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THE IMPACT OF THE ASSOCIATION AGREEMENT ON THE
FOREIGN DIRECT INVESTMENTS

During the last decade, Ukraine brightly appeared on Europe and the world stage,
showing its willingness to move towards integration with the European Union. Due to its
large size, advantageous location, natural resources, and big population Ukraine always
received close attention from the EU and was its important partner, especially in the
context of Eastern Partnership. (Liikanen, Scott and Sotkasiira, 2016)

Despite the huge crisis in Ukraine and conflict in the east of the country, in 2014
the EU and Ukraine still managed to sign the Association Agreement, one of the biggest
in the history of not only Ukraine but also EU, that brought the partnership on a
completely different level.

The Deep Comprehensive Free Trade Area, one of the primary components of the
Association Agreement, that came in force on 1 January 2016 opened the borders and
gave Ukraine access to the European market, the biggest in the world. For the Ukrainian
economy, it was a great chance to change the current crisis situation, attract foreign
investments, and to achieve economic growth in this way. At the same time, the Ukrainian
market was opened to the EU, which means around 44 million potential consumers and a
new highly qualified labor market. (Vosta, Musiyenko, and Abrham, 2016)

The EU is not the only trade partner of Ukraine but also its main investor. Hence
the expectations for the Association Agreement to develop and increase the FDI flow to
Ukraine were high.

According to the Ukrstat data, as of 2019, the main areas of foreign investments
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are industry (33%), manufacturing (25%), wholesale and retail trade (17%), real estate
activities (13%), financial and insurance activities (11%), real estate transactions (12.9%),
professional, scientific and technical activities (6%).

The share of investments from the EU-country members can be seen in Table 1

As of 2019, Cyprus is the main investor of Ukraine, the share of which accounts
for more than a third of total export. What is ambiguous in this case, is the fact that Cyprus
considered being the largest offshore zone of Ukrainian business and mainly used by local
businessmen to return the capital that has been withdrawn during the previous years. In
the context of the investment’s ownership non-transparency, the division between
originally European and Ukrainian investments became considerably more complicated.

The situation is similar regarding the relationship with the Netherlands. Ukrainian
business economy received around 7 billion USD in 2019. Because of its business climate
and tax policy the country is well-suited for offshoring. The next two largest sources of
FDI are the UK and Germany, their investments accounted for 8% and 7% respectively.
The flow of investments from Austria (4%) and Hungary (2%) can be explained by the
investment in the banking sector. From the rest of the large investors, it is possible to
highlight France (3%) and Luxembourg (1%).

Table 1.
The origin of the direct investments from EU to Ukraine
Direct investments 2019
(billion USD)

Total 259723 100%
Austria 1150,0 4%
Luxembourg 484,9 2%
Netherlands 71187 27%
Germany 17014 7%
United Kingdom of Great Britain and Northern

Ireland 21312 8%
Hungary 565,1 2%
France 744,4 3%
Cyprus 95445 37%
Other countries 25321 10%

Source: Own construction based on Eurostat data

According to the Ukrstat data, as of 2019, the total amount of foreign direct
investments (FDI) that Ukraine received from the EU amounted to 25 972,3 miIn.USD.
Thus, the part of the EU in the total share of investments (32905,1 mIn.USD) is around
79%.

Despite the visible progress of the Association Agreement in other areas, such as
trade, achievments in the FDI sector are far bellow. Such results can be explained by the
huge crisis in Ukraine, which resulted in the lack of political and economic stability of
the country, affecting the business climate as well. Another reason is the legislation of
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Ukraine, which does not have enough efficiency to protect the property and the
rights/interests of foreign investors.

Nevertheless, the Association Agreement also includes a set of measures to
standardize the legislation of Ukraine with the relevant norms of EU, successful
implementation of which allows to largely liberate the barriers between EU and Ukraine.

Fighting against corruption, raised transparency, and improved business
environment are expected to attract the FDI flows to Ukraine. Increasing the investment
flow expected to influence the economic development of Ukraine, bring positive effects
on such areas as the industrial and financial sector, IT, R&D, logistics, etc. In the long
run, it is expected to decrease unemployment and assist in integrating the Ukrainian
business to the EU market.

References:

1. Vosta, M., Musiyenko, S. and Abrham, J., 2016. Ukraine-Eu Deep and
Comprehensive Free Trade Area as part of Eastern Partnership initiative. Journal of
International Studies, 9(3), pp.21-35.

2. Liikanen, 1., Scott, J. and Sotkasiira, T., 2016. The EU’S Eastern
Neighborhood: Migration, Borders And Regional Stability. Abingdon: Routledge.

3. Ec.europa.eu. 2020. Eurostat. [online] Available at:
https://ec.europa.eu/eurostat/

4. Ukrstat.gov.ua. 2020. Ukrstat. [online] Available at:
http://www.ukrstat.gov.ua./.

XaycroBa Kcenis MuxaiijiBHa,

K.€.H., IOIIEHT Kadeapu MEHEIKMEHTY Ta
YIPaBIiHHSA €eKOHOMIYHUMH TMPOIECAMH,
MyKkadiBCBKOTO JACP>KaBHOTO YHIBEPCUTETY

THBECTHUIIVMHE 3ABE3IIEYEHHS PO3BUTKY IT-COEPU B
VKPAIHI SIK BA3OBA YMOBA AJIAIITAIIII EKOHOMIYHUX CUCTEM

B cywsacHux ymoBax, IO XapaKTepU3YIOThCS IIBUIKHM PO3BUTKOM HAYKOBO-
TEXHIYHOTO TpOrpecy B ycix cdepax  IKUTTEAISUIBHOCTI, TIOSBOIO HOBUX 1
Herepe0auyyBaHUX BUKIIMKIB, OJHUM 3 MPUKIAIIB SKUX € cBiTOBa maHaemis Kogix 19,
MOCTA€ 3aBAaHHS IMIOJ0 CTPATETIYHOTO 3a0€3MEUCHHS aIanTalliiiHOTO 0a3ucy PO3BHUTKY
€KOHOMIKA B HOBUX yMoBax. OmHMM 3 KITIOYOBUX HANPSIMKIB ajamnTaifii cyJacHUX
COINAJTbHO-€KOHOMIYHHIX CHCTEM € BIPOBADKEHHS MU(PPOBUX TEXHOJOTIH, 1[0 BU3HAYAE
aKTyaJIbHICTh 1HBECTHUIIIHHOTO 3a0€3MEYCHHS JAHOTO HAMPSMKY B Y KpaiHi.

Sk 3a3navaroth HaykoBIl [lynenreitno I1.P. ta ['ymentok O.0O., «roJ10BHUI BEKTOP
PO3BUTKY HU(GPOBOI €KOHOMIKH — B3a€EMOJIISI MK CIOKHBa4aMU 1 BUPOOHMKAMHU HE
TUIBKM B MeXaxX OJIHI€] KpaiHW, ajie ¥ y LUIOMY CBITI, 1[0 3a0e3neuye 3pOCTaHHs
noka3HukiB BBIL, npoayKTUBHOCTI palli, paleBIalliTyBaHHs, HOTJIUOII0€ IHHOBAIIMHI
MPOIECH B YCIX Tajy3siX €KOHOMIKH JJIsi MOKpPAIEHHS SKOCT1 JKUTTS 3aBASKH OCBITI,
0X0poHi 310poB’s» [1, c.131].
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