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IMPACT OF FOREIGN INVESTMENT RETURNS
ON THE FOREIGN ECONOMIC POSITIONS OF GEORGIA, MOLDOVA AND UKRAINE

Summary. This article analyses the structure and impact of investment income from foreign investment on the foreign
economic positions of Georgia, Moldova and Ukraine, as well as the financial stability of countries. A comparative analysis
based on net investment position to GDP showed that Georgia is becoming more and more dependent on foreign investment,
while in Ukraine, the net investment position indicator is improving and the country is more financially sustainable than Georgia
and Moldova.Vector auto-regression model (VAR) showed that the increase in Georgia’s external debt is mostly influenced by
direct and portfolio investments. For Moldova, there is a mutual causality between the level of external debt and the income of
portfolio and other investments. At the same time, the model did not show the relationship between Ukrainian external debt and

investment income.
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Problem statement. The expansion of foreign direct
investment (FDI) began after World War II, when globalization
was restored at an accelerated pace. The increasing importance
of multinational corporations (MNCs) and foreign investment
in the 1950s and 1960s, especially FDI flows from the United
States to the European countries, prompted many researchers to
study the problem of MNCs and the existence of international
production. As a result, many theories have been formulated
to explain the international movement of capital.

Based on the experience of the world economy, foreign
direct investment (FDI) contributes to economic growth.
Foreign direct investment affects not only the capital of
the host country, but also attempts to gain access to new
markets, acquire the latest technologies and experience, and
generate income. FDI allows us to find acceptable solutions
to various problems. FDI provides valuable capital to
stimulate economic growth and development and brings
technology along with knowledge. In addition, new markets
around the world can become more accessible through
FDI. In fact, several factors, such as the level of knowledge
and skills of staff, as well as aspects of productivity, have
a significant impact on attracting and supporting foreign
direct investment.

According to UNCTAD, foreign direct investment
flows to Georgia reached 1.2 billion USD in 2018 and will
grow moderately in the coming years, supported by rising
commodity prices and stronger economic growth. FDI
inflows to Moldova have declined in recent years: before the
crisis, the average annual figure was estimated at 330 million
USD, but according to the UNCTAD world investment
report for 2019, the inflow was 228 million USD. In 2018,
compared to only 163 million USD in the previous year.

The total volume of FDI is estimated at 4 billion USD in
2018 (35.5 % of GDP).

In Ukraine, Foreign Direct Investment (FDI) is indisputably
an important factor in stimulating economic growth. The
data and analysis of the State Statistics Service of Ukraine
reveal that FDI flows to Ukraine in 2018 reached 2.87 billion
USD and showed a slight increase compared to 2017 (from
2.51 billion USD). The total FDI stock in 2018 was estimated
at 31.6 billion USD.

Analysis of recent research and publications.

S. Yakubovskiy, T. Rodionova and T. Derkach (2019)
studied the impact of income from foreign investments on the
formation of external economic positions of nine emerging
market economies of Central and Eastern Europe and
Latin America by using several approaches to assess financial
stability. Countries, for which the investment income
payouts are exceeding 100 % of the direct investment inflows,
are the Czech Republic and Poland. The Ukrainian ratio
of investment income payments to FDI was the smallest
among the studied countries, but this is explained by the active
use of non-market transfer pricing in trade operations between
the Ukrainian affiliates and their “parent” companies that
lead to a reduction of the official income of foreign affiliates
in Ukraine [1].

T. Rodionova (2015) conducted an analysis of the structure
and dynamics of the investment income of current account in CEE
countries and Latin America. Nominally, the largest amounts
of foreign capital were received by Russia, Brazil and Mexico.
However, the share of exported income in total receipts was about
80 % in Russia and Brazil, and about 60% in Mexico. In Ukraine
and Georgia, the coverage ratio for FDI was the lowest among all
the countries studied — at about 20 %. The countries of the Balkan
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group occupy an average position in terms of the share of exported
income from FDI — a range of 40 to 70 % [2].

D. Saha, V. Kravchuk, R. Kirchner (2018) studied the
economic impact of FDI on Ukrainian economy. They did
empirical analysis, which is based on a unique Ukrstat dataset,
shows conclusively that FDI does play an important economic
role for Ukraine. Although the inward FDI stock of Ukraine
has declined by about 30-60 % (in USD value, according
to different sources) since 2013 due to a combination of
currency depreciation and the economic crisis, our analysis
demonstrates that companies with FDI contribute strongly to
Ukraine’s economy [3].

