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FACTORS OF FOREIGN DIRECT INVESTMENT
ATTRACTING INTO ECONOMY OF
UKRAINE’S REGIONS

Abstract. Introduction. In the last decade we observed a new wave of globalization where the economic linkage between count-
ries has been strengthened mainly by foreign direct investment (FDI) flows. FDI is generally considered as a driving force in the inte-
gration of countries region into the globalization process that characterizes the world economy.

Purpose of the article is to determine modern investment processes features on the regional level, to fetch out and systematize fac-
tors that influence immediately foreign direct investment attraction into economy of Ukraine’s regions.

Results. The authors investigate modern investment flows trends into the regions of Ukraine. These flows’ aspects in the context of
globalization are defined. The authors fetch out and systematize factors, which have immediate influence on foreign direct invest-
ment attraction into economy of Ukraine’s regions, and unravel the set of indicators characterizing them.

Conclusion. Among the major factors contributing to foreign direct investment attraction, are: natural-resources, labor, political-legal,
economic, innovative, infrastructure, geographical and business factors.

Keywords: foreign direct investment; region; factors of FDI attracting; investment activities; region’s investment attractiveness.
JEL Classification: E20, F21, G31
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[OKTOP EKOHOMIYHMX HayK, npodhecop, 3asigyBad kadenpu MiXKHApOAHOI EKOHOMIKM Ta MapKeTUHrY,

[MonTaBCbKW HaUiOHaNbHWI TEXHIYHWUIA YHIBepcuTeT imeHi IOpia KoHapaTioka, YkpaiHa

A. A. bBypsak

acUCTEeHT Kadhepy Mi>KHAPOAHOI EKOHOMIKM Ta MapKETUHry,

MonTaBCbKWiA HaUiOHaNbHU TEXHIYHWI YHIBepcUTeT imeHi IOpia KoHapartioka, YKpaiHa .

®AKTOPU SANYYEHHA NPAMUX IHOSEMHUX IHBECTULIN B EKOHOMIKY PEFOHIB YKPAIHU

AHoTauiA. Y cTaTTi 4OCNiAXKEHO CyYacHi TeHAeHUIl iIHBECTULINHUX NOTOKIB y perioHax YkpaiHn. BusHavyeHo ocobnmBocTi iHBeC-
TULIRHOrO Npouecy B ymoBax rnobanisadii. CuctematnsoBaHo hakTopu, AKi BINBAOTb Ha 3a/ly4eHHA NPAMMX iIHO3EMHUX iHBe-
CTULIN B EKOHOMIKY perioHiB YKpaiHu Ta pO3KPUTO HU3KY CKNaAoBMX, L0 XapaKTepu3ytoTb BUABMEHI (hakTopW.

Knio4yoBi crnosa: npAMi iHO3eMHi iHBeCTULii; perioH; dakTopu 3anyyeHHA NPAMUX IHO3EMHUX IHBECTULIN; iHBECTULINHA AiANb-
HICTb; iHBECTUUIHA NpUBabnuBIiCTb perioHy.
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[MonTaBCKMiA HAUMOHANbHBIN TEXHUYECKUI yHuBepcuTeT umenn Opuna KonagpaTioka, YkpanHa

A. A. bypak

accucTeHT kadheapbl MexnyHaponHoﬁ 3KOHOMUKM N MapKeTuHra,

MonTaBCcKuMi HaUMOHasbHBIN TEXHNHECKMI YHUBEpCUTET UmeHm IOpua KoHgpartioka, YkpanHa

®AKTOPbI MPUBJIEYEHNA MPAMbIX MHOCTPAHHbIX MHBECTULMA B 3KOHOMUKY PEFTMOHOB YKPAUHbI
AHHOTaumA. B ctaTbe nccnenoBaHbl COBPEMEHHbIe TEeHAESHUMN MHBECTULIMOHHBIX MOTOKOB B pernoHax YkpawuHbl. Onpeae-
NeHbl 0CO6EHHOCTU MHBECTULIMOHHOMO npoLecca B yCnosuaAx rnobanusauun. CuctematnamposaHbl (hakTopbl, KOTOpble BK-
AT Ha NpuUBMEeYeHUe NPAMbBIX MHOCTPaHHbBIX MHBECTULIMIA B 9KOHOMUKY PErMOHOB YKpavHbl Y PacKpbIT pAA COCTaBMAIOLLMX,
KOTOpble XapakTepuaytoT BblABIEHHbIE (haKTOopbI.

