire
concentrated on the strategies and what in their opinion Ukraine as a country could have
done or can do to provide a friendlier environment for foreign investors in the future. The
questions asked in the interviews are provided in the appendix.

During the interview, paraphrasing was used to check whether the information was
understood correctly, so that any misunderstandings or inconsistencies could be avoided.
Even though the respondents were also available after the interview for further questions,
additional interviews were not conducted.

All 25 interviews were audio-recorded and later transcribed to allow necessary coding and

evaluation.

3.7 Sample Selecting

Investigating current challenges, risks, and opportunities for Ukraine and FDI as well as
finding out about the strategies Ukraine might use to help future or current investors to
enter the market requires meeting selected respondents who have knowledge about the
topic. Since priority was given to the content rather than the sectors the investors operate
in, interviewees from different sectors were chosen. This method was selected in
accordance with Mack et al. (2005) who states that it is not compulsory to gather
information from every individual in the same area or economical sector. It was thus more
important to find respondents from various sectors who are working or familiar with the
process of foreign investments in Ukraine, regardless of whether they represent the
population or number of FDI on the Ukrainian market. This technique, which is called
“Homogeneous Sampling”. Glaser & Strauss (1967) also helped researchers focus more

on the contents of the study and reduce the time and effort invested in the research.
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The 25 interviewees who participated in the interviews work in different sectors and
companies and have a profound knowledge of FDI in Ukraine. They were either founders,
co-founders or supported and worked in the process of investment in Ukraine. The
interviewees were between 30 and 70 years old. To ensure anonymity, the participants used
generic names such as Participantl, Participant2 and so on. All 25 organizations were not
related to one another and operate in different sectors such as the bank industry, retail,
media, agriculture, and the consulting sector.

The following table shows the name, position of the participant as well as the associated
sector and company. Organizations which did not wish to be mentioned in this thesis were
marked as ‘organizationl’.

Even though the company of the interviewees are mentioned here, the opinions which were
given by the interviewees concerns only their own opinion and do not represent the

company as whole.

Table 4 Overview of the participants

Code | Participant Position Industry Company
P01 Anonymous Anonymous Agricultural Anonymous
P02 Anonymous Anonymous Anonymous Anonymous
P03 Stefan Global Deputy | Retail Ikea
Vanoverbeke Retail Manager
P04 Victor Chief Financial KredoBank
Halchynskyy communications
officer
P05 Yuriy Antonyuk | Manager IT Pentegy LLC
P06 Anonymous Anonymous Anonymous Anonymous
P07 Petro Rondiak Head of the Automobile Winner Group
Management Ukraine
Board
P08 Lars Vestbjerg General Retail Sika Footwear
Manager
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P09 Radostin Popov Chief Business | Maritime P&O Maritime
Development Logistics
Officer
P10 Yuriy Rylach Head of Tobacco International
Government tobacco company
Affairs
P11 Anonymous Anonymous Anonymous Anonymous
P12 Andy Hunder President International American
business Chamber of
association Commerce in
Ukraine
P13 Anonymous Anonymous Anonymous Anonymous
P14 Serhii Kolodii Macroeconomic | Financial Raiffeisen Bank
analyst Aval
P15 Anonymus Anonymous Anonymous Anonymous
P16 Anonymous Anonymous Anonymous Anonymous
P17 Artur Boyko Head of Public Zaporizhzhya
Department of services Regional State
External Administration
Relations and
Foreign
Economic
Activity
P18 Anonymous Anonymous Anonymous Anonymous
P19 Roman Partner Financial InVenture

Kantarovskiy

Investment Group
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P20 Ivan Dyshliuk Investment Financial Soul Partners
Banker
P21 Dimitar Bogov Regional Lead Financial EBRD
P22 Andriy Chairman of the | Maritime Ukrainian Sea
Gaidutskiy Supervisory Ports Authority
Board
P23 Sergey Fursa Fixed income Financial Dragon Capital
Sales
P24 Serhiy Partner Financial Baker McKenzie
Piontkovsky
P25 Vitalii Stukan Investment Financial FinPoint
Banking
Analyst

Source: author’s graph

The researcher aimed to conduct between 20-30 one-on-one interviews. This number
derived from the study of Bryman (2008), who suggested the minimum number of
interviews should be between 20 and 30. Mason (2010) furthermore reports the range for
the interview-based qualitative studies between 1 to 95, while the mean is 31 and median
28. Keeping that in mind, the aim was to keep gathering data until the saturation was
achieved, which for this study meant the 25" interview. Conducting another round of data

collection would have caused an overrun in the time frame assigned for data collection.

3.8 Reporting the Data

To reach an outcome and result, the study applied the data from the in-depth interview and
analyzed it through the prism of already existing data, such as published reports, which will
be presented in the Discussion section. This method agrees with the suggestions by Johnson
and Onwuegbuzie (2004), who state that the diversified method design does not necessarily
have to have specific rules or limitations and can be designed in various ways.

To ensure the credibility of the research findings, different test methods were used.

Denscombe (2008) for example emphasizes the importance of having a homogeneous
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group of interviewees, to overcome the bias of the gender, age, ethnicity of the interviewer,
as this fact can affect the reliability and quality of information people are willing to provide.
To avoid this bias, different participants ranging from foreign investors, government
official, independent consultants were interviewed to create the balance among the various
groups. Also, the researcher interviewed different investors from diverse sectors to obtain
more answers and opinions. This method of Self-Disclosure” enabled the validity of the
research and ignored any biased answers or opinions. This method is also supported by
Gomm (2004), who states that “facts” are always socially formed and can influence the
respondents to answer in certain ways which they would not do in normal circumstances.
To minimize the level of participant error, appointments were arranged with the
participants in advance, so that the time and place were convenient for the respondent and
the respondent did not feel any pressure to answer quickly. The findings in the next chapter
are organized in the way that they follow the sequence of the research question in an
attempt to answer them.
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4 PRESENTATION OF FINDINGS

In this chapter, all the findings from comprehensive interviews with company
representatives are presented and examined in detail. These include the motivational factors
for foreign investors to invest in a transition country such as Ukraine as well as the
challenges, risks and opportunities both parties might encounter during the FDI process.
Moreover, strategies and suggestions on what is needed to attract more FDI in future are
also discussed.

4.1 Motivating Factors for Investment in Ukraine
The questionnaire used in the interview consisted of two parts — the first included questions
on the motivating factors for investment in Ukraine and the process itself. When asked
about the process of FDI, most participants concluded that it depended on the company and
the sector in which it operates.
In general, the participants agreed that the most common way to invest in a foreign country
would be the horizontal way, i.e., funds are invested in an already existing company which
belongs to the same industry as that of the FDI investor.
“Obviously, the process differs from company to company, depending on the reason
it decides to establish itself in Ukraine” (P18).
As the participants were from different sectors, their process varied from opening a
subsidiary in a foreign country, acquiring a controlling interest in an existing foreign
company or merging with a local company to create a joint venture and share the know-
how and infrastructure with each other.
Participant 22 answered the question by defining and naming four areas of potential
investment in Ukraine.
“I think there are three to four different types of investors: the ones who operate or
coordinate decisions with Ukrainian companies that already exist in Ukraine. An
example of such a company is Coca Cola. The others cooperate with embassies,
Ukrainian investment offices and local or state administration” (P22).
The other participants explained their experiences with the FDI process as follows:
"The process was straightforward. We were a private equity company in the
agriculture sector that had money and was just waiting for the right time to invest in

a company, which had already been operating in Ukraine for many years" (P01).
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"The parent company was founded in Poland and then in 2005, it entered the
Ukrainian market by setting up a subsidiary™ (P05).
"Ukraine was chosen because other Danish investors were already established in
Lviv and the area. We set up a daughter Company of the Danish Mother Company"
(P08).
"We had been an agricultural company with a land back of about 70.000 hectares in
Ukraine when we decided to merge with another company that possessed 50.000
hectars, which means that we are currently own 130.000 hectars"” (P01).
The decision to invest very often followed similar business process analysis steps:
"I think the process is quite similar in every country; first of all, you assess the risk
portfolio of the country, its potential market opportunities as well as the absence or
presence of the resources you need — be it human or financial. The process needs to
be meet international standards™ (P16).
“I witnessed investors who were just looking to expand in order to base their
production somewhere in Europe or the EMEA region. They would first of all check
the business they considered merging with, the political environment, auditors and
acquisition possibilities™ (P18).
Some of the participants were responsible for the process by themselves, while others
received support from external bodies.
"l came over to Ukraine at a very young age with very limited funds, so it was pretty
much a startup on a tight budget™ (P02).
"In Ukraine we have different organizations that can help companies understand
the legal system and advise them as to the proper process™” (P17).
The participants of the study agreed that the motivation for foreign companies to invest in
a foreign country are quite similar and are as follows: saving capital, making a profit and
being successful in their field as well as standing out from the competition (P17, P18, P20).
When it comes to the question as to why investors would choose Ukraine in particular, the
participants believe that Ukraine offers many opportunities and investment incentives.
While the motivation of some investors was purely economic, others based their decision
to invest abroad on the knowledge of the country and the background of the owner.
"We knew both Ukraine and agriculture very well and we believed that the country

had huge potential in that sector” (P01).
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"The motivation was driven by the background of the owner who was Ukrainian.
We visited Ukraine and immediately had the feeling that we wanted to build
something great there for the long term™ (PQ7).

A significant number of investors chose to do business in Ukraine due to its centrical
location. The country is located at the intersection of Europe and Asia, which allows
investors to access foreign markets, e.g., in Russia or China, quite easily. It, moreover,
offers access to the Black Sea and several other ports that can service large vessels (P08).

"...not too far from Denmark, a similar mentality and few cultural differences"”
(P08).

"Ukraine is a gateway to trading with Russia, China and Europe. Ukraine has has
various trade agreements with the European Union, enabling export to its member
states and other countries in the world"” (P16).

In addition, the proximity to the supplier appeared to be one of the motives of investing in
Ukraine.
"If the company works with Ukrainian suppliers, it will establish a company there
to be closer to the supply chain and the market where it operates” (P18).
The size of the country as well as the size of the market where investors would operate
played also plays quite a big role in the decision-making process (P03, P10, P17, P18,
P20). According to the participants, a large market is necessary for the efficient utilization
of resources and exploitation of economies of scale.

"For lkea, Ukraine is the last big market where we are not present™ (P03).

"It’s a big country, with a big market and not all the areas of production or services
are covered by national companies. So, there are many areas where investors can
enter and work in" (P17).

"I work in the banking sector. We went to Ukraine, because it’s a huge market with
approximately 50 million inhabitants, a lot of retail banks, city banks etc..." (P18).

Ukraine, as a FDI destination country does not only offer its convenient location, but it also
convinces some of the investors with its potential to grow in the future and quickly develop
new infrastructure. The participants agreed that when choosing the right country to invest
in, one of the most significant factors they have looked at was the progress of the country
overall (P13, P02).
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"At that time, Ukraine was number 3 or 4 as far as global export was concerned,
and we could see that Ukraine had a lot of potential for further growth, plus at that
time it was a very profitable business" (P01).
".... especially after the Orange Revolution, there were very positive expectations
for Ukraine’s economy, many foreign investors expected positive growth in the
future, they saw a growing market... starting from 2016 Ukraine has had
macroeconomic stability in many areas and many indicators show that that is a
good sign to invest” (P14).
The progress could also be seen through the actions, which Ukraine undertook in the past
few years.
"...Ukraine is moving towards European standards and the European policy to
protect investments and the process involved. We are not moving as quickly as we
wish, but we can still see some progress in regard to our legal systems, institutions
etc.” (P17).
Other investors were attracted by the niche markets which were not present in their home
country.
"A lot of students from America went abroad to see what kind of opportunities there
were overseas. Among Eastern European countries, cities in Ukraine seemed to
have fewer students than in Prague, Budapest or Warsaw, so | knew more
opportunities awaited me there" (P02).
"We saw a market niche for remote banking technology. i.e., Internet banking "
(PO5).
Due to the fact, that Ukraine established its independence just approximately 30 years ago,
it is considered to be a young and developing country with a prevalence of untapped
opportunities. Ukraine’s market is relatively free of competitors and full of niches.
Moreover, the economy and the regulations within various sectors are extremely flexible
and provide a lot of opportunities for foreign businesses (anonymous).
"Because Ukraine is a very young country, doing business here is very flexible and
fast” (P19).
Some investors identified other motives to invest, namely the country’s natural resource
and efficiency. In comparison to many other developing countries, Ukraine offers a skilled
and educated workforce at a lower cost. In addition, educational centers in Lviv, Odessa,

Kyiv are educational hubs for thousands of talented young people with a higher education
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who are attractive potential employees. Because the currency of Ukraine — hryvnia — has
devalued, Ukraine is considered to be one of the most competitive low-cost destinations
(P08, P13, P16, P20, P21).
"...the labor costs were very low, not to mention that many of our costs were in
hryvnia. As an exporter you always think about exchange rates and here the values
were on our side™ (P01).
"...the employees’ good skills were also one of the motivational factors to invest in
Ukraine™ (P10).
"First of all, there is a significant natural resource, namely agricultural potential,
which is one of the best in the whole world” (P16).
"Motivation can come from different sources, like securing raw materials or having
access to infrastructure like seaports, etc.” (P18).
Some of the investors entered the Ukrainian market due to the fact that their competitors
entered this market as well. This seems to be the case with participant 15 and 18.
The majority of participants believe that Ukraine is a perfect candidate for foreign
investment, and if existing systems are improved and new ones are put into place, Ukraine

will attract more FDI in the future.

4.2 Challenges and Risks of FDI

The second part of the questionnaire focused on the challenges and risks of foreign direct
investment in Ukraine. When asked “What kind of challenges or barriers did the
companies encounter before an investment and after? ”, most participants offered a general
summary rather than pointing out specific barriers or challenges.
Even though Ukraine offers a big set of opportunities, investors often experience various
challenges, which are mentioned below.
"Ukraine is a country of opportunities, but you need to know how to get benefits
within this opportunity” (P15).
Another participant highlighted:
"...Ukraine is not a one-stop-shop where you come and start working; there are a
lot of things that need to be considered"” (P22).
One of the major hurdles for foreign investors concerns weak intellectual property rights

(P01, P03, P06, P13). When investing in other countries, investors expect protection and
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clear legislation in order to have a level of predictability. Even though the protection and
execution of intellectually property rights by entities which invest on foreign territory are
secure according to the legislation of Ukraine, significant concerns remain as to the rule of
law and the ability to obey the law (P01, P02, P03, P12, P16, P18).
"According to the law, it is possible, but in practice the court will act in favor of the
interest of the parties” (P15).
Participants suspect that the reason for this might be corruption and the lack of transparency
and reliability of the judicial system in Ukraine, which remains one of the main risks and
challenges for doing business in Ukraine for foreign and local investors alike (P03, P04,
P05, P06, P14, P18).
"Rule of law is one of the biggest problems for FDI, because when investors come
to Ukraine, they want to be protected by the law” (P23).
The main problem with the rule of law and corruption is associated with the non-
transparency of further legal requirements as well as the non-predictability of the economy
overall and not knowing “the rule of the game”.
"...the problem with corruption is that you never know what is going to
happen”(P01).
The lack of a system, that protects intellectual property is not only a challenge, but it also
limits Ukraine’s ability to attract further foreign investment. Especially for investors from
the agricultural sector, the inability to purchase land for manufacturing or agricultural
production appears to be a problem. Furthermore, regulatory requirements or regulations
within a specific type of market complicate the process of investment and make it very
unattractive (P15, P18).
Some of the participants also thought that the lack of a transparent legal system and clear
“rules of game” for the investors is a result of incompetent administrators who are
responsible for drafting rules and regulations on behalf of the government. They believe
the administrators lack the knowledge to draft laws which accommodate foreign investors
(P06, P10).
"...it is fair to say that there are a lot of highly educated people in the government.
But there is also a large number of people in a lot of critical ministries that just do
not have the necessary skills, knowledge or experience to assist foreign private

companies”.
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It is worth mentioning, however, that the problematic administrative system within the
government was not an issue for every participant and some of them even had positive
experiences.
"I found the civil servant highly qualified and extremely competent and thought he
did quite a spectacular job” (anonymous).
It has also been observed that a significant number of investors who chose to do business
in Ukraine experienced “a lack of trust” not only within the juridical system, but also
among business partners, which contributed to a more difficult work environment and a
rather negative attitude towards potential future investments. This factor was linked to
either the Ukrainian culture overall or might even have to do with the country’s Communist
past.
"The way of doing business in Ukraine was totally the opposite of how things are
done in Denmark. The trend in Ukraine is “pay and we show you the results”,
whereas in Danish culture your payment is a result of respect. | believe it has
something to do with the fact that Ukrainians have been cheated too many times
and there is a lack of trust” (P0S).
“...I mean Ukraine was under a Communist regime for so many years, nobody
trusted anyone... “(P07).
While the language, culture and the mentality of Ukrainians was partially considered a
challenge (P19), other investors experienced the opposite:
“...I wouldn’t say Ukrainian culture was a problem. We found the people in
Ukraine highly qualified, well-educated and quite keen to learn and adopt to our
standards of operation, so there weren’t any issues at all in that respect”
(anonymous).
Language proved to only be a barrier for foreign investors in the case of legislative
documents as these are not translated into English. Thus, many investors are obliged to find
appropriate translators to understand the system (P17).
Moreover, policies and guidelines in general are difficult to access for investors. Some of
the participants found it difficult to find the right information about the step-by-step
investment process and level-playing field in some areas. Thus, they end up paying huge
sums to lawyers to get access to that information (P13).
“The university text books and governmental reports state that Ukraine has

extremely promising investment potential and promises fast and stable returns on
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investment. However, what the books do not mention is the information about how

to invest step-by-step. The latter is crucial to finalize the decision to invest” (P06).
Furthermore, the instability of the legal and political system appeared to be another major
challenge for existing and future foreign investors. Due to the fact that Ukraine has
experienced some major revolutions during the past ten years, the legal and political system
has always been in flux. Even if the investors abide by a new law, it is almost certain it will
change by next year. This makes it difficult to grow business abroad as the changing
environment causes great losses. Foreign investors often have to go through harrowing
times as new laws force their plans to change, which is linked to finding lawyers, changing
business plans or already obtained license (P01, P06, P07, P08, P10, P18).
Political instability in Ukraine caused by the conflict in the east is yet another drawback of
investing in the country.

“...and then there was the Majdan Revolution, the inflation went up, banks got

scared and it scared many FDIs away” (P01).