The purpose of the article is to assess the financial
sustainability of countries, impact of investment on external
debt and to determine the coverage ratio of foreign investments
imported into countries and their profitability.

Research methodology. According to the methodology
of T. A. Rodionova [2], it is possible to determine the foreign
investment coverage ratio, which makes it possible to
calculate the share of total income exported by investors in the
corresponding cumulative receipts to the financial account.
The calculation formula looks like this:

Cover® = ZINCd, (D)
xl'

where Cover is the coefficient of coverage of foreign
investments of type x for a certain period of time (for the
countries that are presented in this paper, the coefficient was
calculated for 2000-2019).

The return on foreign investment in countries will be
calculated using formula 2. The payment of investment
income by a country in a foreign currency is designated as
INCdtx, which is the debit of the current account income item for
X — type obligations-direct, portfolio or other investments. The
foreign currency yield on the liability can then be written as:

INCd; @)
XLI,_,

where XLI is the accumulation of external liabilities of
type X, i.e., the international investment position.

Also a vector auto-regression model (VAR) will be used to
identify the mutual causality between external public debt and
income from direct, portfolio and other investments (over the
period of 2000-2019). The Granger test will be represented by
the following formula:
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where ED, is the external debt to GDP, Inc, is the income
for each type of investment (direct, portfolio, others); a is a
constant term; § and y denote the coefficients to be evaluated,
p is the selected lag order.

Results. The analysis of the structure of export of
investment income from Georgia, Moldova and Ukraine is
presented in Table 1. According to them, the share of FDI in
the total export of income is 66 % in Georgia and 67 % in
Moldova. In Ukraine, this figure is only 37.38 %, which is
almost 2 times less than the above-mentioned countries.

Results. The analysis of the structure of export of
investment income from Georgia, Moldova and Ukraine is
presented in Table 1. According to them, the share of FDI in
the total export of income is 66 % in Georgia and 67 % in
Moldova. In Ukraine, this figure is only 37.38 %, which is
almost 2 times less than the above-mentioned countries.
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Table 1
Structure of investment income (in billion USD)
for 2000-2019

Country FDI Portfolio Other
Georgia 10.6 (66 %) 1.36 (8 %) 4.06 (26 %)
Moldova 2.61(67%) | 0.14(3.5%) | 1.14 (29.5 %)
Ukraine 37.38 (35 %) | 24.12 (23 %) | 44.5 (42 %)

Source: compiled by the author based on [4]

Portfolio investment repayments were only 8 % in Georgia
(share repayments are less than 1 %) and 3.5 % in Moldova
(2 % share repayments and 2 % debt repayments). In Ukraine,
this figure was much higher — 23 %. The share of payments
for other investments is 26 % in Georgia, 29.5 % in Moldova
and 42 % in Ukraine.

The next important indicator is the return on investment
ratios that foreign investors received from investments in
Georgia, Moldova and Ukraine.

Table 2
The ratio of the yield of attracted investments to Georgia,
Moldova and Ukraine for 2000-2019

Country FDI Portfolio Other
Georgia 6 % 4.7 % 3.1%
Moldova 4.4 % 7.7 % 1.8 %
Ukraine 4.1 % 6.7 % 32%

Source: compiled by the author based on [4]

According to Table 2, the highest return on investment for
the period 2000-2019 was received by investors in Moldova
for portfolio investments (7.7 %), which is a fairly good indica-
tor. Ukraine also recorded a high indicator for portfolio
investments (6.7 %). In Georgia, investors received the highest
return on direct investment (6 %). It should be noted that the
lowest rate of return in the countries was recorded with other
investments (3.1 % in Georgia, 3.2 % in Ukraine and 1.8 %
in Moldova). This may also indicate that the risks of these
investments are minimal.

According to the analysis in Table 3, Ukraine received
the largest amount of foreign capital but the share of exported
income in the total capital inflow was 48.03 %, while in
Georgia — 47.45 %, and in Moldova — 36.97 %. FDI accounts
for 51.13 % of the received capital in Georgia, and 48.6 % in
Moldova and 43.36 % in Ukraine.