KntoueBble cnoBa: NpAMbIE MHOCTPaHHbIE MHBECTULIMK; PETVIOH; (haKTOopbl MPMBEYEHNA MPAMBIX MHOCTPAHHbLIX NHBECTULINIA;

WHBECTUUMOHHAA OeATeNIbHOCTb, MHBECTULUMOHHAA NpuBrieKaTelbHOCTb permoHa.

Introduction. The modern stage of world development is
characterized by globalization and internationalization of eco-
nomic life. Not being left behind the processes mentioned,
Ukraine is sufficiently integrated into the world economy. One of
the major features of modern globalization processes is free
capital transfer between the countries, allowed by foreign direct
investment movements. FDI can be viewed as a type of tangi-
ble or intangible investments made by a country’s resident
enterprise into another county’s receiving enterprise with the
aim of making a profit and participating in business manage-
ment. Amid effective attraction, direct investment provide new
productive capacities, create jobs, implement modern technolo-
gies and contribute to the increasing of export, thus being
another powerful driving force of regions’ economy deve-
lopment. Considering this, countries and regions all over
the world compete severely to attract direct investment.

A share of FDI out of its world amounts was equal to
a quarter of a percent in Ukraine in 2013 [1]. Unfavorable
investment climate is among the major factors having a
negative impact on the amount of foreign investment
arrival in Ukraine. In particular, according to the business
management rating score conducted by the World Bank,
Ukraine ranks 112-th position out of 189 countries world-
wide [2]. It follows from the mentioned above that inves-
tigation the factors of FDI attracting, which contributes to
investment activity activation on the regional level, is
actual.

Brief Literature Overview. Investment recourses

attraction to the region is in the centre of attention of foreign
scientists and economists, namely, H. Lankes (1996) [3],
E. Borensztein (1998) [4], A. Bevan (2000) [5], Y. Kinoshita
(2004) [6], J. Brada (2004) [7], and leading domestic sci-
entists, among whom are S. Zakharin [8], D. Lukyanenko
[9], A. Peresada [10], O. Rogach, [11], V. Fedorenko [12]
and V. Onishchenko [13]. Still, some aspects and factors of
FDI attraction into regions’ economy need specification
and certain re-thinking.

Purpose of the article is to determine modern invest-
ment processes features on the regional level, to fetch out
and systematize factors that influence immediately FDI
attraction into economy of Ukraine’s regions.

Results. As shown in the report of the State Statistics
Service of Ukraine, inner sources supersede in the struc-
ture of capital investment (Figure 1). The total amount of
stock capital added to the economy of Ukraine by the end
of 2013 made up $58.2 billion, that is 5.2% total invest-
ments more than at the beginning of the 2013, and ave-
rages $1283.6 per capita, whereas in Czech Republic —
$7418, Bulgaria — $6226, Kazakhstan — $3706, Poland —
$3155, Romania - $2350.

The amount of countries investing into the regions of
Ukraine at the beginning of 1996 made up 94 ones, where-
as at the end of 2013 - 136. During these years the top ten
rating countries investing into Ukraine was changing: in
2013 among the major countries-investors were Cyprus,
Germany, and The Netherland (Figure 2), while comparing
to 1996, the ten top withdrew the USA, Ireland, Belgium
and Poland. It ought to be mentioned that low geographi-
cal diversity of FDI attraction sources as per countries

11-12°2014

household funds for individual housing..

investing may pose risk of Ukraine’s economy dependence on
the politics of several countries — major investors.