“The major challenge at the moment is the presence of the conflict in Ukraine in

the east of the country” (P16).

“Because of the war in Ukraine, many companies lots their worth, which made it

hard to attract investments” (P01).

“The frozen conflict with Russia is not a barrier, but definitely a risk” (P03).
Nevertheless, not all participants see this fact as a risk and challenge to stay in Ukraine:

“...during the past 6 years we shown that even the problems with Russian-UKraine

are not so crucial for investors. We still have companies from Europe that invest in

Ukraine, because they are sure that they are protected” (P17).
Another obstacle and challenge is the still existing power of the oligarch and the involved
monopoly. According to participants, oligarchy in Ukraine represents a major threat to
Ukraine’s democracy as it tolerates, if not promotes, bribery and corruption across the
country.

“...Ukraine has a lot of oligarchs who love to monopolize their sectors and that of

course prohibited foreign investors to come here, which could be an issue for future

investors” (P18).
According to the participants inflows generated by investing in Ukraine are often connected

to restrictions such as high taxes (P05).
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This challenge is linked to the financial crises Ukraine experienced in the as a participant
observed:
“When companies already invested in Ukraine, a challenge of repatriation of the
dividends might occur. This goes back to the financial crises 10-15 years ago, when
foreign investors wanted to get their money out of the banks, which led to a problem
of increasing the value local currency, but I think now this problem is solved”
(P22).
However, it is important to mention that the perception of the risks varied from participant
to participant.
"l heard a lot of horror stories. I am happy, but at the same time slightly worried,
because we haven't experienced any of them™ (anonymous).
Nevertheless, it was important to see how the participants dealt with the issues, thus one of
the questions asked during the interview touched on the strategies the companies used to
overcome their problems. It could be established that depending on the kind of investment
and its level (beginner-investments 1-3 years or sophisticated investors 10-15), companies
dealt with challenges in different ways.
Most of the participants believed that a concrete solution to the encountered challenges did
not exist and that the key lied in understanding the overall system overall, “working hard”
and adopting to the rules.
"You cannot overcome the challenges, you just need to learn to operate within the
framework as it is, you learn to adopt your own process and behavior, so they are
compliant” (anonymous).
“If you want to fight corruption, there are two ways to do so: you either do the
paperwork or you pay the money — we chose the former. This way we built a “don’t
mess with those guys” reputation, because we did everything the right way” (P07).
“We are transparent, we respect the legislation fully, whether we like it or not, we
have a special dedicated team that deals with all the paperwork” (P10).
In addition, some of the participants thought that having a network and a proper partner
who would help with potential issues was the best solution to dealing with the
aforementioned challenges.
“The company built a network of strategic contracts and hired experienced

managers” (P05).
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“If you invest in a country like Ukraine, you need to have a proper partner. So not
all companies or their owners behave well, so to make a good investment you need
to find some partners that will help you get through it. A partner whom you can
trust!” (P15).
Some of the other investors mentioned that for them the ideal solution was to brainstorm
with already existing investors who were having similar problems. Exchanging best
practices helped them solve their problems (P08). Finding a direct dialogue with political
authorities appeared to be another measure the investors took in order to deal with their
challenges (P08, P13).

4.3 Challenges and Risks for Ukraine
Almost all of the participants agreed that Ukraine as a country does not face any risks by
attracting more FDI in the future. The only possible risks mentioned included
monopolization, a possible risk in the payment balance due to the high outflow of the
investors’ profits or that foreign investors might become more powerful players in the
market, which might result in squeezing out domestic producers from the market or
creating political pressure (P17).
Participant 21 also mentioned that no risk can be observed or expected as long as the
investors are “purely international investors” and are not linked to the oligarch-network in
Ukraine.
“I'wouldn’t see any direct negative impact on Ukraine. On the contrary, FDIs could
bring only advantages as long as they are not connected to the oligarchs” (P21).
What could also be a possible risk is the social tension resulting from allowing foreign
investors to privatize the majority of domestic companies. At this point the risk cold lie in
the fact that foreign investors might push out local companies which are less productive
and competitive. However, participants discussed possible negative impacts and concluded
they would not apply in Ukraine’s case.
After discussing several weaknesses Ukraine might have for the foreign investors, the
challenge to attract more FDI in the future lies in balancing the issues and “providing a

playing field where all players are equal”.
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Ukraine is a big country with different sectors, each of which offers its own possibilities
and advantages for FDI. However, Ukraine should focus more on clearly communicating
which sector brings which advantages for which kind of an investor (P07).
Appropriate policies should be put into place in order to attract the right investors. One of
the participants touched on this challenge in the following words:
“The big problem is that we want to attract big companies. If we say we want to
attract Tesla —well 200 other countries want to attract Tesla as well and we cannot
compete with other countries until some dramatical changes in the legal field take
place. Ukraine should focus on attracting investors with a similar mentality as
Ukraine, such as those from developing countries” (P22).
Some of the participants mentioned the offer of investment incentives, which could be
challenging for Ukraine to establish. Many of the investors expect to be offered lower taxes,
grants or preferential loans to MNC'’s, their own infrastructure or even monopoly rights. In
Ukraine’s case, monopoly rights are one of the most challenging incentives to offer due to
existing issues within the country such as bureaucracy and oligarchy.
It is clear that Ukraine needs to improve its rule of law and the legal system by introducing
reforms of the judicial system, which would rebuild the country’s reputation and rebuild
“trust in the country” (P15, P20).
“We have to work as a country to make sure that foreign investors can trust us upon
arrival” (P19).
According to participant 9, Ukraine’s reputation of Ukraine might have a historical
background.
“I think Ukraine has a bit of an unfortunate reputation that has nothing to do with
the country, but a lot to do with its past” (anonymous).
Confrontation with Russia and the conflict in the eastern part of Ukraine represents another
challenge for FDIs.
“It’s a huge challenge for everybody who is working or living here, because you
never know what will happen” (P19).
Despite reforms undertaken since the beginning of the conflict, Ukraine still leaves a lot to
be desired as far as its business environment is concerned, as noted by participant 21.
“Challenges are linked mostly to the business environment in Ukraine. There are

still many weaknesses, although Ukraine advanced a lot after the revolution of
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dignity in 2014, but the country still needs to face and improve weaknesses in the
rule of law and corruption to name but a few areas” (P21).
During the data analysis, it could also be observed that one of the most important facts and
reasons for investing in a country is its stability. Most of the investors are not interested in
incentives or funds. The most important factor is to know that the country’s system is stable
and can provide businesses legal protection (P13, P19).
“I think the most important thing for FDI is to have stability within the country, so
Ukraine should implement all the regulative reforms and then stick to them for the

next 10 years!” (anonymous).

4.4 Opportunities for FDI

The interview also included a debate on the main opportunities foreign direct investors
have when entering the Ukraine market. Almost all interviewees agreed that investing in
Ukraine brings a lot of advantages for the foreign companies regardless of the sector.
In general, it could be observed that one of the major opportunities for FDI is the size of
the Ukrainian market. Ukraine has over 48 million inhabitants and its sectors did not yet
reach saturation.
“For our industry, the advantage we have is definitely the market that hasn’t
reached a saturation yet (anonymous).
One of the biggest opportunities most of the participants saw concerned Ukraine’s
agricultural sector. As over 70% of the country’s total area consists of land, foreign direct
investors who produce cereal, wheat, maize, barley, sunflowers, tobacco, etc. see an
enormous opportunity to invest in Ukraine.
“Ukraine is very well-known among agricultural investors, because there is a 10-
or 15-fold increase in productivity!” (P21).
An investor in the automobile industry saw a profitable investment opportunity due to the
growing demand in Ukraine:
“...in the US the automobile market grew 2-3% back then, and Ukraine — it was
almost Unicorn style, their car industry was booming, the opportunity was crazy
“(P07).
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Most of the interviewees agreed that the growing IT sector in Ukraine is a cash cow. This
sector, according to one of the participants, started to grow several years ago and now offers
enormous profitability for investors operating in that field.
“Especially after the UdSSR collapsed, we had a very strong position in
engineering, and many Ukrainian students were clever enough to build their own
engineering projects. The same is happening now in the IT sector” (P14).

Ukraine is also concentrating on creating favorable conditions for investors to enter the IT

market, which would allow investors to profit from the professional skills and affordable

wages.
“We have quite good engineering staff in the IT sector, so companies will have
additional advantages if they work with the Ukrainian labor force. I don’t believe
that there is any other country that can produce such a high quality of work at such
a low price” (P17).

Participant 15 also mentions a cheap labor force as one of the most important incentives:
“It is very reasonable to invest in Ukraine, because we have a good labor force, we
have a lot of educated people, even though many of them have already left for
Poland or other European countries. But we still have a lot of professionals here
whose rates are very competitive” (P15).

Participant 07 also highlighted the importance of culture, work-mentality and attitude,

which contributes to the success of the companies that invested in Ukraine:

“...we are talking about people with a good education, values and upbringing.
Ukrainians are very intelligent people” (P07).

Apart from an affordable workforce, another attractive factor for FDI were Ukraine’s raw

materials and the profit margin resulting from them (P07, P08, P12, P15, P19, P20).

One participant pointed out that:

“...a lot of German companies invest in Ukraine’s automobile industry as cables
or leather seats for cars are simply much cheaper here” (P20).

Ukraine’s location between Russia and the EU proved to be attractive to companies

prioritizing shortening their shipping time to surrounding countries.

“Another important advantage for foreign companies is Ukraine’s location. It is
close to the European market and has seaports, transport corridors to Europe, Asia

or the Middle East. One can use ships, trains, land transportation...” (P17).
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Ukraine’s infrastructure, especially its rail network, allows companies to easily transport
consumer goods from one country to another. Nevertheless, the interview participants did
mention that the infrastructure should be renovated and improved.
Participant 17 noticed that most of the available infrastructure is a result of the collapse of
the UdSSR. He explained:
“Our cities were built for really massive enterprises with a surplus of energy, water
etc. After the collapse of the Soviet Union, some enterprises ceased to exist, but we
still boast producing energy at a low cost. We have industrial land plots that are
available and ready to use” (P17).
A significant number of the participants also agreed that one of Ukraine’s biggest
advantages was its openness to receiving foreign direct investments. In the past couple of
years, Ukraine actively underwent several reforms to ease the investment environment,
provide more incentives and make the investment attractive. This initiative not only
provides new opportunities for foreign investment, but it also significantly contributes to
the country’s economic revival.
“Ukraine is open to attract FDI. Some of the countries even have restrictions for
FDI — we don’t. The government is concentrating more and more on the plans of
how to attract FDI to the country” (P17).
Thus, it is unsurprising that many companies decide to set up a subsidiary in Ukraine in
order to “test” the CEE market and later move on to another post-Soviet-union country in
order to serve the market there.
“Ukraine is situated near the biggest market in the world — the European Union, so |
think many investors want to add Ukraine to their business map, build some

subsidiaries there and then maybe later move to other countries” (P14).

4.5 Opportunities for Ukraine

During the interview, participants were asked about their opinions concerning the potential
benefits that Ukraine would receive from FDI.

All participants agreed that Ukraine can only gain from FDI.

“The only way to foster economic growth is to bring foreign investment to the

country” (P23).
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This aspect was further explained and supported by the fact that Ukraine’s market needs a
breath of fresh air.
“In Ukraine, business can be done in two ways, post-Soviet style and oligarch style.
So, we desperately need another culture and foreign companies bring this culture”
(P23).
Furthermore, participants were of the opinion that Ukraine would profit from FDI, because
of the creation of new jobs. Investing in Ukraine, either by a merger, acquisition or
establishing new factories, always involves local labor, materials, and equipment. This, in
turn, reduces unemployment among the educated youth as well as skilled and unskilled
labor. Increasing employment also leads to increased income as large international
corporations usually offer higher salaries than local companies.
“The main advantage is the possibility to create new positions for Ukrainians,
which will increase not only the country’s budget, but also that of the people as
usually the salaries in foreign companies are more attractive” (P17).
Another participant remarked that FDI also influences the labor situation of the companies
that the investor cooperates with, e.g., suppliers:
“Our company and our suppliers alone employ over 2000 people” (P07).
Creation of new jobs as well as the increase of employment automatically lead to the
general human resource development.
One of the participants described his experience of working in a foreign company as
follows:
“Once I worked in a foreign bank and it was a complete game-changer. It had a
completely different approach concerning how you view a project, how you treat
customers, how you set up systems, just everything!” (P18).
Some of the new knowledge and standards could be quite important for Ukraine, especially
for the sectors where transparency, proficiency and quality management play a big role.
“From our particular angle, we bring global standards to an industry that is reliant
on standards such as safety” (anonymous).
The skills gained and enhanced through trainings and experience can boost the education
and human capital quotient of the country.
“The investors will bring new standards of protecting its employees, accounting

and doing business in general, which | believe can improve the business
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environment in Ukraine overall and bring Ukraine closer to the European way of
doing business” (P17).
Setting up a new company abroad involves creating a whole eco-system as one of the
interviewees points out:
“We had several cases where suppliers would come to us asking for collaboration
in a new business” (P07).
By attracting more FDI, Ukraine also receives some additional capital inflow, which
according to Participant 22 is not always measured in money:
“Through FDI, Ukraine receives new capital, but here it is important to say that
almost 50% is not money. Its true value lies in technology, know-how and
equipment!” (P22).
In addition, foreign investors help to create a competitive environment, as well as break
domestic monopolies or oligarchy.
“I have a firm believe that FDI is a question of to be or not to be, because otherwise
without it the country would be in the hands of oligarchs, only deepening the
country’s poverty” (P12).
Some of the investors entered the niche markets in Ukraine and, therefore, offered the
population access to a wider range of goods and services, which weren’t previously
available in the market.
“...a big advantage is the fact that foreign investors might produce new products
and services that were not offered in Ukraine before” (P12).
This competitive environment pushes companies to continuously change, improve the
quality of their products and focus on technological innovation (P05, P13, P16, P18).
A further opportunity mentioned by one of the participants is the fact that by generating
new jobs and bringing in new technologies, the resulting net increase in domestic income
is shared with the government through the taxation of wages and profits (P01, P08).
“...our company pays over 1.3. billion on taxes” (P07).
Taxes paid by investors can be infused into creating and improving the country’s physical
and financial infrastructure. Moreover, during crises like the Covid 19 pandemic, additional
income can be used by the government to invest in hospitals and medical equipment.
As taxation, the rule of law and corruption are some of the biggest obstacles for investors,
the best way to tackle these issues is to set a “good example”. Thus, existing investors

become role models. By doing everything by the book, they help Ukraine fight corruption
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and stay transparent. One of the investors described his business’ practices in the following
words:
“We don’t make any compromises, everything is corruption free, which gives us
proof that it is possible to avoid corruption in a country that doesn’t necessarily
have the best reputation in this regard” (P03).
Another participant added:
“We bring along transparency and sustainability which lift the entire market”
(anonymous).
The best proven way to attract FDI to Ukraine is showing potential investors that the
country is “able to deal with foreign investors from abroad” (P16).
Another participant added that:
“To work with foreign direct investment, the companies are required t0 do a lot of
work, audits, etc. So if other companies see that formalities are settled in a
competent way, they might also consider investing in Ukraine — this is how a
country builds trust” (P19).
Overall, almost all participants agreed that Ukraine is dependent on foreign investors as
they stimulate its economic development and local community and have a positive impact
on macroeconomic indicators such as currency and GDP (P14, P18, P20, P21).
FDI will be good for the Ukrainian market in general as more revenue might be
generated, and competition and wages will grow as well” (P14).
“For Ukraine, all FDIs are only a plus, because they bring value to the whole
country, people get jobs, pay their taxes — FDI activates the whole economy” (P15).

4.6 Strategic solutions to attract future FDI
The last part of the questionnaire concentrated on finding out whether the participants
received any governmental support when investing in Ukraine. Participants were also asked
whether government support is essential for FDI.
The answers of the interviewees on receiving government support varied significantly for
several reasons. One of the interviewees mentioned that Ukraine was not quite concentrated
on FDI since the country needed to deal with other issues.
“We haven't received any support back then, since the government was focused on
the war” (P01).
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Another participant saw the reason for not receiving any support in the structure and the
operation of some of the ministries responsible for attracting FDI.
“There wasn’t any support in the 90ies when we first came to Ukraine — The
problem with investment in Ukraine is that the government did not try to improve
the country. Everything was in the hands of the people who wanted to make their
own lives better. Today the whole situation has improved a lot” (P02).
Another participant, who recently invested in Ukraine confirmed:
“We saw nothing, but support! The government did an excellent job in our
industry” (anonymous).
As far as government assistance which should be offered to FDIs is concerned, participants
claimed that there is an urgent need to improve Ukraine’s infrastructure and legal and
judicial systems:
"The first thing that needs to be improved is the rule of law” (P07).
Moreover, investors would urgently need to have further guidelines and rules how they can
be protected against corruption.
"I think Ukraine needs to shift from Soviet thinking, the mentality of "I am better
than somebody else”, "I win - you lose™, to a mentality of "there is a rule of law,
everyone must obey it, if you don’t, you will be punished in court where the judges
are not corrupt” (P01).
Even though the participants agree that having incentives such as taxation and subsidies
could be used as a strategy to invest in a country, in the case of Ukraine this strategy might
not work due to the issues with corruption described above.
"I don’t think subsidies would be the right solution. Subsidies in Ukraine tend to be
abused, we don’t have the maturity as a democracy to manage these types of
programs in Ukraine” (PO1).
Another obvious deterrent for the FDI in Ukraine is the ongoing dispute in the eastern part
of Ukraine with Russia. One of the participants described the necessity to improve the
political situation in Ukraine in the following words:
“In terms of the geopolitical situation, Ukraine might not be the most attractive
country for investors because of the dispute with Russia, so before investing in a
foreign country, investors will look into whether the country is stable, whether there
are any risks or military or political conflicts. Because of the war, Ukraine does

not seem to be attractive for some" (P24).