Foreign investors received the least 39.42 % of portfolio in-
vestments from Georgia, but 61 % from Ukraine and 269 % from
Moldova. From other investments foreign investors received
42.33 % from Georgia, and 21.65 % from Moldova, but in
Ukraine this figure was 46.92 %.

Next, we will look at such macroeconomic indicators as
the net investment position and the amount of external debt.
There is the following approach to assessing financial stability
based on net investment position: if the ratio of net investment
position to GDP is less than 36 %, then these countries can be
considered as countries with a high level of financial stability
in various financial crises, and so on.

Analysing the indicator of Georgia’s net investment
position, it should be noted that the country’s dependence on
investment is increasing (in 2000, the % ratio to GDP was
-69.93 %, and in 2019 — (-118.95)) (Table 4). Moldova and
Ukraine, on the contrary, have a decrease in dependence on
foreign investment (-112.4 % of GDP in 2000 and -42.33 % in
2019 in Moldova) (-40.92 % of GDP in 2000 and -14.81 % of
GDP in 2019 in Ukraine). Thus, it can be noted that Georgia
is becoming more and more dependent on foreign investment,
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Table 3

Share of total income exported by foreign investors in the corresponding cumulative receipts
of the financial account (foreign investment coverage ratio), for the period 2000-2019 in Georgia, Moldova and Ukraine

Total exported Cumulative
revenues in financial account The share of
Country FDI Portfolio Other s . exported revenues
millions of receipts USD .
P in total revenues
dollars million
Georgia 51.13 % 39.42 % 42.33 % 16026 33777 47.45 %
Moldova 48.6 % 269 % 22.39 % 3890 10520 36.97 %
Ukraine 43.36 % 61 % 46.92 % 105995 220692 48.03 %
Source: compiled by the author based on [4]
Table 4
Macroeconomic indicators of Georgia, Moldova and Ukraine (in % of GDP)
International Investment Position External debt
Country
2000 2009 2019 2000 2009 2019
Georgia -69.93 -100.55 -118.95 71.77 83.2 105.86
Moldova -112.4 -39.15 -42.33 133.77 82.24 62.88
Ukraine -40.92 -29.86 -14.81 42.98 85.09 79.16

Source: Compiled by the author based on [4; 5; 6]

while in Ukraine the net investment position indicator is
improving and the country is more financially stable than
Georgia and Moldova.

There is another approach based on estimating the value
of external debt instruments and securities in GDP. If the ratio
of external debt to external debt is less than 48 %, it can be
considered financially stable to financial shocks.

Georgia’s external debt in 2000 was 71.77 % of GDP.
However, in recent years, the situation has worsened —in 2019;
this figure was 105.86 % of GDP (this can be partly explained
by an increase in FDI flows to countries). In Moldova, the
situation is better — there is a reduction in external debt and
in 2019 it amounted to 62.88 % of GDP. In Ukraine, the
external debt increased, when compared with the figures
2000 and 2009, but in 2019 it was reduced and it amounted to
79.16 % of GDP. Thus, it can be noted that all 3 countries can
be considered financially unstable to financial shocks.

Now we will use a vector auto-regression model (VAR) to
identify the mutual causality between external public debt and
income from direct, portfolio and other investments (over the
period of 2000-2019 years).

Table 5
Mutual causality between external public debt
and income from direct, portfolio and other investments
(over the period of 2000-2019 years)

Country Lags
DI income PI income Ol income
Georgia 0.0219 0.0215 0.0261
Moldova 0.4586 0.0772 0.0032
Ukraine 0.7642 0.6517 0.8389

Source: compiled by the author

Having conducted the Granger test, it can be noted that
the increase in Georgia’s external debt is mostly influenced
by direct and portfolio investments, but the impact of other
investments is also significant. For Moldova, there is a mutual

causality between the level of external debt and the income of
portfolio and other investments. At the same time, the model
did not show the relationship between Ukrainian external debt
and investment income.