Following the previous years’ tendency, in 2013 the vast
majority of the total FDI in the regions of Ukraine was dedicated
to the production enterprises (Figure 3), in particular, to pro-
cessing plants — 25.3%. In the sphere of process industries,
substantial amount of investment accrues to primary metals
establishments, ready-made metal products production
(10.8%), foodstuff, beverages and tobacco products manufac-
turing (5.7%), rubber and plastic articles, and other non-metal-
lic mineral items (2.5%), car building except for the cars and
equipment repairing and assembling (1.9%), chemical materials
and products manufacturing (1.8%).

other funding sources

household funds to build their own..
foreign investors
bank and other loans

funds of enterprises
local budgets
state budget

63,8%

Fig. 1: The structure of capital investment in Ukraine in 2013, %
Source: [14]

other countries: Germany: 10,8

7 IS
France: 3, 1
Virgin aly: 2.2
Islands: i _\
4,3 Russmn

Federation: 7, 4

.. Austria: 56
Great Britain:

47 Switzerland: 2,3 _f Netherland: 9,6

Fig. 2: FDI sharing into the regions of Ukraine according to
the major countries-investors, %
Source: [15]

financial and insurance activities
real estate activities
scientific and technical activities

wholesale and retail trade

industry

Fig. 3: FDI sector structure in the regions of Ukraine, %
Source: [16]
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A note should be made on the significant change in the
structure of foreign capital attractiveness over a period of 2003-
2013. Thus, if in 2003-2004 investment in forms of mixed prop-
erty made up 28-36%, nowadays, money contributions invest-
ment dominate in the structure of share capital.

Viewing the FDI structure in the regions of Ukraine, we
ought to note that nearly a half of foreign investment is concen-
trated in Kyiv (Figure 4), a significant part is centered in
Dnipropetrovsk, Kharkiv, Kyiv, Odessa and Lviv regions, and the
share of the others combined makes up approximately 23%.

Dnipropetrovsk
region: 15.6

Kyiv region: 3.4
Lviv region: 2.9
Kyiv: 48.2

region: 3.8

Fig. 4: FDI distribution by regions in 2013, %
Source: [17]

Under the condition of capital stream homewards, consid-
ering the lack of security guarantees and high risk level,
Ukraine in the first half of the year 2014 failed to keep resent
years’ positive tendency as for the direct foreign investment
growth. As on 1.07.2014, the total amount of FDI, attracted into
Ukraine’s economic development from the beginning of invest-
ment, made up $50 billion, that is $6.8 billion or 11.9% less than
at the beginning of the current year. External investment reduc-

tion was observed in 24 regions, with that Kyiv ($3572 million
less), Dnepropetrovsk region ($921.9 million less) and Donetsk
region ($685.4 million less) suffered the biggest reduction
amount. Positive dynamics was observed only in Ivano-
Frankivsk, where from the beginning of the year, FDI made up
$103.8 million, or 12.8%. As on the 1 July 2014, the total invest-
ment per capita in Ukraine averaged $1164.1. Territorial foreign
investment disproportions as for foreign investment per capita
reduced to $158.7 as on 01.072013, and to $149.3 as on
01.07.2014, with maximum $8810.8 in Kyiv, and minimum $59 in
Ternopil region [18].

Region’s ability to attract foreign investment contributing to
its economic growth should be characterized with the region’s
factors considering by investor while making a decision about
investing into a certain region.

The authors have systematized factors of direct foreign
investments attraction to regions of Ukraine into the groups
(Figure 5).

Natural-resource factor. Resources availability makes the
region attractive for the investors. Thus, due to gas and oil
deposits in Poltava region, British company «JKX Qil & Gas plc»
has made the biggest British investment in Ukraine through
formed joint venture «Poltava Petroleum Company» [19]; Swiss
woodworking group «Krono Group» has bought Solonitsyvka
furniture parts integrated plant and reconstructed it having
invested more than $60 million into the enterprise production
capacities [20], which includes three production branches in
Lviv, lvano-Frankivsk and Kharkiv regions. Otherwise, there is
no need to exaggerate the fact of availability different types of
natural resources deposits in the region, because the demand
for the products in the manufacturing of which only the region’s
widespread natural resources are used can be reduced caus-
ing the opposite economic effect of their production. It ought to
be noted that the lack of necessary natural resources in the