82



It was also highlighted that when it comes to the strategies of attracting more FDI to
Ukraine, it is important to keep in mind that the strategy of “one-size fits it all” would not
work due to the size of the country as well as the different industries in Ukraine.
“Ukraine is not a point on the map, it’s a giant area and all kinds of investors can
find a place to invest here” (P17).
It is important for investors to look at every region and sector and establish suitable
strategies to take advantage of the investment opportunities there. This fact does not always
seem to be understandable for FDIs as they usually do not understand what Ukraine can
offer them.
"We do not need to show the investors what kind of business they can do, because
they know their business better than we do. We just need to show them the
opportunities Ukraine has to offer and how to invest. Clear processes, clear
legislation and a clear understanding of locations where you can situate your
business are a must” (P17).
Moreover, another participant suggested that the government should focus on regionally
varying incentives. It is also important to know exactly which investors to attract:
"[ think it’s not so much about what should be done, but how. I believe that the
methodology of attracting FDI should be different. Authorities, such as the Cabinet
of Ministers of Ukraine should agree on the amount for FDI, whereas local
authorities should have their local responsibility of attracting FDI and cooperate
with investors” (P22).
Participant 22 supported this argument by giving the following example:
For example, Ukraine has 25 local regions. Local authorities should be responsible
for attracting FDI to their region. Then there would be competition among them,
we would have best practices, etc..." (P22).
Other participants also added that the role of the government should not only be in giving
incentives to attract investments, but most importantly to provide a “playing-field” on the
regulatory level, depending on the sector. This way, the investors would know what to
expect and what the rules applied to their field.
"In our sector, the infrastructure sector, the government only acts as a regulator,
because the regulator decides what kind of level of competition is needed in the
market. The rule “the more competition, the better” does not always apply. So, in

our sector the role of the government should be to deregulate, open the market in a
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manner that is sustainable and find the golden spot that gives both incentives to
investors and allows them to enter the market” (anonymous).
Participants also agree that what Ukraine needs the most is stability. Due to the fact that
Ukraine suffered from several crises, including frequent changes of presidents, regulations
and laws are always in flux, which makes it difficult for FDIs to adapt.
"I think what Ukraine needs is stability. Because so far, the plans of FDIs have
always been 'short-term’. Somebody comes in, investors plan, and then they
something changes for the years to come” (P12).
Even though some of the participants criticized the initiative of having an “investment-
nanny”’, others agree that establishing a network of reliable local parties or governmental
agencies could help investors with the regulatory and bureaucratic aspects of doing
business in Ukraine. Such institutions could prove to be especially helpful in sectors where
the legal documents are not even provided in English.
Almost all of the participants highlighted the importance of remembering about existing
investors. Many countries tend to concentrate only on attracting new investors, whereas
maintaining a good relationship with existing ones is equally important. Their success
stories might inspire further investors and trigger a ‘ripple-effect’. Other investors from
similar sectors might be inspired to explore the opportunities that Ukraine has in store for
them.
“You have to have somebody who knows the story, who has been through these
kinds of processes and understands what it takes to invest in such a country... -

those would be the first people to ask for advice and learn from their experience”

(P12).
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5 DISCUSSION OF FINDINGS AND RECOMMENDATIONS

Over the past two decades, the inflow of FDI to Ukraine has increased. However, little
attention has been given to the opportunities and challenges associated with it. The purpose
of this study was to address this gap by analyzing economic challenges and opportunities
for foreign investors in Ukraine and understanding what kind of challenges and
opportunities exist for Ukraine as a host country.

The results show that the biggest challenges lie in corruption, the lack of transparency of
the legal and judicial system as well as the continuous war with Russia. Despite economic
weaknesses, the country offers attractive investment opportunities linked to its location,
high-skilled workforce, and openness to change.

Ukraine’s leaders and current President, Wolodymir Zelensky, have recognized the
necessity and role of FDI in Ukraine as the key to achieving robust economic growth. More
FDI inflows would bring profit through an increase in GDP as the contribution to it on the
part of new and existing companies would be higher. Furthermore, by having new
businesses in the country, more and better employment opportunities would open up, new
and existing skills would be strengthened and competitiveness among the world markets
would improve, which in the long run would lead to an increase in the welfare of the nation
(Jenkins & Thomas, 2002).

Since FDI is important for boosting the economy in transition countries, the findings of
this study should help policymakers examine existing policies and look for new ways of
increasing the foreign investment flow.

This chapter discusses the findings from the semi-structured interviews and compares them
with the concepts discussed in literature.

The following table illustrates a summary of the findings, which includes the investment
motives and the investment mode, the type of risk the participants encounter as well as
their investment goal to invest in Ukraine. Each of the factors will be explained and

discussed in the chapters below.
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Table 5 Classification of findings - investment motives, investment mode, type of risk,
investment opportunity

Code | Investment Investment Type of Risk Investment
Motives Mode Opportunity
P01 | Market seeking Acquisition Weak Size of the
intellectual market,

property rights, | Economic

corruption, progress, natural
rule of law, resources
political
instability,
availability  of
information
P02 | Strategic asset Greenfield Corruption, rule | Size  of  the
seeking of law market, cost
reduction,
geographical
location
P03 | Market seeking Exporting, Legal processes, | Geographical
wholly  owned | rule of law, | location, size of
subsidiary unstable  legal | the market,
framework, openness of the
weak intellectual | country, cost

property rights, | reduction
political

instability

P04 | Strategic asset Acquisition Unstable legal | Geographical
seeking, market framework, location, size of
seeking corruption, the market

political

instability,

86



corruption, lack

of transparency
P05 | Market seeking Wholly owned Profit Size of the market
subsidiary expropriation,
lack of
transparency,
unstable rule of
law
P06 | Strategic asset Greenfield Unstable Size  of the
seeking political market, economic
environment, progress
weak intellectual
property rights’
protection,
mentality  and
culture of the
host  country,
lack of
information,
quality of
institutions
P07 | Market seeking, Exporting, Corruption, rule | Economic
strategic asset wholly  owned | of law, lack of | progress, size of
seeking subsidiary transparency the market,
geographical
location, openness
of the country,
proximity to
suppliers
P08 | Market seeking, Wholly owned | Corruption, Geographical
strategic asset subsidiary culture and | location,
seeking mentality of | proximity to
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doing business,
lack of trust

suppliers and
other stakeholder,

cost reduction

P09 | Market seeking Wholly owned | Regulatory Geographical
subsidiary procedures, location,
quality of | proximity to
institutions suppliers, natural
resources, size of
the market
P10 | Market seeking, Joint venture, Quality of | Economic
strategic asset wholly owned institutions, lack | progress,
seeking subsidiary of transparency, | proximity to
unstable  legal | suppliers, cost
framework reduction,
geographical
location, size of
the market
P11 | Market seeking, Wholly owned Unstable legal | Cost  reduction,
resource seeking subsidiary framework, natural resources,
corruption, proximity to
power of | suppliers,
oligarch, geographical
political location
instability
P12 | Strategic asset Greenfield Rule of law, | Size of the
seeking quality of | market,
institutions, geographical
power of | location, openness
oligarch of the country
P13 | Resource seeking, Acquisition Weak Geographical
efficiency seeking intellectual location, cost
property rights, | reduction,
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power of the
oligarch,

expropriation,

proximity to

suppliers

lack of
information
P14 | Market seeking, Acquisition Corruption, Size of the
strategic asset quality of | market, economic
seeking institutions, progress,
unstable  legal | geographical
framework location
P15 | Market seeking Wholly owned | Corruption, Proximity to
subsidiary unstable  legal | stakeholders, size
framework, of the market,
power of | geographical
oligarch, lack of | location
trust,  political
instability
P16 | Market seeking, Wholly owned Power of the | Natural resources,
efficiency seeking subsidiary oligarch, cost  reduction,
expropriation, proximity to
political stakeholders, size
instability of the market
P17 | Market seeking, Wholly owned Lack of | Geographical
efficiency seeking subsidiary information, location, size of
political the market,
instability, openness of the
unstable  legal | country,
framework, economic
corruption progress, nhatural

resources, cost

reduction
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P18 | Market seeking, Acquisition Political Proximity to
resource seeking instability, rule | suppliers, cost
of law, | reduction, natural
corruption resources,
geographical
location
P19 | Market seeking, Acquisition Mentality, Size of the
efficiency seeking language, lack of | market, cost
trust reduction
P20 | Market seeking, Greenfield Unstable legal | Natural resources,
efficiency seeking framework (tax | size of the market,
systems) geographical
location
P21 | Strategic asset Wholly owned | Rule of law, | Economic
seeking, efficiency | subsidiary judiciary, progress,
seeking corruption efficiency,  cost
reduction
P22 | Strategic asset Wholly owned Bureaucratic Cheap labor — cost
seeking, market subsidiary barriers, rule of | reduction, size of
seeking law, quality of | the market,
institutions,
expropriation
P23 | Market seeking, Joint venture, Corruption, Cost  reduction,
efficiency seeking wholly owned unstable  legal | size of the market,
subsidiary framework geographical
location
P24 | Market seeking, Joint venture Bureaucracy, Cost  reduction,
efficiency seeking unstable  legal | proximity to
framework, suppliers, size of
corruption, the market
power of
oligarch
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P25 | Market seeking Wholly owned Political Cost  reduction,
subsidiary instability size of the market,
geographical

location

Source: author’s graph

5.1 Analysis of the Motives to invest in Ukraine

During the data collection phase, it was agreed that the reasons for investing in Ukraine are
diverse and depend on the type of foreign investment. According to the findings, it is
important to distinguish between portfolio investments and foreign investment as the
reasons that lead these two types of investments to appear in various regions of the world
are distinct. The main difference between FDI and portfolio investments is that a person or
an enterprise making a direct investment has control over decision-making and production
processes.

When it comes to an investment decision in a foreign country, the company usually has
three options: to produce goods in its own country and afterwards export them, engage in
a license agreement or merge with a company which is already operating in the foreign
country (Bouoiyour, 2007).

The majority of the interview participants stated that they entered the market thanks to a
merger and acquisition, which is the most typical strategy. In general, mergers and
acquisitions have become very common among FDIs as such partnerships allow them to
learn from already existing companies and save the costs of doing business, which in turn
reduce the risk foreign businesses are exposed to Brucelaria (1997) added that strategic
partnerships help FDIs to achieve their goals by improving their competitive edge while
enhancing business efficiency.

The motives to invest in Ukraine varied among participants. The motives in the findings
can be categorized into four different categories, which are described in literature as

follows:
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Figure 6 Motives to invest in Ukraine
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Some of the participants decided to invest in Ukraine due to the resource-seeking aspect.
Ukraine offers investors specific resources at a lower cost than in their country of origin.
The type of resources was listed in Dunnings work (1993). These included: physical
resources (raw material, agricultural products), a low-cost and a well-motivated unskilled
or semi-skilled labor force and technological capacity.

Some of the participants invested in Ukraine to serve an additional market. Investors were
attracted by the significant large market size of Ukraine. Dunnings further describes other
reasons why market-seeking firms invest in a foreign country: the proximity to suppliers
who have expanded overseas and are now followed by the FDIs, the adaptation of products
to local tastes and specific market requirements which can only be achieved through market
presence in the form of FDI, saving production or transaction costs of serving a local
market, following the company’s global strategy, having a physical presence in the leading
markets served by the company’s competitors (Dunning, 1993).

Other investors decided to invest in Ukraine due to efficiency reasons. As Ukraine is
geographically situated between Russia and Europe, investors could find geographical
synergies by being able to serve several markets as well as have access to the domestic

suppliers. They could moreover rationalize production due to lower and efficient costs.
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Similarly, to efficiency seeking firms, the strategic asset seekers aimed to capitalize on the
advantages of the common ownership of a network of activities and capabilities in diverse

environments.

5.2 Analysis of Challenges and Risks for FDI

This study explores specific obstacles that foreign investors and foreign Multinational
Enterprises (MNESs) from certain sectors and origins faced during the establishment of their
FDI projects in Ukraine.

The following discussion consists of a summary of the findings from the empirical study
and a comparison to the findings presented in existing literature.

Figure 7 Challenges and Risks for FDI
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1. Unstable legal framework
The majority of foreign investors have pointed out that the incoherent and unstable legal

system was one of the most serious problems for their operations in Ukraine. Most of the
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participants claimed that it is difficult to understand the legal system as it is constantly
changing, and investors cannot keep up. Unstable laws cause long-term plans of foreign
companies to change all the time.

Moreover, the current legal environment does not allow to register and open a business
quickly and long procedures have become a standard.

These findings agree with those of Genco et al. (1993) who concluded that a lack of clearly
defined legislation and complicated permit procedures are the most important risk factors
in all the CEE countries.

2. Corruption

The unstable legal environment in Ukraine is not the only factor that created problems for
foreign investors. The inadequate enforcement of laws also leaves space for corruption and
bribery, which makes the investment climate challenging.

There have been several studies that examined the relationship between foreign direct
investment flows, the level of the corruption and the quality of institutions. In broader
terms, corruption might impose additional costs on investors as the increased uncertainty
generally leads to less attractive risk-adjusted return and lower investment levels.

In his study, Wei (2000) examined 45 different OECD countries to find out the effect of
corruption on FDI. He concluded that corruption-induced uncertainty has a negative impact
on FDI. Due to the high level of corruption in Ukraine, the majority of the participants
agreed that they would rather team up with local investors through a merger as local
partners may have advantages and knowledge in dealing with corrupt offices. Javorcik and
Wei (2009) describe similar patterns of why some investors do not establish their own
subsidiaries in foreign countries with a high level of corruption.

Even though some studies do not find any positive correlation between the level of
corruption and FDI inflows (Stein and Daude, 2002; Bellos & Subasat, 2012; Aidt, 2003),
the empirical finding of this study could not confirm that fact. Almost all the participants
agreed that the high level of corruption and the reliability on the judicial system in Ukraine
constituted one of the biggest challenges for FDI.

3. Weak intellectual property rights

Based on the results obtained from the qualitative study, some of the participants claimed
to have had challenges with obtaining property rights for real estate or land. This
complicates the investment process, especially for those who are planning to build

distribution centers, factories or invest in agricultural land. As a consequence, this ban
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prevents businesses from expanding and providing jobs in poor, rural areas. Retailers
complain that land is often sold or leased to favored individuals with whom they have a
close cooperation in exchange for bribes or shares in the new development. Obtaining
titles, construction permits, and operating permits usually takes longer and adds costs and
complexity to the whole investment process.

A study by Mathur and Singh (2013) confirms that countries scoring high on the property
rights index perform better on the investment inflows as property right protection is of high
relevance to FDI inflow in the EU and other OECD countries. This challenge, however,
could not be confirmed by all the participants in the empirical study.

Some of the participants were of the opinion that a strong protection of property rights
alone is not a sufficient factor when it comes to an investment decision. What matters
overall to FDI is rather a combination of institutional qualities that form a competitive
business environment. These findings could also be found in a study by Maskus (2000) and
Watkins and Taylor (2010) .

Glass and Saggi (2002) furthermore discusses in his study that stronger intellectual
property rights protection might even lead to a reduction in FDI inflows as resources are
wasted on imitation and crowd out FDI, which results in a decrease in innovation. Similar
results were found in the work of Ivus (2010).

4. Power of the oligarch

Another difficulty for FDI, associated with the absence of an adequate protection of
property rights is the power of oligarchs in Ukraine. Rent-oriented structures possessed by
oligarchs have taken control of a substantial share of the national economy and,
consequently, the oligarchs prefer relatively poor protection of property rights.

The power of the oligarch is also reflected in the privatization process of Ukrainian entities,
which are sometimes included in the investment process. The latter usually consists of long
processes and untransparent rules. Except for very few sales of major assets in Ukraine,
privatization usually results in the acquisition of formerly state-owned enterprises by
Ukrainian oligarchs. In some cases, Ukrainian businessmen even excluded foreign
investors by usurping the privatization process. Also, the participation in tenders, according
to the findings, is not a good choice for investors, as it is very likely that the decision will

be made on the basis of bribes or political connections.
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5. Availability and accessibility of relevant information

There is an acute limitation of the information regarding investment licensing, employment
regulation and litigation of disputes in Ukraine. Despite the fact that some ministries have
started to digitalize information and make it available during Covid-19 times, access is still
difficult and untransparent. Moreover, most documents are written in Ukrainian or Russian
and are difficult to interpret by foreigners. Several scholars emphasize this challenge for
foreign investors, highlighting the importance of making information available to and
understandable for foreign investors. It is a step towards making rules transparent and
coherent.

6. Language, culture, mentality

According to the findings, the language, culture and mentality of Ukrainians is another
challenge which investors have to deal with when investing in this country. Culture is an
embracing concept as it arises from the interaction among people who develop principles
and values that are externalized through practices.

There have been several studies that discussed subjective factors (e.g. culture) and their
influence on FDI in deciding where to invest (Feils & Rahman, 2011; Makino & Tsang,
2011; Thomas & Grosse, 2001).

The mentality and culture of the host country as well as its influence on FDI decisions
could also be found in the work of Shenkar (2012). In his work, Shenkar confirms that
cultural friction may hinder relationships. The reasons for not investing in a country with
a different mentality poses a risk of having a cultural shock caused by doing business
differently. This is further described in the studies of Johanson & Valhne (2009). Also, as
noted by Berry et al. (2010), the more similarities there are between two countries, the
greater the ratio of international trade between those countries, since uncertainty is reduced,
and it becomes easier to understand and learn how to do business and negotiate in the
country.

7. Lack of trust between business partners

Some of the participants claimed to have issues with the negotiation process and doing
business with other people from Ukraine, as their culture often differs from the culture of
the foreign investors. Some of the participants found it hard to build long term relationships
as there was some kind of a “lack of trust” present in Ukrainian culture. Some of the reasons
for this lack of trust might be several different economic and political crises, a lack of trust

in politicians, the frequent change of the president, etc.
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This culture of suspicion is also reflected in the business world and often complicates
business processes, negotiations and overall communication.

This aspect is often described in literature as “uncertainty avoidance” and is a very
important point when discussing the internationalization of companies. House et al. (2002)
define uncertainty avoidance as “the extent to which members of an organization or society
strive to avoid uncertainty by reliance on social norms, rituals, and bureaucratic practices
to alleviate the unpredictability of future events”. Ferraro (2002) understands it as the
behavior of people when dealing with uncertainty. Hofstede (2002) involves this aspect in
his theoretical model where he quantifies cultural differences across international lines in
order to better understand why some ideas and business practices work better in some
countries.

Some of the researchers found that companies would rather invest in countries with a lower
uncertainty avoidance level and choose their target market for investment according to that
as this feature strengthens relationships of trust (Bhardwaj, Dietz, & Beamish, 2007).
Shenkar (2012), furthermore, describes the problems arising from the cooperation between
two countries with different uncertainty avoidance levels. Ferraro (2002) claims that people
with a high uncertainty avoidance level are not good businessmen as uncertainty avoiding
societies are characterized by anxiety about the future, emotional resistance to change, the
fear of failure and, consequently, a fear of risk-taking. The results from negotiations are
never predictable and there is always a mistrust between the parties, causing unexpected
interruptions to negotiations. This might create barriers to FDI. He, furthermore, assumes
that countries with similar cultural values interact easily with each other in business.
Brouthers and Brouthers (2001) support these findings and concluded that the bigger
cultural distance and higher aversion to risk between two countries, the higher the FDI cost
and the relationship cost between them.