Conclusions. After the study, the following conclusions
can be drawn. Direct investments dominate in the structure of
investment income of Georgia and Moldova, while in Ukraine,
the share of other investments is higher. The highest return on
investment for the period 20002019 was received by investors
in Moldova for portfolio investments (7.7 %), which was a
fairly good indicator. Ukraine also recorded a high indicator for
portfolio investments (6.7 %). In Georgia, investors received
the highest return on direct investment (6 %). It should be
noted that the lowest rate of return in the countries was
recorded with other investments (3.1 % in Georgia, 3.2 % in
Ukraine and 1.8 % in Moldova). Ukraine received the largest
amount of foreign capital. But the share of exported income
in the total capital inflow was 48.03 %, while in Georgia —
47.45 %, and in Moldova — 36.97 %. FDI accounts for 51.13 %
of the received capital in Georgia, and 48.6 % in Moldova and
43.36 % in Ukraine.

A comparative analysis based on net investment
position to GDP shows that Georgia is becoming more and
more dependent on foreign investment, while in Ukraine,
the net investment position indicator is improving and the
country is more financially sustainable than Georgia and
Moldova. Another approach based on estimating the value
of external debt instruments and securities in GDP showed
that all 3 countries can be considered financially unstable to
financial shocks.

Vector auto-regression model (VAR) showed that the
increase in Georgia’s external debt is mostly influenced by
direct and portfolio investments, but the impact of other
investments is also significant. For Moldova, there is a mutual
causality between the level of external debt and the income of
portfolio and other investments. At the same time, the model
did not show the relationship between Ukrainian external debt
and investment income.
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BIIJIUB IPUBYTKOBOCTI IHO3EMHUX IHBECTHUILIM
HA 30BHIIIHBOEKOHOMIYHI ITO3UIIII I'PY31i, MOJIJOBHU TA YKPAIHU

AHoTamisf. Y faHiil cTarTi aHami3yeThcs CTPYKTypa 1 BIUIMB IHBECTHUI[IHOTO ITOXOAY BiJ 1HO3€MHMX IHBECTHIIN Ha
30BHILIHBOEKOHOMIYHI No3uLii ['py3ii, MonnoBu Ta YkpaiHy, a Takox (iHaHCOBa CTIMKICTh KpaiH. AHali3 CTPYKTYPU €KCIOp-
THHX JIOXO[IB Bi ekcriopty 3 ['py3ii, MongoBu ta Ykpainu nokasas, 1o uactka [111 B 3araipHOMy 00Cs31 €KCIOPTY CTAHOBHUTH
66 % B I'py3iii 67 % B Monnosi. B YkpaiHi 11eii nokasHuK cTaHOBUTH BChoro 37,38 %. HaiiGinbiny Biggady Big iHBEeCTHLIH 3a
nepiog 20002019 pp. Orpumarnu iHBecTopu B Monnosi 3a nmoprdensanmu inBectuiiisMu (7,7 %), o € JOCHTH XOPOIINM II0-
Ka3HHKOM. B YkpaiHi Takox 3adikcoBaHO BUCOKHI MMOKa3HUK NOPTQENbHUX iHBecTULiH (6,7 %). YV I'py3ii iHBECTOpH OTpHMaIIH
HalOinbITy Bigfady Bif NpsAMUX iHBecTuwii (6 %). HaliHmkua HopMa npuOyTKy B LIMX KpaiHax Oyna 3adikcoBaHa 3 iHIIMMU
IHBECTHIIIAMH. YKpalHa OTpHUMaja HaWOiIbIIMH 0OCSIT iHO3EMHOTO KariTany. AJie 4yacTKa €KCIOPTHHX IOXOJIB Yy 3arajibHo-
My NpUIUINBI Kamitany ckiaana 48,03 %, B Toil yac sk B I'pysii — 47,45 %, a B Mongosi — 36,97 %. Ha gactky Il npunanae
51,13 % otpumanoro kamitany B I'pysii, 48,6 % — B Monnosi i1 43,36 % — B Ykpaini. Haiimenme 39,42 % noprdensHux
IHBeCTHII iHO3eMHI iHBecTOpH oTpuMaiu 3 I'pys3ii, ane 61% — 3 Ykpaiau i 269 % — 3 Monnosu. 3 iHIINX iHBECTHIIIH iHO3EeMHI
igBectopu orpuManu 42,33 % 3 I'pysii i 21,65 % 3 Monnosu, ane B YkpaiHi neil mokasHuk cxias 46,92 %.