NATURAL- LABOR POLITICAL-LEDAL ECONOMIC
RESOURCES ) ; .
o rate of e taxation system, tax : Z'Sfrgﬂgl r:earllfgttigi\;t.elopment,
e natural resources remuneration; incentives and remissions L Bankin yinfrgastructur,e'
availability and e education availability; i marketgmono olization’ level
amount; quality; e investment and other M i o EI olic
e natural resources e occupation legislation quality and stability effectiveneSS'p YIPOHEY
diversifying; level. in financial-economic sphere; e e(I:iaIization rofile:
e natural resources e corruption level; i ?onal E’\arket po acpi‘t L
access. e investors property risk i infgllation i PACity:s
iy . : o free-trade zone availability in
e regional taxation policy. :
the region.
FACTORS OF DIRECT FOREIGN INVESTMENT
ATTRACTION INTO THE REGIONS OF UKRAINE
INNOVATIVE INFRASTRUCTURE GEOGRAPHICAL BUSINESS-FACTOR
e innovative

e transport infrastructure
(roads, railway, port, and
air infrastructure quality);
e logistic infrastructure

technology availability;
o technology and
industrial parks
availability in the

s availability;
region; o electricity supply stability
e enterprises and quality.

innovative activity;
o market perceptibility
of innovative products.

e region’s location:
bordering, maritime, on
the conjunction of
important international
transportation lines;

e proximity to the capital
as the major economic
and infrastructure centre
of the country.

e corporate ethics
development level;

e region’s crime rate;
e region’s
international
cooperation;

e region’s cluster
formation
development rate.

Fig. 5: Factors of FDI attraction into the regions of Ukraine
Source: Compiled by the authors
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region can be compensated with the effective steps in obtaining
them, for example little distance to the natural resources
deposits or availability of developed infrastructure, reducing
influence of this factor on making an investing decision.

Labor factor. Labor resources quality and cost are among
the primary factors influencing investor’s decision concerning
making foreign investment. According to EU, in 2013 the mini-
mum wages ran at EUR109 in Ukraine, while in Rumania -
EUR 158, Czech Republic - EUR 312, Poland — EUR 393 [21]
(Figure 6), which is evidence of low-paid manpower which gen-
erally attracts investors, while locating labor-intensive manufac-
turing in the regions of Ukraine.

Though, it should be mentioned that higher average wages
rate is observed in Kyiv and Dnipropetrovsk regions and in Kyiv
city that makes up 102.6%, 102.2% and 153.4% respectively
according to country’s average wage rate [16]. It can be viewed
as a positive factor, when the region is considered by a poten-
tial investor, not only as the enterprise location, but also as an
additional distribution area; besides, the higher the human
potential in the region is, the less resources a foreign investor
needs to spend on their training or retraining. Indicator of human
resources quality is their level of education and workmanship
influencing directly the labor productiveness level.

393111338 111335

Fig. 6: Minimum wages rate in the countries, EUR
Source: [21]

Political-legal factor. Despite the fact that the main compo-
nent of this factor is defined on the state level (national treat-
ment of investment activity, the state-private partnership, invest-
ment projects realization on the one-stop shop principle and
others), a part of them is assigned at the local level. However
national laws and procedures realization are characterized dif-
ferently in different regions. Regions ensuring favorable FDI
region policy including potential investors’ incentive and support
are much more attractive for the foreign investor.

Economic factor. One of the major constituents of the factor
mentioned is free trade zones availability in the regions of
Ukraine, which attract foreign investors with their favorable cur-
rency-financial, taxation and other facilities of economic activity.
For example, in «Zakarpattya» free trade zone the following
investment projects as Closed Joint Stock Company «Atoll
Holding» with investments total of $200 million, LTD «Yazaki-
Ukraine» with investments total of $32 million, LTD «Jabil Circuit
Ukraine Limited» with investments total of $3.9 million, are suc-
cessfully realized [22]. Regional market capacity is an important
part of region’s economic market condition, as far as foreign
investors are likely to invest in rapidly growing markets which in
turn contributes to demand increase for commodities and ser-
vices offered by them. Besides, dynamic and vast market may
present a source of competitive advantage, which gives
investor a chance to get economy of scale. Still, increase in
inflation rate reduces foreign investment flow because the high-
er the inflation rate is, the less is the future investment profit,
and, subsequently, the less are the stimulus for further
increase. Exchange regulation is also considered to be an
important factor, particularly if it has a tendency to pass from a
floating exchange rate to a fixed one, reducing foreign investors’
currency risk. Also, foreign investors decision-making can be
influenced by such factors as development of the financial mar-
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ket (availability and accessibility of financial services, stock
market regulation) and of the banking infrastructure.