8. Political instability

Almost all of the participants agreed that one of the most important challenges for FDI,
when investing in Ukraine, was the fact that Ukraine still has a certain level of political
instability. This fact is justified by the changing events in Ukraine, new presidency and —
the most important fact, the war in the eastern part of Ukraine. This fact is especially
challenging for companies which invested in the eastern part of Ukraine and do business

with Russian partners. Existing and future investors alike consider investing in Ukraine
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because of its proximity to Russia, however it is also this very fact that deters them from
investing in this part of the country.

According to literature, this is not only the case of Ukraine, but also other developing
countries which are going through a transition. These usually have a higher political risk
than industrialized countries (Lucas, 1990).

Other studies also noted that transition economies have greater political instability due to
uncertainty about the evolution of democracy, the stability and effectiveness of
governments and the possibility of social unrest (Fielding, 2003, Carmignani, 2003)
When investing in another country, foreign investors assess various aspects of a country,
one of them is a prediction of the level of political stability. The answer to this question
often determines whether or not businessmen will invest in a country. According to
literature, the reason may be explained by two different principals. The first one is: if the
domestic instability is high or the country faces a war with neighboring countries, investors
are concerned that their profitability will be reduced as the domestic sales or exports might
be impaired, production might be disrupted, and the facility might get damaged or
destroyed. Another important consequence of political instability is the fact that in more
instable countries, the value of a currency will fluctuate and there is a higher risk that the
companies’ assets invested in the host country will lose profits.

Alesina and Perott (1996) support these principles by concluding that the intensity of
political instability decreases the investment in the host country as it slows down the entire
economic growth and puts the investment in a risky position.

Moreover, participants explained the negative effect of political instability by pointing to
the link between political instability and other macro and microeconomic conditions, such
as asset and stock markets (Romin, Liew and Stevens, 1996; Han and Wei, 1996;
Bittlingmayer, 1998).

The decrease of the inflow of FDI during the annexation of Crimea in Ukraine may
basically be explained by the political instability in the country and is also described as one
of the major reasons of the FDI decline. Bennett and Green (1972), Schneider and Frey
(1985), Singh and Jun (1995), Globerman and Shapiro (2002) all came to similar
conclusions in this regard.

9. Expropriation

According to the findings, another concern that comes with the political instability is the

expropriation of assets and profits. Even though Ukraine deployed significant efforts to
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improve the investment environment, investors still complain about the inadequate
enforcement of the legislation.

According to literature, high rates of expropriation are very common in countries with a
relatively poor legal protection of assets and a high degree of political instability. In
practice, expropriation can take different forms which can be classified into direct and
indirect expropriation Kobrin, 1984, Minor, 1994).

Both forms distort the optimal allocation of international capital by imposing additions
costs to potential investors. As a consequence, the additional costs imposed on foreign
investors reduce technological spillover as they are not able to reinvest as much as they
would like or need to achieve technological progress. Furthermore, by saving the costs on
expropriation, companies are not able to pay higher wages to the managers, who might
have the right skills. As a result, people with less developed skills are employed. This,
according to Kobrin (1980) causes productivity losses and depressed domestic wages.
Countries like Ukraine, which are characterized by higher political instability, are predicted
to exhibit a higher level of indirect expropriation — a fact which is also supported by the
interview participants.

10.  The quality of institutions

Most of the participants agreed that the problem of indirect expropriation is usually the
lack of the quality of the institutions responsible for defining guidelines to ensure
compliance to the rules. If the country has a lack of formal or legal definitions, indirect
expropriation acts are more difficult to document in a consistent manner.

This factor is also supported by several scholars (Brouthers, Gao, & McNicol, 2008; Peres
etal., 2018).

The participants moreover stated that the poor quality of institutions come partially from a
high level of corruption and the rule of law in Ukraine. Similar findings were also found in
the work of Peres et al (2018).

5.3 Analysis of Challenges and Risks for Ukraine

All of the participants agreed that Ukraine, which has been in economic transition in the
past years, would not face any risks by attracting more FDI in the future. Even though a
few concerns exist within Ukraine, participants argued that these risks might rather be

applied to the countries which can already boast a significant level of the FDI inflows.
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The aforementioned risks include:

Figure 8 Challenges and Risks for Ukraine
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1. Environmental degradation

A possible risk of FDI for Ukraine might involve environmental degradation. The latter is
common in transition countries which have weak environmental policies in order to have
an upper hand over other countries where these policies are stricter for FDIs. There are
various multinational companies that take advantage of the lax regulations and set up
manufacturing facilities in countries, which as a consequence increase the output and thus
the pollution (Liang, 2006). However, due to the fact that Ukraine does not have such a
high level of FDI, the findings showed that this risk is not relevant.

2. Monopolization

Other participants also discussed a possible risk for Ukraine, namely monopolization.
When multinational companies move to a developing country, they usually offer better
wages, efficient production processes and better know-how. This makes it challenging for
domestic companies to keep up with the competition. As a consequence, they lose out on
business, which allows MNCs to acquire a monopoly status. This fact makes it difficult for
new host companies to enter the market because of the huge capital and risks involved.
Thus, multinationals are able to demand higher prices, leaving them with no other choice

to pay higher charges due to the limited choices available. Some of the companies take
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advantage of that and bring down their costs by not investing in new technologies, since
they are already enjoying the luxury of irrational prices.

3. Decrease of the productivity of local organizations

As a consequence, the country might lose domestic production. Aitken and Harrison (1999)
as well as Konings (2003) describe this phenomenon in their studies, suggesting that MNCs
decrease the productivity of local companies through monopolization and competition
effects. Due to the fact that MNCs are usually able to produce their goods at lower costs
and obtain the necessary managerial and marketing skills, their marginal costs are reduced
and they are able to offer their products at an attractive price that domestic firms are not
able to do. Therefore, some of the domestic firms leave the market as they are not able to
take advantage of economies of scale and the domestic productions goes down. Gorg &
Greenaway (2002) further describe that it is difficult for domestic firms to acquire the right
knowledge within a short period of time in order to keep up with the foreign investors and,
therefore, they eventually leave the market. Also due to the fact that MNCs usually offer
domestic workers higher wages, they attract the more skilled ones, leaving behind only the
semi- or unskilled labor force for local companies — which again makes it difficult to
develop economies of scale. Also, this risk, according to the findings, would not be
applicable to Ukraine at this level of the economy.

4. Withdrawal of inflows

Another possible risk described among participants was the risk of FDI withdrawal. Due
to the fact that FDIs play an important role in the labor market, with the establishment of
a labor-intensive technology the host country becomes highly dependent on it. Once the
MNCs find a more attractive country to further reduce their production costs, they will
most probably shift their base to that country. Thus, there is always a lingering fear of
unemployment due to FDI withdrawal.

5. Political, social and cultural tensions

Other possible negative effects might include political, social, and cultural tension. Some
of the participants highlighted that the risk for Ukraine stemming from attracting more FDI
is highly dependent on the goals of the MNCs, as some of the international companies
expand to acquire more political power which might become an issue for the host country.
According to OECD (2002), some less developed countries with an economy overly
dependent on powerful multinational enterprises are threatened by losing political

sovereignty.
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Social tension might arise due to the fact that by moving a company to a foreign country,
MNCs introduce and integrate other values, advertising and business customs, labor
practices, etc. which are not always compatible with the ones of the host country (Dunning,
1995).

To summarize, the findings showed that when it comes to the risks, the participant did not
see any as Ukraine is a transition country and can enjoy only the benefits of FDI. However,
participants claimed that when it comes to maintaining existing FDIs, preventing them
from a withdrawal and attracting more FDI in the future, a number of actions must be
undertaken to achieve this goal. These recommendations are described in chapter 5.6.

The findings, moreover, showed that Ukraine’s most important challenges with the FDIs
involve the capability of converting the potential benefits into positive spillovers.

These findings are also supported by literature, which describes that in order to make use
of the benefits of FDI, two main conditions might be fulfilled: the absorptive capacity of
the local firms and the sufficient effective links generated between the foreign and domestic
economic activities (Cohen & Levin, 1989; Girma, 2005).

Absorptive capacity is described in literature as “the ability of a host country to integrate
the maximum FDI stock in a particular economy in a useful way” (Kalotay, 2000).
Especially for the developing countries, “absorptivity” involves the improvement of the
overall business climate, including improving the policies and the rule of law, reducing
administrative barriers and corruption.

It is, moreover, argued that the host country needs to have a certain level of research and
development intensity in order to benefit from FDI generated advantages (Cohen & Levin,
1989).

In addition, a certain level of openness to and acceptance of new ideas is a prerequisite for
a host country to be able to transform the FDI spillovers into benefits. The introduction of
substantially new or improved products requires parallel shifts in the strategy of
organizations, the structure of organizations and practices in management.

In the case of Ukraine this brings a lot of challenges — as the structure of institutions as

well as the infrastructure and communication structure have to be improved in general.
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5.4 Analysis of Opportunities for FDI

The opportunities for FDIs who invested in Ukraine varied among the participants and are
discussed in this chapter.

During the data collection, there were eight different opportunities, which were identified

to explain how foreign investors profit from their investment in Ukraine:

Figure 9 Opportunities for FDI
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1. Geographic location and size of the country

The location of the country is an important factor for reasons such as access to other
neighboring markets, accessibility and travel time from home country. As Ukraine is
located on the border of Europe and Asia, its location is attracting more and more FDI each
year. If the country is big itself, access to neighboring markets is a secondary priority. With
more than 48 million inhabitants, Ukraine provides a huge market for almost every kind of

investor.
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This aspect of attracting investors due to the country’s location and the size of its population
has also been discussed in different studies. The most well-known theoretical framework
is described in Dunning's work (1958), which is called the eclectic OLI (Ownership,
Location, Internalization) paradigm. In this framework, the proximity of markets is
described as the influential factors for the FDI decision. Also, other theories discussed by
Casson (1987), Ethier (1986), Rugman (1986) and Williamson (1981) support this
argument.

Other scholars such as Gwartney, Skpton and Lawson (1980) analyze the Gravity Model
by highlighting the geographic location as one of the most important determinants for FDI
as a bigger geographic size tends to be associated with a greater variety of natural resources
which are taken into consideration by investors when determining where to allocate their
funds.

2. Proximity to suppliers

Apart from a central location, many investors mentioned the proximity to their suppliers as
another reason to invest in Ukraine. This fact was taken into account by many scholars.
The most well-known theoretical framework explaining the advantage of location as well
as its proximity to other stakeholders was covered by Dunning (1958). In the OLI Model
(Ownership, Location, Internalization) he explains the influential factors for the FDI
decision. These include the importance of being situated near companies’ stakeholders, €.g.
suppliers. Other researchers such as Casson (1987), Ethier (1986), Rugman (1986) and
Williamson (1981) all agreed with these findings.

3. Size of the market (local market/niche market)

According to the findings, some of the investors chose Ukraine as a destination investment
country, because of the market in the country, which was not saturated yet within the sector
in which the investor operates. This factor was discussed in literature as well, and in some
studies even appeared to be one of the most important determinants for horizontal market-
seeking FDI, as a larger market indicates more promising consumers for the products
produced.

Torrisi et al (2008) furthermore supported that especially for transition countries the market
size played a vital role for FDIs from 1989 to 2006. That was also the time were most of

the participants invested in Ukraine in the empirical study.
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4. Openness of a country to FDI. A young country with a lot of opportunities

Data from the empirical study show that the majority of investors chose Ukraine as it is a
young country that is opened to do business. This appeared to also be a reason why many
participants believed that Ukraine would continue to attract future investments. Due to the
fact that the country underwent several democratic and economic transformations in the
past, the country is integrating even deeper into the Euro-Atlantic and global economic
architecture. As a result, this key factor made many investors believe that Ukraine offers a
stable and predictable emerging market and is an excellent investment destination.
According to the World Banks Ease of Doing Business rating, Ukraine has jumped 5 places
in 2020 and is now the second country in the world whose business climate has improved
in the past 10 years as far as speed and depth is concerned. The progress could also be seen
in foreign direct investment flows. Since Ukraine is just starting to recover and develop
economically, a lot of new opportunities are arising for investors who are still not active in
Ukraine. For example, many retail stores which have been operating in Europe for many
years are still not present in Ukraine. Investors see a big opportunity to be the first one on
the market. Between 2015-2019 over 100 manufacturing plants were built, and many global
brands such as General Electric, Ryanair, IKEA, H&M entered the Ukrainian market.

A number of empirical studies supported the fact that the more the country is open to do
business, the higher the attractiveness of that country is. The paper by Agosin and Machado
(2007) can be mentioned here. In their study, they developed an ordinal index in order to
measure the openness of FDI policy regimes in developing countries and confirmed that
openness permits foreign direct investment inflows. Later studies by Vogiatzoglou (2007)
confirmed that if the degree of integration of the host country to the international economy
rises, the inflow of FDI will increase in the long run as well. Sekkat and Veganzones-
Varoudakis (2007) investigated the importance of openness in developing countries and
proved as well that the improvement of the investment climate had greatly contributed to
attracting FDI. Their study therefore stresses the importance of taking initiative and
improving the investment climate towards greater openness.

Even though empirical evidence exists on the positive correlation between the openness of
a country to international business and FDI inflow, some of the studies could not show the
same results. Vijayakumar and Sridharan (2010) described the effect of trade openness on

FDI inflows in BRICS countries and suggested that trade openness may not be a crucial
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factor in attracting FDI inflows, especially in case of emerging countries. Mateev (2009)
also did not find any statistical significance.

5. Economic progress

Besides trade openness, the investors take the overall economic progress of the country
into consideration when making the decision of where to invest. Even though Ukraine has
suffered from various crises and reforms in the past — the general economic progress of
Ukraine can still be registered.

As mentioned earlier there are many other variables that foreign investors take into account.
Looking at Ukraine’s economy over the past ten years, one can notice a steady progression.
Through several reforms, Ukraine has been offering a number of incentives as well as
improvements in the economic world, which attracts FDI, as it shows an example of
making progress.

The fact that an increase in the domestic level of the economy (e.g. demand or capital) has
a positive effect on FDI has been acknowledged by Ul Haque et al (1997). Calvo et al.
(1993) furthermore explained that economic progress suggests an improvement in external
creditor relations, the adoption of sound fiscal and monetary policies and neighborhood
externalities, all of which play an important role for FDIs. A stable macroeconomic
environment might also improve credit worthiness and expand investment opportunities
which, in turn, attract FDI (Chuhan, Claessens, & Mamingi, 1996). A growing GDP can
also be used to fuel the interest of foreign investors (Morisset, 2000). This fact has also
been proven in the study of Bende-Nabend (2002) who analyzed 19 different countries
between 1970-2000 and proved that one of the most dominant long-term determinants of
FDI was economic growth.

6. Natural resources of the country

Another important determinant which was identified in the empirical study is that Ukraine
offers a wide range of natural resources. Ukraine’s main natural resources include iron ore,
coal, manganese ore, natural gas and petroleum. One extremely important resource is
Ukraine’s fertile soil composed of chernozems (40 % of the world total resources) as well
as mineral water.

There are recent studies which support these findings and claim that natural resources offer
an important benefit to investors and influence their decision of investment (Narula &
Dunning, 2000). A study by Morisset (2000) and Asiedu (2006) investigated the
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determinants in African countries and came to the conclusion that that the decision to invest
in these countries was mainly driven by the availability of certain natural resources.

7. Cost reduction

The analyses of the empirical data showed that all respondents invested in Ukraine because
of the desire to cut their production costs. This aspect concerns not only the cost of natural
resources, but especially the labor costs. Many investors operating in Ukraine are motivated
by its quality labor force and relatively low national wages, compared to other CEE
countries.

Havlik (1998) agrees with the result of these findings and claims that labor costs are
frequently considered among the key economic variables in the discussion of the
determinants of where to invest.

The theoretical approaches suggested by Dunning’s (1958) in the OLI theory name similar
determinants. Dunning suggests that market-related and cost-related factors are usually
responsible for the FDI flows. Also, other studies by Bevan and Estrin (2004) prove a
positive correlation between the determinants of FDI and labor costs in particular.

8. Competitive advantage

A majority of the participants described that their motivation to invest in Ukraine was
connected to having a competitive advantage as their products hadn’t been introduced to
the Ukrainian market yet. Also, some of them made the decision to invest abroad because
their competitors were expanding as well. This decision is often described in literature in
the theory of the product life cycle. Vernon (1966) for example, found that firms choose to
invest in a given place as an alternative to exporting their goods or services which had
reached a certain stage of the product life cycle in the home country. By investing in a
foreign country where the market is not saturated yet, firms tend to extend the life cycle of
a product, introducing it to a different market. He furthermore explained why companies
aim to invest abroad due to competition factors. He found that their motivation is
sometimes driven by the fear losing their competitiveness, the need to follow rivals into

foreign markets and increase competition in the domestic market.
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5.5 Analysis of Opportunities for Ukraine

Data from this study further provide that FDI can be a source of positive consequences for
the Ukrainian economy. To explain the effects that FDI might have on a host country, two
approaches in economic theory must be mentioned:

1) Theory of international trade by MacDougall (1960)

2) Theory of industrial organization by Hymer (1960)
The International Trade Theory by MacDougall (1960) suggests that the host country will
profit from FDI thanks to the inflow of foreign capital as foreign companies usually pay a
higher tax revenue from foreign profits. In addition to that, host countries profit from
economies of scale and the acquired know-how, which domestic companies are forced to
obtain in order to stay competitive.
The theory of industrial organization focuses not only on the capital inflow as one of the
main positive aspects of FDIs, but also on externalities such as product and process
technology, management, and market skills the foreign companies bring to the host
country. These findings are also supported by several other scholars such as Buckley and
Casson (1976), Caves (1971), Dunning (1973), Kindleberger (1969) and Vernon (1966).
In the following subchapters, the opportunities for Ukraine will be listed if it attracts more
FDI in the future.

108



Figure 10 Opportunities for Ukraine
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1. Economic stimulation

One of the most important opportunities for Ukraine and at the same time a strong
motivational factor for attracting more FDI in the future is the fact that FDI can improve
the country’s economic development in the long run. These findings are confirmed by
several scholars.