IopiBHsibHUIA aHaNi3, 3aCHOBaHUN HA YMCTiH iHBecTHLiiHOT mo3uuii mo BigHomeHHio 1o BBII, mokasye, mo I'pysis crae
BCe OUIBLI 3aJIeKHOI0 BiJl IHO3EMHHMX IHBECTHLIH, B TOH 4Yac sk B YKpaiHi MOJIMIIYeTbCS NOKA3HUK YHCTOI IHBECTHLIHHOL
nosuwii, i kpaina dinancoso crilikie, Hix I'pysis i Monnosa. IHimi minxin, 3acHOBaHMIi Ha OLIHLI BapTOCTi 30BHILUHIX
OoproBux iHCTPYMEHTIB i LiHHNX nanepis B BBII, nokasas, mwo Bei 3 KpaiHu MOXyTh BBaXaTnCs (PiHAHCOBO HECTIHKNAMH 10
(hiHAHCOBUX MOTPSICIHB.

Mopenb BekTopHOi aBTOperpecii (VAR) nmokaszaia, 1110 Ha 3011bLI€HHS 30BHIIIHBOr0 60pry I'py3ii B OCHOBHOMY BILIMBAaIOTh
npsiMi i mopTesnbHi iHBECTHL, ajle BIUIMB iHIIKMX IHBECTHLIA TAKOXK € 3HAYHHM. Host Monziosu ICHy€E B3a€MOSaJ'Ie)KHiCTB MiX
PiBHEM 30BHIIIHBOr0 OOPry i J0X0KaMH Bij MOPT(ENs Ta IHIIMX IHBECTHILIHA. Y TOH e Yac MOZIE/Ib HE [OKa3alla B3a€MO3B’ 3Ky
MK YKpaiHCBKHM 30BHILIHIM OOProM i iHBECTUIIIHHIM JTOXOIOM.

Ku1r04oBi ci10Ba: iHO3eMHI iHBECTHUIII1, 30BHIIIHI MO3UILii, OOpT, 10Xi/, BUILIATH.

BJIUSAHUE NPUBLLIBHOCTH UHOCTPAHHBIX MHBECTULIUAM
HA BHEITHEDKOHOMUWYECKHUE NO3ULIUU I'PY3UHU, MOJIJOBBI 1 YKPANHBI

AHHoTanus. B naHHON craTbe aHAMM3UPYETCsl CTPYKTypa U BIMSHHE HHBECTHUIMOHHBIX IOXOJOB OT HMHOCTPAaHHBIX
MHBECTHLUA HAa BHENIHEOKOHOMHYECKUE MO3UIUH [py3un, MonIoBel U YKpawHBI, a Takke Ha (PMHAHCOBYIO CTaOMIBHOCTH
ctpad. CpaBHUTENbHBII aHAIN3, OCHOBAHHBIM Ha COOTHOIIEHHM YMCTON MHBECTUIMOHHOM no3uuuu k BBII, nmoxasan, yuro
I'py3us cranoBUTCA Bce Oolice 3aBUCHMON OT MHOCTPAHHBIX MHBECTHLUIL, B TO BpeMs KaK B YKpaWHE IOKa3aTeldb YUCTOH
HMHBECTHLMOHHOW MO3UIIUY YIYUIIACTCS U CTpaHa BJsieTcs 6osiee GUHAHCOBO YCTOMUMBOM, ueM [ py3us u Momnnosa. Bekrophas
aBTOperpeccuoHHas mMozenb (VAR) mokasana, 4To Ha yBEJIMUEHUE BHEIIHErO A0Jra [ py3uu B OCHOBHOM BIHUSIOT NIPSIMbIE U
noprdenbHbIe HHBeCTUIMH. {7151 MOIOBEI CyIECTBYET B3aUMHAasi IPUUHMHHO-CIIECTBEHHAS CBSI3b MKy YPOBHEM BHEITHETO
J0JIra 1 JoxoaaMu l'IOpT(i)CJ'lI)HLIX U Ipyrux HHBCCTI/IHVIVI. B 10 xe BpEMs MOJICIJIb HE IMOKa3aJjia B3aUMOCBA3HU MEKAY BHCIIHUM
JOJIT'OM YKpauHbl U HHBECTULIMOHHBIMU JTOXOAAMH.

KiroueBrle ciioBa: HWHOCTPaHHBIC MHBCCTULINH, BHCIITHUEC MO3ULIUU, JOJIT, JOXO, BBITIIATHI.
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