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1.1.7. Direct foreign investments

The direct foreign investments absorbed in Ukraine by the 1st January 2007 totals $21.2 billion, i.e. 125.4% as against to the investment sizes to the relevant date of the previous year and makes up $454.6 per capita. The net foreign capital gain into the economy of the state amounted to $4295.9 million in 2006.

Note:
Investments originated from 119 states of the world while ten of them share over 84% of all foreign investments. The top ten of the investing countries consists of Germany – $5620.7 million, Cyprus – $3011.7 million, Austria – $1600.8 million, United Kingdom – $1557.2 million, Netherlands – $1493.0, USA – $1418.0 million, Russian Federation – $980.8 million, France – $826.8 million, Virginia and British islands – $808.3 million and Switzerland $504.9 million.

Today, Ukraine becomes more and more attractive for foreign investors as the return on investments is rather high. Some economic branches show return on investments much higher than profit gained in relevant industries in the West European countries. Owing to this, the M&A processes have become much more intense. Foreign strategic investors show the most interest towards financial companies, i.e. the banks in the first place. 

Note:
As reported by the analytical group M&A-Intelligence one of the main attributes of the Ukrainian M&A market is that over 72% market is covered by acquisitions of foreign investors. In 2006, 12 banks were acquired by European financial groups and two of them are Russian ones. 

Over 30% total foreign investments in Ukraine are concentrated in the industry, i.e. $6451.7 million. Major investments are concentrated in financial institutions – $2804.9 million (12.5%), wholesale outlays and intermediaries – $2095.4 million (9.3%), agencies dealing with realty transactions, rent, engineering and providing services to business entities – $1908.4 million (8,5%). Investors show steady interest towards metallurgic enterprises and finished metal producers, where non-residents invested $1485.2 million (6.6%) to as well as towards producers of foodstuff, beverages and tobacco goods – $1353.9 million (6.0%).

As regards regional distribution structure of direct foreign investments investors prefer big centres with infrastructure developed for investments, with rather high paying power of population as well as regions rich in raw materials. Thus, leaders among the regions with regard to investment capacities are Kyiv – $6534.4 million (29.1% total foreign capital in the economy of the country), Dnipropetrovska – $2146.0 million (9.6%), Kharkivska – $1077.8 million (4.8%), Donetska – $919.9 million (4.1%), Kyivska – $919.2 million (4.1%) and Odeska oblasts – $720.1 million (3.2%).
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Real investment growth into capital assets, in % as against relevant period of the previous year

Source: State Committee of Statistics
Business motivation has changed in Ukraine over the recent years. While earlier there was no need for owners to invest profits into production modernization (the level of competition was low and competitiveness of commodities was secured also owing to understated energy costs), today the forming severe competition on both domestic and external markets, intense merger and acquisition processes, continuous rise of gas prices have impelled domestic manufacturers to invest into renewal of the obsolete and depreciated machinery. 

On the other hand, the economy’s resistance to raw material shocks that Ukraine demonstrated in 2006 has proved foreign investors that Ukraine is an attractive place to invest money to and its assets are still much undervalued. 

However, direct foreign investments size shows that Ukraine cannot successfully compete on the international capital markets. The actions to improve investment climate in Ukraine belong to the most important state policy priorities at the present stage.  

Investment ratings of Ukraine in 2006

In 2006, the international rating agency “Fitch Ratings” revised its ranking of Ukraine twice. The change of credit rating forecasts for Ukraine dated 12/01/2006 from “positive” to “stable” fixed in the first half-year of 2005 was related to economic and political situation changed at the beginning of the year. At the same time, in spite of unfavourable conditions that effected the agency’s decision on forecast let-down, the ratings of long-term liabilities in foreign and national currencies remained on the same level owing to low state debt and relatively strong position of external liquidity. The agency improved its forecasts for Ukraine on 25/10/2006 with regard to the issuer’s default in foreign and national currencies (forecasts for long-term ratings of the state’s long-term liabilities in foreign and national currencies) from “stable” to “positive”. The ratings have been confirmed at the available BB level. Furthermore, the agency has confirmed the margin for Ukraine (“country rating ceiling”) as “BB” and short-term rating – at the “B” level.
At the beginning of the year, the international rating agency “Standard & Poor's” (S&P) has informed that the change of political situation in the country will not impact the rating level, yet pendency of such key economic problems as long-drawn inflation, budget deficit and lack of sufficient stimulation of economic growth might worsen credit solvency of the state that would lead to its rating decline. However, the S&P confirmed the long-term ratings of Ukraine on 30/09/2006 at the “BB” level for liabilities in foreign currency, “BB” – for liabilities in national currency, as well as short-term ratings at the level of “B” taking into consideration that the country’s economy as before develops more rapidly than it was expected and the political situation has been stabilized. 

The agency “Moody's” improved its forecast for medium-term and long-term liabilities of Ukraine in national and foreign currency with “B1” rating having changed it from “Stable” to “Positive” on the 10th of November 2006. According to the Agency’s experts it happened due to strengthening of economic stability in Ukraine that increased probability of prudent and consistent economic policy in future.
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