In literature, the positive economic impact of FDI on a host country is described through
several aspects such as technology spillovers, human capital formation support, the
enhancement of a competitive business environment, contribution to international trade and
the improvement of enterprise development. Moreover, FDI can contribute to the
environmental condition of a host country by introduction greener and cleaner technologies
which lead to more socially responsible corporate policies.

A study by Jenkins and Thomas (2002) as well as Mencinger (2003) further suggest that
the economic growth of a host country is also achieved through foreign capital flows. This
aspect, for some authors, even is considered the most effective way to achieve economic
growth (Lee & Tcha, 2004).
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Even though several aspects of FDI lead to the economic development of a host country,
which, as a consequence, can alleviate poverty in Ukraine, the exact economic impact of
FDI is difficult to measure with accuracy as it varies across countries, sectors and local
communities.

2. Increase in employment

Almost all of the participants agreed that Ukraine would enjoy an increase in employment
by attracting more FDI in the future. This finding is confirmed by several researchers who
differentiate between direct and indirect effects on employment. The direct impact on
employment is explained by the creation of new jobs through the establishment of foreign
subsidiaries in the host country or by expanding existing ones. An indirect impact on
employment could also be generated if both the foreign company as well as its distributors
and suppliers invest in the host country and employ people from that country. However,
the number of jobs which can be created in the host country depends on the industry. While
some stronger effects could be found for industries such as the automobile industry and
food processing, some weaker effects were found for the clothing, electronics, and
mechanical engineering sector.

The effect of FDI on employment might also differ depending on how the foreign
companies operate in the host country. If a company relocates to another country to pursue
import-substituting production and thus take advantage of trade protection, it is more likely
that such companies will hire employees who possess better skills or even relocate their
current employees as they have the right knowledge. In this case, this type of company
operation would not reveal any significant impact on the labor market.

If companies produce goods almost solely for export, due to competitive pressure, they will
aim at cost-reduction and employ a rather low-skilled labor force, which in turn will
increase the labor demand in the host country and generate high employment.

Studies from Girma et al. (2002), Pandya (2010), Hanousek et al. (2011) furthermore
suggest that FDI can impact wages. Especially in the industries where a higher level of
skills and technology is required, foreign firms usually pay higher wages compared to
domestic firms. Therefore, foreign firm are usually able to offer better job security than
their domestic counterparts, which is also explained in the work of Mickiewicz, Radosevic,
and Varblane (2000).
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Literature on the effect of FDI on employment creation is, however, very limited in the
case of Ukraine and more work is required to understand the exact relationship between
FDI and the Ukrainian labor market.

3. Development of human capital

Another important opportunity Ukraine might have as a host country is the fact that FDI
facilitates a positive effect on the development of human capital. This aspect is represented
and supported by various participants, who explained the positive spillover effect the FDI
might have on Ukraine.

One way of how human capital can be improved is that by employing local workers foreign
workers will usually provide different trainings which will improve the knowledge of the
labor force. According to OECD (2002), multinationals are a larger source of trainings than
local firms.

Some of the participants even mentioned, that many employees could use the new obtained
knowledge to create their own companies and then they will transmit their knowledge to
the workers of this new firm, which in turn will contribute to the development of human
capital in general.

4. Access to management expertise, skills and technology

Another opportunity Ukraine might enjoy as a host country is the fact that the cooperation
with international companies gives Ukrainian citizens access to new technologies, new
methods of management, managerial skills, and new ways of doing business.

According to Borensztein et al. (1998), multinational corporations are often regarded as
technologically developed firms which are responsible for almost all the global spending
on research and development. Ford et al. (2008) also support this finding by stating that
MNCs, due to their presence in various parts of the world, are considered to be a major
source of technology dispersion. By investing in Ukraine, multinational firms are at the
same time transferring a certain level of knowhow and technology to the host country,
which according to Loungani and Razin (2001) could not be achieved otherwise. The host
country can eventually make use of this technology by incorporating it in a production
process to be more efficient.

Access to more advanced technology improves a country’s economic performance as it
contributes to an increase of the local firms’ productivity. This aspect is described in detail
in the studies of Glass and Saggi (2002) and Hermes and Lensink (2003). They further add

111



that the increased performance of local firms contributes to the growth of the Gross
Domestic Product.
Through trainings, the transfer of skills and new managerial organizational practices, the
Ukrainian labor force will furthermore obtain access to new ways of doing business which
can produce further important benefits for the host countries, such as the spin-off effect. In
literature the spin-off effect is described as a phenomenon which arises when local staff
that is trained to obtain managerial financial and technical skills leaves the firm and helps
establish local firms and uses the obtained skills to eventually boost innovation.
Lall and Streeten (1977) summarize three important managerial benefits:

e Managerial efficiency in operations arising from better training and higher

standards

e Entrepreneurial capability in seeking out investment opportunities

e Externalities arising from training received by employees
However, also here the technological effect might differ from sector to sector and depend
on the policy environment in which the foreign companies operate.
5. Access to a wider range of goods & services
By attracting more FDI to Ukraine, not only the managerial and technological know-how
is transformed, but at the same time, Ukraine’s customers are provided with access to a
larger variety of goods and services, which might not have been available there before. As
some specific products require specific production and know-how, companies will
automatically create a new eco-system, involving suppliers. New market segments will be
created, which will contribute to the economic growth.
6. Creation of a competitive environment
Another opportunity the participants of the interview saw for Ukraine is the fact that by
attracting more FDI and therefore more and more multinational corporations to the
Ukrainian market, a certain level of competition might increase, and a more efficient
market structure might be achieved. As argued by the participants, this could not only help
break domestic monopolies and the oligarchy structure, but, most importantly, force local
firms to be more productive and efficient, which as a consequence will contribute to
economic growth.
Julius (1990) found similar results. In his study, he examines the influence international

companies have on the competition and concludes that FDI contributes to a higher domestic

112



competition which thereby might lead to a higher productivity and a more efficient resource
allocation.

Similar findings can also be found in the work of Lee and Tcha (2004). They argue that
when international firms enter the host market, a certain level of competition is created. As
a consequence, existing firms will try to maintain their market share by investing in their
R&D and equipment, employees’ development and find more efficient production methods
to face the competition.

7. Integration into the global economy

This study confirms the findings by Mencinger (2003) who evidences a clear link between
the increase of FDI and the rapid integration into global trade. Carkovic and Levine (2002)
further describe that the integration into the global economy is also possible since local
firms sometimes aim to copy and attain knowledge transferred from multinational
companies. Foreign investors moreover have a higher level of knowledge about
internationalization as they underwent several processes and transferred their knowledge
concerning marketing, networking and development of international lobbies to local firms
which integrated them into their processes as well.

Internationalization and, therefore, integration into the global economy can moreover be
achieved by becoming one of the suppliers or subcontractors of the international firm.
Contact with a multinational brand is also useful in order to use the same channels this
brand has already established in the international market.

Another form of integration into the international market is when FDIs start to include local
firms in their strategy.

Ford et al. (2008) point out that foreign investors tend to include their suppliers or other
partners who might come from the local firms in international networks as they have local
knowledge. By doing so, local firms can be involved in the whole international system and
network, which will provide them with additional knowhow and a connection to
international entities with whom they can exchange other relevant international
experiences.

By being actively involved in the global economy, either through foreign investment or by
being a part of an international network, Ukraine will have the so-called demonstration
effect. Krugman and Venable (1996) describe the demonstration effect as an effect which
arises when domestic firms copy international competitors unconsciously to become more

productive, which can increase the output of production of Ukraine. The global integration
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of the host country into the capital markets will contribute to the spread of best practices
which can be used by the host country itself to become more productive and efficient.
Moreover, because of the “demand” of multinational companies, local entities are
sometimes forced to establish a certain infrastructure in order make international trade
possible. These infrastructures, particularly transportation, will benefit the international
trade of a host country as it will allow more companies to come to Ukraine.

5.6 Analysis and Recommendations for Strategic Solutions

Over the past few years, attracting foreign direct investment has been one of the primary
goals for almost every CEE country. Some of them could achieve remarkable inflows
especially for efficiency-seeking investors, which helped the country achieve economic
growth, absorb the opportunities and help the country to transform. The participants of the
interview agreed that also Ukraine was trying to keep up with other countries and
understand which policies and guidelines would help current investors stay as well as the
future one to come to the country. Further, the participants confirmed that, unfortunately,
due to unstable institutions, uncoordinated policies and inadequate business conditions, it
is quite challenging for the country to remain attractive and be considered as an investment
destination. The war in the eastern part of the country does not make it any easier for the
country and deters investments not only on an international, but also on a domestic level.
Therefore, in order to increase positive outcomes, Ukraine must choose the correct policy
to attract FDI. This thesis also argues that government policies should take advantage of
all the benefits of FDI in order to overrule its drawbacks.

Despite the fact that the impact of FDI on economic growth has been widely studied, there
are still questions concerning the necessary conditions and the channels through which FDI
may lead to economic growth.

In this chapter, several recommendations are provided based on the participants’ views and
best practices in other similar CEE countries, which could achieve higher investment
inflows. These recommendations aim to reduce the most egregious barriers to trade and
FDI in Ukraine.
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Figure 11 Strategies to attract FDI
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1. Improvement of the legal and judicial systems

Most of the participants agreed that placing specific incentives such as taxation or
subsidiaries won’t work for Ukraine. The reason why it would be hard to establish the latter
in Ukraine lies in the structure and the compliance within the institutions. Most
importantly, participants agreed that in order to attract more future FDI to the country some
tremendous changes would need to be undertaken in the legal and judicial systems in order
to achieve more transparency and predictability.

2. Protection against corruption

Even though a number of measures against corruption in Ukraine was executed, all of the
participants agreed that corruption within the Ukrainian political system and society still
hinders many foreign and domestic investors from invest as the cost arising from dealing

with corruption constitute a high risk for companies.
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Mauro (1995) supports this argument arguing that it is virtually impossible to achieve
economic growth in corrupt countries since FDIs are “scared” of such countries and do not
choose them as an investment destination.

Not all sources in literature agree with this fact. There have been a number of debates about
whether political corruption affects the attractiveness for FDIs. Some scholars argue that
corruption increases economic uncertainty due to arbitrariness and thereby make investors
decline such countries as an investment destination.

A study of Bayley (1966) contends that “corruption in developing nations is not necessarily
antipathetic to the development of modern economic and social systems; that corruption
serves in part at least a beneficial function in developing societies.” It was moreover proven
that countries with a high level of corruption attract even more FDI than countries with less
corruption. Tanzi (2002) gives Asia as an example and claims that highly corrupted
economies develop faster than others because of greater inflows of FDI.

Drury et al. (2006) stress that the effect of corruption on FDI attractiveness depends on a
regime type. Thereby, corruption does not necessarily affect economic growth in
democratic countries but represents a major burden for economies in non-democratic
countries.

As corruption and related non-transparency put additional costs on future FDIs and mostly
hinders them to invest in those countries, Ukraine should have set more measures against
corruption to attract foreign capital and reduce business uncertainty. This argument was
also supported in the work of Drabek and Payne (2001) who analyzed 53 countries and the
impact of the corruption level on FDI inflows.

3. Improvement of Ukraine’s infrastructure

Another important policy which needs to be put into action is the improvement of Ukraine’s
infrastructure. Even though the country has rich deposits of natural resources, some
participants claimed that it is sometimes impossible to make use of most of the mineral
reserves due to the inadequacy of technical facilities, a poor transportation network and
insufficient investment capital.

This would ensure that resources are channeled to the most promising projects. Currently,
insufficient investment in Ukraine’s deficient infrastructure, in particular as far as transport
is concerned, is increasingly hindering the country’s competitiveness in comparison to
other countries. Many participants agreed that the road network is one of the poorest in

Europe. In addition, while the country boasts a world-class airport in Kyiv, its railways are
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in a poor state and have an inefficient network. Even though some actions have already
been taken, over the past few years they unfortunately produced limited results.

This fact is also supported by the studies of Wekesa et al. (2017), Seetanah (2009), Asiedu
(2002), and Rehman et al. (2011) who argue that investors search for markets where they
can lower their costs of production to achieve higher profits and this can only be achieved
if the infrastructure is in a good condition. They furthermore found that countries with good
physical infrastructures such as highways, ports and bridges are associated with a higher
level of FDI.

An improved infrastructure would not only provide a more favorable investment climate
for foreign investors, but it would most importantly serve as an important engine for
sustainable economic growth in Ukraine in the long run.

4. Usage of the right strategies for the right FDI

It is also necessary to keep in mind that not every policy that worked for most countries
would be applicable to Ukraine and not every policy would work in the same way for every
investor. To use the policy in an efficient way, it is important to analyze the sectors in
Ukraine which need foreign investment and put specific measures into action to establish
the right “playing field” for investors. By doing so, it would allow investors to have a sense
of protection on the part of the government.

The findings suggest that sectors such as processing, waste management, transport and
warehousing as well as healthcare would be of a high need for FDI. These types of sectors
lack a lot of knowledge which could be brought in from western countries, where the
expertise is already very high and can positively impact Ukraine.

The study moreover suggests that Ukraine needs to focus on the investors from countries
with a similar background. Attracting big companies to Ukraine would be difficult as other
countries have an upper hand due to better conditions. What would make more sense is to
rather focus on small investments that would give Ukraine the opportunity to (“peux-a-
peux”) help the investment climate in the country to flourish.

Another interesting observation is that the institutions responsible for the FDI guidelines
should not be on a centric level as the regions in Ukraine are big and diverse. It would make
more sense if every region was responsible for his or her own guidelines and for the FDIs
in their regions. By doing so, it would create a more competitive environment between the
regions and become a driving force for attracting FDI in the future. Regional

representatives would then be the direct contact person for investors and help them find the
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proper locations. The latter is yet another reason why the guidelines should be determined
regionally rather than centrically (and to ensure that the guidelines are flexible rather than
“one-size-fits-all”).

5. Improvement of Ukraine’s image in the media

The findings also showed that in some cases Ukraine’s society is not quite open to FDI due
to distorted media coverage which presents FDI as a force which can harm Ukraine’s
economy by squeezing out local companies, which will eventually lead to unemployment.
This negative picture of Ukraine is not only a danger for society, but it has, in away, painted
Ukraine as an unattractive investment country - an image, which will be difficult to change
in the minds of many investors. Khathlan (2014) goes on to support these findings,
asserting the effect the media has on FDI and the local culture.

The positive spillovers that FDI might have on a host country must, therefore, be
communicated in a more effective way. Especially in the case of Ukraine, it is important
to show society that the impact on economic growth, employment and human capital is
positive and will help Ukraine achieve economic prosperity.

At the same time, also the conflict in the eastern part of Ukraine has created a major concern
for FDI in the media as it is sometimes represented as a political risk for the whole country,
while the most affected part concerns “only” the eastern part of Ukraine. This view is
problematic as business conditions in Western or Central Ukraine differ from those in
conflict areas and represent a minimal political risk for foreign investors if any at all. Also
here, it is necessary for the media to make a distinction and highlight which regions are
safe for investors.

6. Political stability

Achieving political stability is another important policy which should be undertaken in
Ukraine to attract FDI in the future and maintain the existing status quo. The ongoing
conflict in the Donbas region as well as the related capital-account restrictions made it
difficult to match the country’s vast economic potential with commensurate investment.
Similar findings are also found in the work of Asiedu (2002) who argue that political
instability has a significant negative impact on FDI, and that with the increase of political
instability FDI would in most cases decrease.

A possible future measure would be to offer affordable political risk insurance to FDI future

and existing investors in Ukraine, which as a consequence would contribute to economic

118



and financial stabilization. This is a major political task for Ukraine’s international partners
and many practical details still need to be worked out.

7. Taking care of existing investors: the creation of networks

Almost all of the participants mentioned the importance of taking care of the existing FDIs
as they are the role models and examples of how investments could be done in Ukraine,
which can affect future FDI.

Improving the network of existing investors as well as introducing some channels of
communication amongst one another might help them overcome obstacles together and
strengthen the group of FDIs in general. Moreover, it would make it easier for potential
investors to connect with other companies which have gone down the same path before

them.
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CONCLUSION

The overall aim of this dissertation was to explore the challenges, risks and opportunities
Ukraine and FDIs might face. The literature reviewed in Chapter One provided theories
and guidelines that were necessary to understand the topic. Chapter Two described the aim
and the objectives of the study, breaking down this overall research topic into two research
questions. Chapters Four and Five presented the results and the analysis of the qualitative
research, which answered the research questions.

The last chapter of this thesis, Chapter Six aimed to conclude this dissertation by revisiting
the research questions detailed in chapter two, showing how the conclusions drawn in
Chapter Four and Five answer each of these individual questions. Chapter Six also includes
a section on how this thesis has made a theoretical and empirical contribution to academics
and mentions the research limitations and suggestions for future research.

The research questions which were meant to be answered within this study were:

“How can Ukraine attract foreign direct investments during a period of transition? What
challenges, risks and opportunities might Ukraine and FDI face during this process”

To answer these questions in an efficient way, research objectives were stated:

Obijective 1: to describe and understand FDI theories in general

Obijective 2: to describe Ukraine’s economic and political situation

Obijective 3: to describe the status quo of the current situation of FDI in Ukraine
Obijective 4: to find out about the challenges and risks for investors

Obijective 5: to find out about the challenges and risks for the country

Obijective 6: to find out about the opportunities for investors

Obijective 7: to find out about the opportunities for the country

Obijective 8: to find out how Ukraine can eliminate the risks and provide strategic solutions
to attract potential foreign investors

This chapter aims to summarize the key findings connected to each objective, which, in
turn, answer the research questions.

Objective 1 was to summarize the main FDI theories. This thesis concentrated on four
which are most frequently described in literature, namely the production cycle theory, the
perfect capital or exchange market theory, the internationalization theory and eclectic
paradigm. All four theories cover the main motivational factor for Multinational

Enterprises to invest in a foreign country.
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Objective 2 aimed to describe Ukraine’s economic and political situation in order to
understand Ukraine ’s current position in terms of the attraction of FDI.

The history of Ukraine as well as the explanation of why Ukraine is in the economic
situation it is in right now goes back to the year 1917 when Ukraine was part of the Soviet
Union and was influenced by the Bolshevik revolution and Joseph Stalin’s policies and
reforms. During the past several decades, Ukraine has experienced many wars and
restructuring reforms which created an unstable situation in the country. Even though in
1991 Ukraine gained independence, it is still dependent on Russian facilities such as energy
supplies, which due to the lack of significant structural reforms have made the Ukrainian
economy vulnerable to external shocks.