Innovative factor. Region’s ability to create, and, what is
more, to implement innovations (as far as the vast majority of
foreign investors prefer to import high technologies) is
amongst the important factors of foreign investment attraction
into the regions of Ukraine. In this context, it should be men-
tioned that the regions with the highest FDI flow rate in
Ukraine (Dnipropetrovsk, Kharkiv, Kyiv, Lviv, Odessa regions)
[16] have powerful infrastructure for implementing innovative
activity. Regional programs of innovative development, like
Lviv Regional Investment Development 2013-2015 Program
[23], provide industrial parks creating, availability of which, as
practice shows, has positive impact on the foreign investor
decision-making about investment. According to the Law of
Ukraine «About the Industrial Parks» [24], the first three indus-
trial parks have been created in Khmelnytsky, lvano-Frankivsk
and Lviv regions that are «Dolyna», «Slavuta» and «Ryasne-
2» [25]. Technological parks are of high importance, as far as
they are evident means of innovative activity incentive in the
regions [26].

Infrastructure factor. While choosing the place for produc-
tion capacities locating and whilst products realization, the

investor considers the factor mentioned, because deve-
loped transport and logistics network lessens transporta-
tion expenses and time, influences the enterprise supply
with the workforce, electricity supply quality and stability,
influencing directly the manufacturing process. Infra-
structure factor is characterized by the availability of
developed transport and logistics infrastructure and elec-
tricity supply stability and quality.

Geographical factor. Region’s favorable geographical
location, like maritime (Mykolaiv, Odessa, Kherson,
Zaporizhzhia and Donetsk regions, ARC), or maritime
and bordering (Odessa, Donetsk regions), on the con-
junction of important international transportation lines
(Kyiv, Kharkiv, Poltava regions) or closeness to the
European Union markets (Zakarpattya, Ivano-Frankivsk,
Lviv regions) is a significant reason for investor, while
considering the object for investing. The importance of
this factor is reinforced with the enterprise proximity to the

capital as the major economic and infrastructure centre of the
country.

Business-factor. Cooperation with the region’s existing
enterprises is an important element of manufacturing and com-
mercial activity of any company, usually resulting in creating
economic clusters on the regional level. For instance Kharkiv
region [20] is believed to have an important competitive advan-
tage in foreign investment attraction due to availability of world
known clusters in car manufacturing, agriculture, food proces-
sing industry, fuel power production, transport logistics, IT out-
sourcing, biopharmaceutics and medical service.

Region’s international cooperation also has a positive
impact on foreign investment attractiveness. Thus, in the context
of investment policy in Poltava region [27], the region’s image is
justly considered as a resource of the development. On the
other hand, such constituents as high crime rate or underde-
velopment of corporate ethics on regional level can substantially
decrease foreign investment flow.

The above mentioned factors of FDI altogether with the set
of indicators characterizing them, allow estimating regions in-
vestment attractiveness which is considered by a potential in-
vestor while making investing decision.

Conclusions. To conclude, it should be noted that the
major feature of modern globalization processes is free capital
transfer between the countries, allowed by foreign direct invest-
ment movements. FDI can be viewed as a type of tangible or
intangible investments made by a country’s resident enterprise
into another county’s receiving enterprise with the aim of ma-
king a profit and participating in business management. Steady
socio-economical development of Ukraine’s regions requires
attraction of sufficient capital amount both of internal and exter-
nal sources. When attracted, foreign direct investment boost
new jobs creation, resulting in increasing the total of tax liabili-
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ties, which will favorably influence the additional sources forma-
tion for socioeconomic development financing; improve the
quality of regional infrastructure; stimulate the entrepreneurship
development on the regional level and diversify its sector struc-
ture; reduce risks, connected with the cyclicality of the sector
development. Factors that influence immediately foreign direct
investment attraction into economy of Ukraine’s regions have
been systematize and proposed by the authors.
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