Outside institutions such as IMF have encouraged Ukraine to set measures and scope
reforms to foster economic growth. The reforms concerned especially areas such as
fighting corruption, developing capital markets and improving the legislative framework.

Sustaining the reforms which managed to come into force was difficult, if not impossible,
due to the Orange Revolution, the constant change of the president and later the war in the
eastern part of Ukraine. This instability was the main reason for deterring FDIs.

Obijective 3 was to describe the status quo of current FDI in Ukraine and show that despite
some legal and corruption issues, Ukraine remains an attractive investment destination
thanks to its large internal market, proven agricultural potential as well as energy and
mineral resources. Several government reforms led Ukraine to jump to 64" place in the
ranking of “the World Bank’s Doing Business Index”. The reforms influenced areas such
as justice, law enforcement, anti-corruption, the agricultural land market, healthcare, and
decentralization.

An analysis of investors according to the country where their business originates showed
that Cyprus represents the largest investor in Ukraine, followed by the Netherlands and the
Russian Federation. A study of the most profitable investment sectors showed that the main
sectors of foreign investment are: finance and insurance, wholesale and retail industry, real
estate and manufacturing industry. The empirical study also revealed that the Ukrainian IT
sector is becoming more and more important for investors and has experienced enormous
growth over the past fifteen years.

Even though Ukraine could show some progress in economic and political terms during
the past several quarters, the fact that Ukraine is currently in a position of transition still

creates some barriers, challenges and risks for foreign investors and the internal economy.
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Objective 4 aims to summarize the challenges and risks which investors encounter when
entering Ukraine and simultaneously answers the first part of the research questions.

The findings showed that the major challenges of the investors still lie in the unstable
environment of the legal framework. Due to the fact that the economic and political
situation of Ukraine is in constant flux, it is difficult to adapt to the rules as they change
sooner than the investors become familiar with them. This makes the situation very
unpredictable and puts investors in a risky position, which might lead to additional costs
(e.g. court costs). Also, corruption remains a challenging factor for most of the investors,
even though not all of the studies agree with this fact.

Effectiveness in affording property rights is also questionable. Investors also complain
about the complex and often ambiguous legislation processes.

Political instability overall as well as the ongoing war in the eastern part of Ukraine do not
make the investment environment better and continue to be the major risks for current and
potential investors. Even though the warzone in Ukraine is limited to a specific region, the
fact still prevents some investors from choosing Ukraine as a destination country.
Another major challenge for Ukraine as an investment destination is the fact that many
businesses and sometimes even entire sectors of Ukrainian economy and electronic mass
media are controlled or influenced by a group of oligarchs. This makes it difficult for many
investors to enter certain parts of the economy without having a proper network.

The fact that some of the legislative documents and investment rules are in English adds
an additional burden for investors as they have to invest in translators.

Language and the Ukrainian culture and mentality appeared to be another challenge for
investors as some rules or ways of doing business differ from those of other European
countries. Issues of trust are also connected to this lack of understanding of the local culture
and its people.

Obijective 5 aimed to highlight the challenges and risks for the country and gave the answer
to the second part of the research question. This study showed that most of the investors
do not associate any risks with Ukraine and attracting more FDIs in the future. Only a few
concerns were named: environmental pollution, monopolization, the decrease of the
productivity of local organizations and some difficulties which might occur when investors
start withdrawing their inflows. Over time some political or social tension might occur out

of the fear that foreign investors would squeeze out domestic firms which would lead to
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higher unemployment. However, these concerns were only discussed theoretically during
the interviews as the amount of the FDI inflows is not that high.

Nevertheless, apart from these challenges, it is important to underscore that Ukraine does
actually provide a lot of opportunities for existing and future foreign direct investors. The
question about the opportunities which investors might benefit from when investing in
Ukraine was the objective no. 6.

One of the major benefits for investors when investing in Ukraine is the fact that the country
has a centric position and offers investors the opportunity to trade easily with Russia and
Asia on the one hand and the European Union on the other. Its central location and access
to different trade routes, the Black Sea and other ports and railroads are all assets for
investors.

The size of the Ukrainian market is yet another opportunity for future investment. With
over 48 bn habitants, Ukraine represents the biggest emerging market in Europe, providing
a wide range of under-discovered opportunities, niche-sectors, which were not present in
the Ukrainian market before.

As Ukraine is undergoing a seismic democratic and economic transformation, it is
interested in connecting with global companies more than most other countries. Ukraine is
an open country and introduces new incentives or rules to boost its image among future
investors.

Due to Ukraine’s high purchasing power, foreign investors are attracted to this competitive
low-cost destination. This applies not only to the labor costs, but also to raw materials and
production costs including electricity, water, etc.

Not only investors profit from their investments in Ukraine, but also Ukraine as a host
country can benefit largely from attracting more FDI in the future. This was objective
number 7.

Foreign direct investments are highly appealing for all countries in transition, including
Ukraine as they promise economic growth, which couldn’t be reached through domestic
activities.

The economic development of Ukraine could be especially achieved through the fact that
foreign companies create new jobs and more opportunities as they sometimes build new
companies. This can lead to an increase of income and a higher purchasing power of local

people which, in turn, leads to an overall boost of the economy. They, moreover, contribute
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to the overall development of human capital as they usually provide additional trainings to
the employee — best practices can then be passed on to other companies.

Foreign investors also give the society of the host countries access to new management
expertise and technology which can also boost innovation within the country. In addition,
they provide a wider range of goods and services that were not available to the country
before.

The more foreign investors a country has, the higher the competition within the country,
which again improves the economy in the domestic market. It also gives Ukraine the
possibility to be engaged in international economy and build its own international network,
which is necessary to achieve global success.

However, the net benefits from FDI do not occur automatically and their importance differs
according to host country and various conditions. In the case of Ukraine, several measures
need to be taken to fully enjoy the opportunities and advantages of FDI.

This was also the last objective of this thesis, which gives an answer to the last part of the
research question: how Ukraine can eliminate the risks and provide strategic solutions to
attract potential foreign investors.

Even though many measures have already come into force, an improvement of the legal
and judicial system and more efficient protection against corruption are still necessary and
important for foreign investors. The infrastructure within the country was also considered
to be a very important determinant, which should also be taken into consideration.

When attracting new potential investors, it is necessary to deliver a consistent message
directed at the right audience in the right format.

The message should consist of targeted information about potential business opportunities
in every region and every sector of Ukraine. Apart from that, it is necessary to stress that
the conflict area concerns only a very small part of Ukraine and does not affect business in
the whole country. This fact should also be promoted via media to ensure the right
information is communicated to the right audience.

What should also not be forgotten is the fact that existing investors in Ukraine can promote
the positive image of the country and it is important to take care of them as well. The
creation of networks, communication platforms and independent organizations where
existing investors can exchange information with potential ones could provide enormous

support for the latter.
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To conclude, it can be said that Foreign Direct Investment proved to be an important factor
in achieving economic growth in Ukraine and bring the country closer to the European
Union. It is, therefore, important to examine existing policies, its gaps and look for new
ways of increasing the foreign invest flow in Ukraine in order to ensure a long-term
economic boost in the future.
How this study contributed to literature is divided into two categories:

e the study’s theoretical contribution and

e practical contribution
This thesis contributes to the body of literature on FDI in Ukraine as it summarizes a
number of relevant studies on this topic and proves that not all findings always apply to all
cases and countries. The research provides a conceptual framework that gives an
understandable explanation of the general determinants that influence the flow of FDI. It
also highlights that corruption and political instability cannot always be viewed as
hindering factors for entering a foreign market. This study proves that there are a number
of other aspects that are given greater priority by investors before entering the Ukrainian
market.
This research has, moreover, thoroughly examined a number of challenges and
opportunities for investors and Ukraine as a host country, which were not discussed in
previous studies. An explanation was also given on how Ukraine can respond to these
challenges and how attracting more FDIs to Ukraine can positively impact the country’s
economic growth.
The findings concerning the effect FDI might have on a country also differs from those
found in literature. While in most cases literature describes a positive effect, in this study
it could be found that the effect of FDI depends on the absorptive capacity of a country.
Considering this fact, some other guidelines and recommendations were suggested on how
Ukraine in particular could ensure the “full absorbance” of the positive effects of FDI.
The practical contribution to literature is represented through the fact that the research
explored a number of gaps in the already existing guidelines and rules of Ukrainian
regulations for FDI. Based on valuable information from literature and the empirical study,
the results can be considered to be a set of guidelines for investors who intend to invest in
the Ukrainian market.
Furthermore, this study also listed a number of issues pointed out by existing investors.

This list of challenges may prove to be helpful for future investors. They also listed the
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opportunities and investment sectors, which may serve as a guideline for prospective
investors as to what the best method of investment can be direct investment or a partnership
with local investors.

Besides the contributions to the debate around FDI, this dissertation also identified many
limitations that influenced the research process. Some of the limitations were anticipated
before the research process, while others came up unexpectedly during different stages of
the study. Nevertheless, it was possible to scale down the limitations to reach the
conclusion of this study. All the limitations are discussed below.

At the beginning of the study, in October 2019 the researcher identified the aims and
objectives this study should pursue. While researching the obstacles and challenges of FDI,
the world was affected by the Covid 19 pandemic. Due to the circumstances, the list of
challenges was not expanded, thus that the challenges and risks, which are identified in the
literature and discussion chapter might not be entirely applicable to the year 2021. If the
interviews had been conducted a year later, perhaps different results would have appeared.
Another limitation was reflected in the fact that some of the questions contained
information about the Ukrainian government. Since the interview was conducted in person,
it is not certain whether the answers reflect the truth. Although the interviewees were given
the choice of remaining anonymous and it was made clear that the interviews were for
academic purposes only, their answers might still be skewed, because of the fear of their
opinions being published. Hence, the interviews were conducted in a friendly manner.
Another important limitation which must be considered is the sample size as a whole. More
than 80 requests were sent out; however, it was difficult to attract participants on a senior
level. To overcome these challenges, the researcher had to expand the base of the selected
samples by adding and interviewing not only senior managers, but also representatives of
the middle management whose work or expertise is related to the research field.
Scheduling the interviews was also a challenge as both the researcher and the interviewees
work full time. As a solution, many of the interviews were scheduled on weekends.

For some unexplainable and random reason, the sample size consists of only male
participants, even though the requests were sent out to both men and women. It could be
possible that if women had participated in the interview, some other aspects, challenges,
and opportunities would come up.

Another limitation concerned the language of the participants. Even though the interviews

were conducted in English, sometimes it was difficult to understand the participants, as not
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all of them had sufficient English skills. This challenge was overcome by sending some
sentences or quotes directly to the participants after the interview to make sure the content
was understood correctly.

Moreover, the sectors in which the participants worked were different and thus the findings
do not typify the tendencies in all sectors. One must also consider the possibility that the
results of this study may not be applicable to countries other than Ukraine.

There are many topics included in this study which can be further researched.

First of all, this thesis concentrated on the barriers, risks and opportunities FDI and Ukraine
might have. It gave a broad picture of different obstacles occurring in different sectors.
Future research could look into how important each success and failure are to a foreign
investor. Thus, particular obstacles mentioned in this thesis could be analyzed in greater
detail in relation to their impact on foreign investors and Ukraine as a country.

Another interesting insight of the thesis surrounds the effects of FDI on Ukraine. This thesis
only summarizes different positive and negative impacts FDI might have on a country.
However, the thesis does not prove how single impacts affect the economy and whether it
affects the economy at all. Some contradictions could be found in literature between the
information gained during the interviews and what researchers recently found concerning
FDI in Ukraine.

As the research for this thesis started in October 2019, the study did not include any
additional challenges and obstacles related to Covid-2019. To implement those aspects in
the literature review and the questionnaire would go beyond the scope of this thesis. It
would be interesting to see whether and how Covid-2019 affected foreign investors and
whether there are any differences in its effects for the single sectors.

Furthermore, the thesis sheds light on existing FDIs, describing which country invested in
Ukraine the most and in which sectors FDIs are the most representative. It also gives an
overview of how FDI inflows have changed over time. However, the thesis does not
describe which country “moved” its capital, when and from which sector. This could be a
potential topic for future research. It would be interesting to examine why Cyprus happens
to be the country which invested the most in Ukraine. As far as the FDI outflow is
concerned, it would be of great interest to see whether this really affects the “real” FDI or
just Ukrainian companies which have registered in other countries and are now taking the

money back.
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As mentioned in the chapter “Research Limitations”, even though women and men were
asked to participate in the interviews, for some reason all 25 participants were men. An
example for further research could be to compare whether foreign investors as women
would give the same answers as men and whether gender has an impact on how they
experience obstacles and opportunities when it comes to investing outside of their
countries.

A further suggestion for future research could be to see whether the opportunities,
challenges and risks vary across different regions of Ukraine. It would be very informative
to estimate the effects of industry and regional spillover separately.

It could also be possible to expand on the methodologies that were used in this research.
This thesis used a qualitative approach, which despite many advantages, does not paint a
complete picture. Continuing research could employ the use of a quantitative approach
such as a survey to see what statistical significance the topics described in this thesis have.
This would enable the findings to be more reproducible. That being said, perhaps more a
qualitative approach would be needed in the areas related to the Ukrainian labor force or
corruption; this would help understand whether FDI could really help Ukraine to fight
corruption and decrease unemployment.

It would also be very intriguing to investigate how different cultures affect the business
flow of foreign companies which enter Ukraine (e.g. do Polish companies adapt to the
Ukrainian market better than Danish ones?). This would help understand whether there is
any correlation between a foreign company’s internal culture and the host country’s
culture. Identification of such factors could help policy makers establish their rules and
guidelines more specifically and help companies acclimate effectively in Ukraine to

achieve faster results.
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RESUME

Obcianske vojny, nasilie a chudoba na Ukrajine spdsobili za poslednych desat’ rokov
niekol’ko kriz, ktoré mali negativny vplyv na hospodarstvo a rozvoj krajiny. Aj ked sa
hospodarstvo krajiny po ob¢ianskej vojne v roku 2013 zotavilo a ponuka atraktivne stimuly
pre zahrani¢né investicie, ako je lacna pracovna sila, rozvinuta infraStruktara, napr.
pristavy, mosty, sklady, komunikacné systémy, atd’., rozvoj zahrani¢énych hospodarskych
vzt'ahov, ako aj vytvorenie hospodarskeho modelu orientovaného na vyvoz su stale otdzne
a stavaju krajinu d’aleko za va¢Sinu ostatnych krajin s transformujucim sa hospodarstvom.
Bolo vypracovanych mnoho $tudii o hospodarskom raste, ktoré sa snazili urcit’ a vysvetlit’
faktory, pre€o sa krajiny vyvijaju odliSne. Mnoh¢ z tychto §tudii skiimaju vplyv priamych
zahrani¢nych investicii na hospodarsky rast a povazuji priame zahrani¢né investicie za
jeden zo zdrojov stimuldcie a ovplyviiovania hospodarstva krajiny prostrednictvom
faktorov, ako je transfer technologii, rozvoj medzinarodného obchodu a prispievanie k
novym manazérskym postupom.

Veduci predstavitelia Ukrajiny uz mnoho rokov povazuju PZI na Ukrajine za kl'd¢ k
dosiahnutiu silného hospodarskeho rastu. Rozne vlady sa pokusali podporit’ investicie
prostrednictvom réznych konferencii, na ktorych boli zdpadnym investorom prezentované
vyhody geografickej polohy Ukrajiny v Eurdpe, ako aj moznosti a zakonitosti investovania
do vysoko vzdelaného ukrajinského obyvatel'stva a prirodnych zdrojov.

Napriek tomu mali tieto snahy maly tspech, ked’ze Ukrajina v poslednych piatich rokoch
trpela politickou nekonzistentnostou. Tento faktor sa prejavil v priemernom prileve
investicii v roku 2019, ktory predstavoval priblizne 2,5 miliardy USD. Na porovnanie,
Pol'sko, susedna krajina, ktorej pocet obyvatel'ov je porovnatel'ny, ma prilev investicii vo
vyske takmer 16 miliard USD.

K nevyhodnému postaveniu Ukrajiny medzi jej susedmi prispieva niekolko dalSich
faktorov, ako je slaby hospodarsky rast, nestabilné politické podmienky, neatraktivne
danové opatrenia a slaby trh.

Aby sme pochopili pri¢iny slabych vysledkov Ukrajiny a predstavili vhodné stratégie na
prildkanie priamych zahrani¢nych investicii, je potrebné hlbSie pochopit’ okolnosti, ktoré
prispeli k tymto vysledkom, analyzovat’ priaznivé faktory pre priame zahrani¢né investicie
a zhodnotit’ rizikd a prilezitosti pre obe strany. Tato dizertacna praca sa zameriava na

rieSenie tychto otdzok a je usporiadand takto:
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Prva kapitola, teoreticky rdmec, sa zameriava na analyzu odbornej literatiry a je rozdelena
do troch podkapitol. Prva podkapitola predstavuje prehlad literatiry o priamych
zahrani¢nych investiciach. Osvetl'uje prislusné teérie PZI, typy PZI a uvadza pozitivne a
negativne vplyvy PZI na krajinu a investorov. V druhej podkapitole sa uvadza prehl'ad
ukrajinského hospodarstva, jeho historia, vyzvy, rizika a prilezitosti. V tretej podkapitole
sa uvadzaju priame zahrani¢né investicie a investicné predpisy na Ukrajine, priCom sa
sumarizuje pozadie prilevu priamych zahrani¢nych investicii na Ukrajinu v priebehu
historie, ako aj investi¢né predpisy na Ukrajine vo vSeobecnosti.

Ciel prace je opisany v druhej kapitole.

Metodologia vyskumu, ako aj filozofia, dizajn a nastroje potrebné na zodpovedanie
vyskumnych otazok su opisané v tretej kapitole.

Stvrta kapitola, prezentacia zisteni, sa zameriava na empiricky vyskum, ktory poskytuje
nové udaje a konkrétne interpretacie.

V poslednej, piatej kapitole, diskusii, sa zistenia rozoberaji cez prizmu existujucich studii
s ciel'om zistit’, €i sa vzt'ahuju na pripad Ukrajiny. V tejto kapitole sa tiez uvadza odpoved’
na vyskumnu otdzku, vymenavaji sa mozné obmedzenia Studie a uvadzaji sa navrhy na
dodsledky do budtcnosti.

V zavere su zhrnuté povodné ciele, Glohy a hlavné zistenia dizertaénej prace. Dalej
vysvetl'uje obmedzenia dizertacnej prace, ako aj jej prinos a uvadza navrhy pre buduci

vyskum.

Ciel’ prace

Hlavnym cielom tejto prace je preskimat vyzvy, rizikd a prilezitosti, ktorym moze
Ukrajina celit' pri ziskavani priamych zahrani¢nych investicii. Cielom préace je tiez
preskiumat’ rizikd a prilezitosti pre investorov. Ked’ze v literatire existuje mnoZzstvo
prikladov, ktoré potvrdzuju vyznam PZI pre rozvoj Ukrajiny (opisany v teoretickom
ramci), cielom tejto préce je zistit, ¢o méze Ukrajina urobit’, aby v budicnosti prildkala
viac PZI.

Na dosiahnutie uvedeného ciela je vhodné uviest’ nasledujuce ciele:

Ciel’ 1: opisat’ a pochopit’ tedrie priamych zahrani¢nych investicii vo vSeobecnosti

Ciel’ 2: opisat’ hospodarsku a politicku situdciu na Ukrajine

Ciel’ 3: opisat’ sti€asny stav PZI na Ukrajine

147



Ciel 4: zistit’' vyzvy a rizikd pre investorov

Ciel’ 5: zistit’' vyzvy a rizika pre krajinu

Ciel 6: zistit’ prilezitosti pre investorov

Ciel’ 7: zistit’ prilezitosti pre krajinu

Ciel' 8: zistit, ako modze Ukrajina odstranit’ rizika a poskytnut’ strategické rieSenia na

prilakanie potencidlnych zahrani¢nych investorov

Dalsim délezitym cielom 3tudie je teoreticky a prakticky prispiet k uz existujicim
informaciam.

Ked’Ze tato praca sa zameriava najmi na Ukrajinu, ciel'om vyskumu je prispiet k literatare
o PZI tykajacej sa ukrajinského trhu a ukéazat, ze vSeobecné vyzvy a prileZitosti PZI st pre
kazdu krajinu iné. Teoreticky prinos predstavuje aj skimanie viacerych aktualnych otazok
a udalosti, ako je napriklad COVID-19. Uvadza sa aj vysvetlenie, preco je dolezité
napredovat’ a o Ukrajinu doteraz brzdilo.

Okrem toho je cielom tohto vyskumu vytvorit podrobny koncepény rdmec, ktory
poskytuje zrozumitelné vysvetlenie druhu rizik a prilezitosti, s ktorymi sa investori
stretavaj pri vstupe na Ukrajinu. Ramec bude vytvoreny na zaklade analyzy existujucej
literatary a faktorov, ktoré vyplynt z hibkovych rozhovorov.

Prakticky prinos bude odvodeny prostrednictvom skimania viacerych otdzok, ktoré
investori zvazuju pred vstupom na ukrajinsky trh, ked’ze z neho vyplynu uzitocné politické
doésledky, ktoré ponuknu usmernenia, ako liberalizovat’ rezimy PZI a priaznivé prostredie
na prilakanie PZI.

Prostrednictvom dokladného zhodnotenia existujucich vyziev, rizik a prilezitosti pre obe
strany, investorov aj Ukrajinu, je cielom tejto prace preskumat’ stratégie na prildkanie
priamych zahrani¢nych investicii do krajiny, ktoré nasledne prispeji k hospodarskemu

rozvoju, socialnej expanzii a posilneniu hospodarskeho rozvoja krajiny.

Metodologia

Na ucely zodpovedania vyskumnych otdzok sa pouzZiva kvalitativna metdda. Hlavnym
cielom je uskutocnit’ Siroka $kalu rozhovorov s respondentmi, ktori majii zna¢né znalosti
o PZI na Ukrajine a moZu poskytnut’ konstruktivnu spétnu vdzbu o tom, ¢o je potrebné

zlepsit’.
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Ako alternativna vyskumna metdda sa mohol pouzit’ aj dotaznik. Pomocou softvéru na
prieskum sa mohli poskytnut’ rychle vysledky, ¢o by usetrilo ¢as a energiu. Ked’ze si vSak
el tejto studie a uvedené vyskumné otazky vyzaduji hibkovua analyzu kritickych otazok,
ako vhodnejsie sa javili hibkové rozhovory. Dalim dévodom, pre¢o sme sa nerozhodli pre
dotaznik, je aj to, Zze dotaznik si vyzaduje oslovenie vel'kého poctu ucastnikov, aby mal
dobré zastipenie, ¢o predstavuje uréité tazkosti, najmi pokial’ ide o nabor ucastnikov,
ked’7e dostupnost’ a pristupnost’ castnika bola problémom uZ pri nédbore na hibkové
rozhovory. S cielom maximalizovat’ ¢as a U¢innost’ a vzh'adom na povahu vyskumne;j
otazky sa vyskumnik sustredil len na kvalitativny pristup.

Hibkové rozhovory umoznili preskumat’ hlavné vyzvy, rizika a prileZitosti pre existujuce
PZ1 a pre krajinu, ako aj ziskat” hlbSie pochopenie toho, ¢o je potrebné na prildkanie
véacsieho poétu investorov v buducnosti. Hibkové rozhovory navyse umoznili diskusiu s
respondentom namiesto jednoduchého ziskavania kratkych, uzavretych odpovedi. Zhang a
Wildemuth (2009) podporujt tento druh vyskumu, ked’ uvadzaju, ze kvalitativna analyza
udajov poskytuje uceleny pohlad na konkrétnu tému a pomédha kombinovat néazory
hovoriacich. Tato metoda tiez umoznila obohatit a skombinovat’ ziskané tudaje s
existujucou literatirou, aby sa na konci dosiahli vysledky.

Po uskuto¢neni rozhovorov je potrebné analyzovat’ udaje a odpovede hovoriacich.
Ucelom analyzy udajov je transformovat’ zozbierané udaje na pozorovania a zistenia.
Zatial’ ¢o v kvantitativnom vyskume existuje cely rad Standardizovanych sposobov analyzy
udajov, v kvalitativnom vyskume je situacia odlisSnad. Aj ked’ existuju rozne stratégie
analyzy, nie su stanovené jasné pravidla, ako by mali udaje v tejto forme vyskumu vyzerat
(Mehmetoglu, 2016). Podl'a Mehmetoglua (2016) vSak mozno analyzu udajov vykonat’ v
dvoch krokoch, a to spracovanim udajov a ich transformaciou.

Zatial’ ¢o spracovanie udajov je zaloZené na kédovani, indexovani, triedeni a vyhl'addvani
udajov, ktoré mozno vykonat' bud’ manudlne, alebo pomocou softvérovych néstrojov,
transformacia udajov sa vykondva interpreticiou udajov a pouzitim sekundarnych tdajov
vopred, aby sa zabezpec€ila spravna interpretacia (Mehmetoglu, 2016). Existuje mnoho
roznych analytickych pristupov na spracovanie aj transformaciu tdajov.

Analyticka Cast’ tejto Stiidie je zaloZena na kvalitativnej obsahovej analyze podl'a Mayringa
(2010), ktord je vdaka svojej teorii a metodoldgii zalozenej na pravidlach vhodna na

vyhodnotenie expertnych rozhovorov prezentovanych v tomto vyskume.
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Mayringova obsahovd analyza je wuzitonda pri sumarizacii velkych objemov
nestruktirovanych textov s cielom ziskat’ §irsi obraz. Preto je obsahova analyza metodou
vhodnou na vyhodnotenie expertnych rozhovorov, ktoré v niektorych pripadoch obsahuji
podobné informécie (Mayring, 2010). Mayring rozdel'uje takuto analyzu kvalitativnych
udajov do Styroch faz: 1) vedenie rozhovorov, 2) prepis rozhovorov 3) kdédovanie textov
(kategorizacia a zovSeobecnenie obsahu) a 4) interpretacia.

Prva faza (vedenie rozhovorov) prebichala od novembra 2020 do februara 2021. Po
ukonceni rozhovorov boli zvukové zdznamy rozhovorov ru¢ne prepisané slovo po slove,
ked’ze opdtovné cCitanie rozhovorov prispelo k lepSiemu pochopeniu toho, ¢o ucastnici
uviedli. Po prepise nasledovala tretia faza, t. j. kategorizacia a zovSeobecnenie obsahu.
Ciel'om tejto fazy je zredukovat’ material na podstatny obsah, vynechat’ vSetky ozdobné
vyrazy a dosiahnut’ konzistentnost’ textu. Potom sa obsah zovSeobecnil, t. j. podstatny
obsah sa zvyraznil a kategorizoval podl'a hlavnych tém vyskumnej otazky (Mayring, 2010).
Podl’a Pattona (2015) sa interpretacia javi ako jeden z najdolezitejSich krokov, pretoze sluzi
na pochopenie zmyslu zisteni, ponika vysvetlenia a vyvodzuje zavery. Tu bola poskytnuté
interpretacia idajov s vyuzitim vytvorenych kategorii z tretej fazy, t. j. porovnanie a iprava

vysledkov ziskanych z vyskumu literatury (Mayring, 2010).

Vyskumna vzorka

Skiimanie sucasnych vyziev, rizik a prilezitosti pre Ukrajinu a priame zahrani¢né
investicie, ako aj zistovanie stratégii, ktoré by Ukrajina mohla pouzit’ na pomoc budicim
alebo sucasnym investorom pri vstupe na trh, si vyzaduje stretnutiec s vybranymi
respondentmi, ktori maji znalosti o tejto téme. Ked'Ze prioritou bol obsah a nie sektory, v
ktorych investori pdsobia, boli vybrani respondenti z r6znych sektorov. Tato metoda bola
zvolena v stilade s Mackom et al. (2005), ktory uvadza, Ze nie je povinné zbierat’ informécie
od kazdého jednotlivca z rovnakej oblasti alebo hospodarskeho sektora. Preto bolo
dolezitejSie najst’ respondentov z réznych sektorov, ktori pracuju alebo poznaju proces
zahrani¢nych investicii na Ukrajine, bez ohl'adu na to, ¢i predstavujii pocet obyvatel'ov
alebo pocet PZI na ukrajinskom trhu. Tato technika, ktora sa nazyva "homogénny vyber".
(Glaser & Strauss, 1967), tieZ pomohla vyskumnikom viac sa ststredit’ na obsah vyskumu

a znizit’ Cas a usilie investované do vyskumu.
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Dvadsatpat’ respondentov, ktori sa zucastnili na rozhovoroch, pracuje v rdznych
odvetviach a spolo¢nostiach a ma hlboké znalosti o PZI na Ukrajine. Boli bud’
zakladatel'mi, spoluzakladatel'mi alebo podporovali a pracovali v procese investovania na
Ukrajine. Respondenti boli vo veku od 30 do 70 rokov. Na zabezpeCenie anonymity
G&astnici pouzivali vieobecné mena, ako napriklad Ugastnikl, Utastnik2 a podobne.
Vsetkych 25 organizacii nebolo navzajom prepojenych a pdsobili v roznych odvetviach,
ako je bankovy sektor, maloobchod, médid, pol'nohospodarstvo a poradenstvo.

Ciel'om vyskumnika bolo uskuto¢nit’ 20 az 30 individualnych rozhovorov. Tento pocet
vychadzal zo Stadie Brymana (2008), ktory navrhol, aby minimélny pocet rozhovorov bol
20 az 30. Mason (2010) dalej uvadza rozpitie pre kvalitativne Stidie zalozené na
rozhovoroch od 1 do 95, pricom priemer je 31 a median 28. Vzhl'adom na to bolo cielom
pokracovat’ v zhromazd’ovani udajov az do dosiahnutia nasytenia, ¢o v pripade tejto Stadie
znamenalo 25. rozhovor. Vykonanie d’alSieho kola zberu udajov by sposobilo prekrocenie
¢asového ramca urcen¢ho na zber udajov.

Respondenti boli vyhl'adani prostrednictvom vyhl'adavaca Google s pouzitim kl'a¢ovych
slov, ako napriklad "priame zahrani¢né investicie na Ukrajine", "spolo¢nosti investujlice
na Ukrajine", atd’. To pomohlo vytvorit’ zoznam zahrani¢nych investorov na Ukrajine, ktori
boli neskor kontaktovani prostrednictvom siete LinkedIn. Okrem investorov boli
kontaktovani aj zamestnanci, ktorych pozicia bola uvedend na LikedIn (napr. "manazér
nového trhu", "priamy zahrani¢ny investor", atd’.). Kandly socialnych médii, ako napriklad
Facebook, sluzili ako zdroj naboru respondentov. Okrem toho sa vyhladavanie rozsirilo
prostrednictvom kontaktovania organizacii a inkubatorov zahrani¢nych investicii na
Ukrajine, ako je Ukraineinvest.com.

Kontakty najdené na internete boli prostrednictvom e-mailu alebo LinkedInu poZiadané o
ucast’ na rozhovore. Spravy obsahovali struény opis projektu a vyskumnych otazok a
osobnu motivaciu pre vyskum tejto témy. Respondenti boli vyzvani, aby dobrovolne
prispeli do rozhovoru a neboli nijako nuteni ani manipulovani k Gc¢asti na procese.
Rozhovory sa zac¢ali koncom novembra 2019 a trvali do konca februdra 2021. Prebiehali
najmi na mieste, ale prilezitostne sa uskuto¢iiovali aj cez Skype. Kazdy rozhovor trval od
30 do 60 minut. Rozhovory sa viedli v angli¢tine alebo na Ziadost’ respondenta v rustine

alebo ukrajincine a neskor boli preloZzené do anglictiny.
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Pred zacatim rozhovorov boli respondenti poziadani o sthlas so zvukovym zdznamom
rozhovoru. V zaujme zabezpecenia dovernosti boli Giastnici poziadani o sthlas s pouzitim
nazvu ich organizacie v tomto vyskume.

Kazdy z rozhovorov sa uskutoc¢nil individudlne, aby sa predislo akejkol'vek zaujatosti. Na
ucely porovnania boli kazdému z respondentov polozené rovnaké otazky.

Pocas rozhovoru bolo dolezité ponechat’ otdzky otvorené, aby mal respondent moznost’
vyjadrit’ svoj nazor Siroko a obsirne. Okrem toho sa pouzila smernica pre rozhovor, ktora
pomohla udrzat’ zameranie na tému vyskumu, ale zaroven umoznila, aby sa pocas
rozhovorov objavili sGivisiace a zaujimavé prvky. Uvod sa zadal struénym predstavenim
témy dizertacnej prace a vyskumnych otazok. Po tivode bol respondent poziadany, aby sa
predstavil, ako aj svoju poziciu v ramci organizacie.

Druha ¢ast’ rozhovoru sa sustredila na ich investi¢né aktivity na Ukrajine, vyzvy, rizika a
prileZitosti, ktoré mali pri vstupe na ukrajinsky trh. Dalej boli poziadani, aby uviedli, ¢o
podla ich nazoru pomohlo Ukrajine alebo bolo vyhodné pre Ukrajinu ako hostitel'sku
krajinu. Inymi slovami, boli poziadani, aby vysvetlili, ako podl'a nich ich investicie
pomohli ukrajinskému hospodarstvu. Dalsia dolezita ast dotaznika sa ststredila na
stratégie a na to, ¢o podl'a ich nazoru Ukrajina ako krajina mohla alebo méze urobit’, aby
v buducnosti poskytla zahrani¢nym investorom priatel'skejsie prostredie. Otazky polozené
v rozhovoroch su uvedené v prilohe.

Pocas rozhovoru sa pouzivalo parafrazovanie s cielom skontrolovat, ¢i boli informacie
spravne pochopené, aby sa predislo pripadnym nedorozumeniam alebo nezrovnalostiam.
Napriek tomu, ze respondenti boli k dispozicii aj po rozhovore na d’alSie otazky, dodatocné
rozhovory sa neuskutocnili.

Vsetkych 25 rozhovorov bolo nahranych na audiokazetu a neskor prepisanych, aby sa

umoznilo potrebné kdédovanie a vyhodnotenie.

Vysledky prace

Na zodpovedanie vyskumnej otdzky mala praca osem roznych cielov, ktoré pomohli
zachovat’ sudrZznost’ a strategicky pristup k zodpovedaniu vyskumnej otazky.

Cielom 1 bolo zhrnGt' hlavné teérie priamych zahraniénych investicii. Tato dizertacna
praca sa sustredila na tie najfrekventovanejsie, ktoré zaroven predstavuji hlavné motivacné

faktory investicii nadnarodnych podnikov v cudzej krajine. Patri medzi ne tedria vyrobného
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cyklu, teoria dokonalého kapitalu alebo devizového trhu, tedria internacionalizacie a
eklekticka paradigma.

Tedria zivotného cyklu vyrobku (PLC) pozostava zo Styroch faz: zavedenie (vyrobok sa
uvadza na domadci trh), rast vyrobku, zrelost’ a napokon upadok (vyrobok sa musi vyradit’
zo zé&sob). Ked’ vyrobok dosiahne tretie $tadium, zrelost’, spolo¢nosti zacnti hl'adat’ d’alSie
moznosti propagacie vyrobku, zvyc€ajne investovanim v inej krajine. Ked’ze naklady su tu
dolezitym faktorom, podniky sa vac¢Sinou zaujimaju o rozvojové krajiny, kde st naklady
na vyrobok, zamestnanost’ a vyrobu celkovo nizsie ako v ich domovskej krajine.

Teodria devizového trhu uvadza, Ze krajiny so slabSou menou pritahuja viac PZI, pretoze
vyrobné materialy nakupované v hostitel'skej krajine stt v porovnani s domacou krajinou
lacnejsie. Toto tvrdenie v§ak mozno uplatnit’ len v pripade rozvojovej krajiny. Investiciu
uskuto¢nentt medzi dvoma rozvinutymi krajinami, kde maji obe meny rovnak silu, takato
tedria nemoze podporit’.

Tedria internacionalizacie uvadza, ze medzinarodné spolo¢nosti investuju v rozvojovej
krajine z dvoch dovodov: aby znizili konkurenciu a aby vyuzili Specifické vyhody
spolo¢nosti. Aj ked premiestnenie svojich aktivit na medzinarodny trh moze mat
nevyhody a je spojené s dodato¢nymi nakladmi, nadnarodné spolocnosti vidia prilezitost’
v tom, Ze sa o trh nedelia so svojimi konkurentmi a vyuzivaju nedokonalosti trhu vo svoj
prospech.

Eklekticka paradigma berie do uvahy tri aspekty: vyhody vlastnictva, vyhody umiestnenia
a internacionalizaciu, ktora je v literature znama aj ako te6ria OLI.

Ciel’ 2 mal za ulohu opisat’ a analyzovat’ hospodarsku a politicku situdciu na Ukrajine s
cielom pochopit, preco sa Ukrajina nachadza v pozicii, v akej sa v sucasnosti nachadza,
pokial ide o prilakanie priamych zahrani¢nych investicii.

Historia Ukrajiny, ako aj vysvetlenie, pre¢o sa Ukrajina nachaddza v ekonomickej situacii,
v ktorej sa momentdlne nachddza, siaha do roku 1917, ked bola Ukrajina st€astou
Sovietskeho zvdzu a bola ovplyvnena bol'Sevickou revoltciou a politikou a reformami
Jozefa Stalina. Pocas niekol’kych poslednych desatro¢i Ukrajina zazila mnoho vojen a
reStrukturalizaénych reforiem, ktoré vytvorili nestabilnu situaciu v krajine. Hoci v roku
1991 ziskala Ukrajina nezavislost’, stile je zavisla od ruskych zariadeni, ako su dodavky
energie, ¢o sposobilo, Ze ukrajinské hospodarstvo je zraniteI'né voc¢i vonkaj$im Sokom z

dovodu chybajucich vyznamnych Strukturalnych reforiem.
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Vonkajsie institucie, ako napriklad MMF, nabadali Ukrajinu, aby stanovila opatrenia a
rozsah reforiem na podporu hospodarskeho rastu. Reformy sa tykali boja proti korupcii,
rozvoja kapitalovych trhov a zlepSenia legislativneho ramca.

Udrzanie reforiem, ktoré sa podarilo uviest' do platnosti, bolo tazké, ak nie nemozné, v
dosledku oranzovej revolucie, neustalej vymeny prezidenta a neskor vojny vo vychodnej
Casti Ukrajiny. Tato nestabilita bola hlavnym dovodom, ktory odradzal priame zahrani¢né
investicie.

Ulohou ciel'a 3 bolo analyzovat’ stéasny stav priamych zahrani¢nych investicii na Ukrajine
a ukazat, ze napriek niektorym pravnym a korupénym problémom zostiva Ukrajina
atraktivnou investi¢nou destinaciou vdaka svoymu velkému vnatornému trhu,
osvedCenému pol'nohospodarskemu potencialu, energetickym a nerastnym zdrojom.
Niekol’ko vladnych reforiem viedlo k tomu, ze Ukrajina poskocila na 64. miesto v rebricku
"Doing Business Index" Svetovej banky. Reformy sa tykali oblasti, ako st reformy
studnictva, vymozitelnost prava, boj proti korupcii, trh s polnohospodarskou podou,
zdravotnictvo a decentralizécia.

Analyza investorov podla krajiny, z ktorej pochddza ich podnikanie, ukézala, Zze najva¢sim
investorom na Ukrajine je Cyprus, za ktorym nasleduje Holandsko a Ruska federacia.
Studia najvynosnejsich investi¢nych odvetvi ukézala, Ze hlavnymi sektormi zahraniénych
investicii su: finan¢nictvo a poistovnictvo, velkoobchod a maloobchod, nehnutel'nosti a
spracovatel'sky priemysel. Empirickd Stadia tiez odhalila, ze ukrajinsky sektor
informacnych technolégii je pre investorov coraz dolezitejsi a za poslednych pétnast’ rokov
zaznamenal obrovsky rast.

Aj ked’ Ukrajina mohla v poslednych Stvrtrokoch preukazat’ urcity pokrok v hospodarske;j
a politickej oblasti, skutocnost’, ze Ukrajina sa v sucasnosti nachadza v prechodnom
obdobi, stale vytvara urcité prekazky, vyzvy a rizikd pre zahraniénych investorov a
vnutorni ekonomiku.

Cielom 4 bolo zhrnat' vyzvy a rizikd, s ktorymi sa investori stretavaji pri vstupe na
Ukrajinu, a zaroven odpovedat’ na prvua ¢ast’ vyskumnej otazky.

Zistenia ukézali, ze hlavné vyzvy investorov stdle spocivaju v nestabilnom prostredi
pravneho ramca. Vzhl'adom na to, Ze hospodarska a politicka situdcia na Ukrajine sa
neustale meni, je tazké prisposobit’ sa pravidlam, pretoze sa menia skor, ako sa s nimi
investori oboznamia. To spOsobuje, Ze situdcia je velmi nepredvidatelnd a stavia

investorov do rizikovej pozicie, ¢o moze viest’ k dodatoénym ndkladom (napr. sidnym).
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Takisto korupcia zostava pre vacSinu investorov naroénym faktorom, aj ked’ nie vSetky
Stadie s touto skutocnost’ou suhlasia.

Uginnost’ pri poskytovani vlastnickych prav je tiez otizna. Investori sa tiez stazuju na
zlozité a Casto nejednoznacné legislativne procesy.

Celkova politicka nestabilita, ako aj pokracujuca vojna vo vychodnej casti Ukrajiny
nezlepSuju investi¢né prostredie a nadalej predstavuju hlavné rizika pre sucasnych a
potencidlnych investorov. Aj ked’ je vojnova zéna na Ukrajine obmedzena na konkrétny
region, tato skuto¢nost’ stale brani niektorym investorom vybrat’ si Ukrajinu ako cielovl
krajinu.

Dalsou vel’kou vyzvou pre Ukrajinu ako investi¢nu destinaciu je skutoénost, Ze mnohé
podniky a niekedy aj celé odvetvia ukrajinského hospodarstva a elektronické masmeédia su
pod kontrolou alebo vplyvom skupiny oligarchov. To mnohym investorom st’azuje vstup
do urcitych Casti hospodarstva bez toho, aby mali vhodnu siet’ kontaktov.

Skutocnost’, Ze niektoré legislativne dokumenty a investicné pravidla st v anglictine,
predstavuje pre investorov d’alSiu zataz, ked’Zze musia investovat’ do prekladatel'ov.

Jazyk a ukrajinské kultara a mentalita sa ukazali byt’ d’alSou vyzvou pre investorov, ked’ze
niektoré pravidla alebo spdsoby podnikania sa liSia od pravidiel a spésobov podnikania v
inych europskych krajinach. S nedostatocnym pochopenim miestnej kultary a jej
obyvatel'ov stvisia aj otazky dovery.

Ciel’ 5 bol zamerany na zdoraznenie vyziev a rizik pre krajinu a poskytol odpoved’ na druht
cast’ vyskumnej otazky. Tato Stidia ukazala, ze vacsina investorov nespdja ziadne rizika s
Ukrajinou a prilakanim d’al$ich priamych zahrani¢nych investicii v budtcnosti.

Mozné riziko PZI pre Ukrajinu by mohlo zahfat’ zhorSovanie zivotného prostredia, ked’ze
hostitel'ské krajiny vac¢Sinou nemaju ziadnu environmentalnu politiku alebo ma len slabu
urovenl. V dosledku toho by medzinarodné spolo¢nosti mohli vyuZzit' slabé predpisy a
zriadit’ v krajindch vyrobné zariadenia, ktoré zvysia produkciu, a tym aj troven znecistenia.
Vzhl'adom na skuto¢nost’, Zze Ukrajina nema taku vysokl Groven priamych zahrani¢nych
investicii, vSak zistenia ukdzali, Ze toto riziko nie je relevantné.

Dalsi i¢astnici diskutovali aj o moznom riziku pre Ukrajinu, a to o monopolizacii. Ked sa
nadnarodné spolo¢nosti prestahuji do rozvojovej krajiny, zvycajne pontkaji lepsie mzdy,
efektivne vyrobné procesy a lepSie know-how. Pre domdace spolo¢nosti je tak narocné
udrzat’ krok s konkurenciou. V désledku toho stracaji na podnikani, ¢o umoziuje

nadnarodnym spolo¢nostiam ziskat’ monopolné postavenie.
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Dal§im moznym rizikom pre Ukrajinu méZe byt znizenie produktivity miestnych
organizacii, kedZze MNC su zvycajne schopné vyrabat’ svoj tovar s niz§imi ndkladmi, ¢o
doméce firmy nedokazu, a tym ich nutia opustit’ miestny trh.

Daldim moznym rizikom, na ktoré poukazali uéastnici, bolo riziko stiahnutia priamych
zahrani¢nych investicii. Vzhl'adom na to, ze PZI zohravaji délezitu ulohu na trhu prace,
hostitel'ska krajina sa stava vysoko zavislou od technologie naro¢nej na pracovnu silu.
Akonahle MNC n4jdu atraktivnejSiu krajinu, v ktorej mézu d’alej znizovat’ svoje vyrobné
naklady, s najvacSou pravdepodobnost'ou presunu svoju zékladiu do tejto krajiny. Preto
vzdy pretrvava obava z nezamestnanosti v dosledku stiahnutia PZI.

Casom moze dojst’ k uréitému politickému alebo socialnemu napitiu z obavy, Ze zahrani¢ni
investori vytlac¢ia domdce firmy, ¢o by viedlo k vySSej nezamestnanosti. O tychto obavach
sa vSak pocas rozhovorov hovorilo len teoreticky, kedze objem prilevu PZI nie je na
Ukrajine taky vysoky.

Napriek tomu je okrem tychto problémov doélezité zdoraznit’, ze Ukrajina v skuto¢nosti
poskytuje vel'a prilezitosti pre existujucich a buducich priamych zahrani¢nych investorov.
Otézka o prilezitostiach, ktoré by mohli investori vyuzit’ pri investovani na Ukrajine, bola
cielom ¢islo 6.

Jednou z hlavnych vyhod pre investorov pri investovani na Ukrajine je skuto¢nost’, Ze
krajina mé centralnu polohu a ponuka investorom moznost’ I'ahko obchodovat’ s Ruskom a
Aziou na jednej strane a Eurdpskou tniou na strane druhej. Jej centralna poloha a pristup
k réznym obchodnym trasam, Ciernemu moru a d’al§im pristavom a Zelezniciam su pre
investorov vyhodou.

Velkost' ukrajinského trhu je d’alSou prilezitostou pre buduce investicie. S viac ako 48
poskytuje Siroku Skalu nedostatoéne objavenych prilezitosti a sektorov, ktoré na
ukrajinskom trhu doteraz neboli.

Ked’ze Ukrajina prechédza seizmickou demokratickou a hospodarskou transformaciou, ma
vacsi zdujem o spojenie s globdlnymi spolo¢nostami ako vécSina ostatnych krajin.
Ukrajina je otvorenou krajinou a zavadza nové stimuly alebo pravidld, aby zlepsila svoj
imidZ medzi budlcimi investormi.

Vzhl'adom na vysoku kupnu silu Ukrajiny st zahrani¢ni investori pritahovani touto
konkurencieschopnou nizko nakladovou destinaciou. Tyka sa to nielen nakladov na

pracovnu silu, ale aj na suroviny a vyrobné naklady vratane elektrickej energie, vody, atd’.
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Zo svojich investicii na Ukrajine profituji nielen investori, ale aj Ukrajina ako hostitel'ska
krajina m6ze v buducnosti vo velkej miere profitovat’ z prilakania vicSieho poctu priamych
zahrani¢nych investicii. To bol ciel ¢islo 7.

Priame zahrani¢né investicie si pre vsetky transformujuce sa krajiny vratane Ukrajiny
vel'mi atraktivne, pretoze su prisl'ubom hospodarskeho rastu, ktory by sa nedal dosiahnut’
domécimi aktivitami.

Hospodarsky rozvoj Ukrajiny by sa mohol dosiahnut’ najmai tym, ze zahrani¢né spolo¢nosti
vytvaraju noveé pracovné miesta a viac prilezitosti, ked’Zze niekedy buduji nové spolo¢nosti.
To moZe viest’ k zvySeniu prijmov a vyssej kipnej sile miestnych obyvatel'ov, o nasledne
vedie k celkovému oziveniu hospodarstva. Okrem toho prispievaji k celkovému rozvoju
I'udského kapitalu, kedZe zvyC€ajne poskytuju dodatoné Skolenia pre zamestnancov -
osvedcené postupy sa potom mézu odovzdavat’ d’alSim spolo¢nostiam.

Zahrani¢ni investori tieZ poskytuji spolo€nosti hostitel'skej krajiny pristup k novym
odbornym znalostiam v oblasti riadenia a technolédgii, ¢o mdze tiez podporit’ inovacie v
krajine. Okrem toho poskytuju SirSiu skalu tovarov a sluzieb, ktoré predtym neboli v krajine
dostupné.

Cim viac zahraniénych investorov krajina m4, tym vysSia je konkurencia v krajine, ¢o opit’
zlepsuje ekonomiku na domacom trhu. Ukrajine to tiez dava moznost’ zapojit’ sa do
medzinarodnej ekonomiky a vybudovat’ si vlastni medzinarodnu siet’, ktora je potrebna na
dosiahnutie globalneho uspechu.

Cisté prinosy z PZI viak nevznikaju automaticky a ich vyznam sa lisi v zavislosti od
hostitel'skej krajiny a r6znych podmienok. V pripade Ukrajiny je potrebné prijat’ niekol’ko
opatreni, aby bolo mozné naplno vyuzivat prilezitosti a vyhody PZI.

To bol aj posledny ciel’ tejto prace, ktory dava odpoved’ na poslednt Cast’ vyskumnej
otazky: ako moZe Ukrajina eliminovat’ rizikd a poskytnut’ strategické rieSenia na prilédkanie
potencidlnych zahrani¢nych investorov.

Hoci mnohé opatrenia uz vstapili do platnosti, zlepSenie pravneho a sidneho systému a
ucinnejSia ochrana pred korupciou su pre zahrani¢nych investorov stale potrebné a dolezité.
Za vel'mi dolezity determinant sa povazovala aj infraStruktira v krajine, ktora je tiez
potrebné zohl'adnit’.

Pri ziskavani novych potencidlnych investorov je potrebné poskytnit’ konzistentné

posolstvo zamerané na spravne publikum v spravnej forme.
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Posolstvo by malo pozostavat z cielenych informdcii o potencidlnych obchodnych
prilezitostiach v kazdom regidone a v kazdom odvetvi Ukrajiny. Okrem toho je potrebné
zdoraznit, ze oblast’ konfliktu sa tyka len vel'mi malej ¢asti Ukrajiny a nemé vplyv na
podnikanie v celej krajine. Tato skuto¢nost’ by sa mala propagovat’ aj v médiach, aby sa
zabezpecilo, ze spravna informacia sa dostane k spravnemu publiku.

Nemalo by sa zabudat’ ani na skuto¢nost, Ze existujici investori na Ukrajine mozu
podporovat’ pozitivny obraz krajiny, a preto je dolezité postarat’ sa aj o nich. Vytvorenie
sieti, komunika¢nych platforiem a nezéavislych organizécii, v ktorych by si existujici
investori mohli vymieniat’ informacie s potencialnymi, by im mohlo poskytnut’ obrovskt
podporu.

Na zaver moZzno konStatovat’, Ze priame zahrani¢né investicie sa ukazali ako dolezity faktor
pri dosahovani hospodarskeho rastu na Ukrajine a priblizeni krajiny k Europskej nii. Preto
je dolezité preskimat’ existujuce politiky, ich nedostatky a hl'adat’ nové sposoby zvySenia
prilevu zahrani¢nych investicii na Ukrajine s cielom zabezpecit’ dlhodoby hospodarsky

rast v budtcnosti.

Zaver

Vo verejnej diskusii je zrejmy vyznam priamych zahraniénych investicii na Ukrajine,
pretoze stimuluju hospodarsky rast. Zaroven sa menej pozornosti venovalo informaciam o
aktualnej situacii v oblasti priamych zahrani¢nych investicii v krajine, ich vyzvach a
prilezitostiach. Cielom tohto ¢lanku bolo vyplnit’ tieto medzery empirickou analyzou
oboch otazok.

Tato Studia presvedCivo ukazuje, ze PZI skuto¢ne zohravaji v ukrajinskej ekonomike
doleziti ulohu. Hoci od zmeny prezidenta v aprili 2019 prilev PZI vzrastol, niektori
investori stiahli mnohé svoje aktiva z dovodu pretrvavajiceho konfliktu s Ruskom a s nim
spojenych politickych a pravnych rizik.

Okrem politickej nestability respondenti poukézali na zdkladnt neefektivnost’ a korupciu
v sudnom systéme ako na jednu z hlavnych vyziev pre investorov. Za dalSie vdZzne
prekazky sa povazuje aj zloZitost a nezosuladenie s predpismi EU.

Napriek byrokracii a pravnym problémom zostava Ukrajina stale atraktivnou investi¢nou
destinaciou z viacerych dovodov: jej poloha v srdci Eurdpy, velky domaéci trh,

polnohospodarsky potencial a otvorenost” podnikania. Okrem toho jej vysoky pocet

158



vzdelanych inzinierov nad’alej kazdoro¢ne pritahuje high-tech podniky v sektore start-
upov.

Je nevyhnutné zdoraznit’, ze za posledné dva roky krajina dosiahla vyznamny pokrok,
pokial’ ide o investi¢né prostredie, vd’aka comu sa dostala na 71. miesto indexu Svetovej
banky Doing Business (zo 190 ekonomik). KI'i¢om k tomu, aby sa Ukrajina stala uspesnou
krajinou so silnou ekonomikou, je nad’alej zlepSovat’ jej ekonomicku poziciu. Krajina ma
stale vel'ky dopyt po rozvoji infrastruktury, a to v legislativnom (konzistentnost’ a
transparentnost’ prava) aj materialnom rozmere (pristavy, mosty, cesty). Ked'Zze priame
zahrani¢né investicie si sucastou ekonomického systému, ktory stimuluje hospodarsky
rast, je potrebné nielen realizovat’ uvedené opatrenia, ale aj monitorovat’ ich a zabezpecit,
aby boli vykonavané profesiondlnym spdsobom, Co je nevyhnutné na zabezpecenie
bezpecnej zékladne pre dlhodobé investicné vztahy.

Diskusie o vplyve a vyzname priamych zahrani¢nych investicii na Ukrajine budu zohravat’
hlavnu ulohu aj v buduacnosti. Tato praca poukézala na existenciu nedostatku uplného
pochopenia, pokial’ ide o vplyv a realizovateI'né stratégie na Ukrajine. Buduci vyskum by
mohol preskumat’ konkrétny vztah medzi PZI na Ukrajine v ramci réznych odvetvi a jej
hospodarskym rastom. Pochopenie réznych nazorov moéze poskytnut’ lepsi pohlad na
pochopenie ekonomiky a malo by pomdct vldde vymysliet nové sposoby riadenia a

podpory existujucich PZI, ako aj prildkania potencialnych PZI v budiicnosti.
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