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A B S T R A C T 

Objective: The aim of this paper is to present the results of investigation of the interlink 

between FDI and the economic growth in Ukraine in the period 2003-2016. 

Research Design & Methods: Methods applied in the study are analysis and synthesis of 

the literature on the subject as well as quantitative tools: descriptive statistics and linear 

regression. The GDP per capita and FDI inflow are taken into account in years 2003-2016. 

Findings: Many researchers relate the impact of FDI on the economic growth as the 

positive one. Basing on the literature review, the regression model was used to identify 

the behaviour of the interlink in the example of one developing country and the eco-

nomic growth was expressed by the indicator GDP per capita. This paper highlights and 

proves the positive impact of FDI on the economic growth in Ukraine in the analysed 

period with the use of regression model.  Moreover, the political instability has a neg-

ative impact on both FDI inflows and the economic growth. 

Contribution & Value Added: The originality of this research is in introducing and 

highlighting the importance of involving the FDI in Ukraine in order to reach 

speeder economic growth. 
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INTRODUCTION 

Initially, many studies have been conducted to investigate the topic of FDI, which in its 

turn became one of the most analysed areas in recent years. Researches provided their 

examinations from different perspectives, among them from the perspective of home and 

host countries, from the perspective of its nature as well as the risks that it brings for both 

sides of this process. However, one of the most considerable aspects of FDI is its impact 
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on the economic growth of the host country. Above all, the majority of studies have proved 

the strong interlink between FDI and the economic growth with the use of various research 

methods and sample sizes. Regarding to this, the goal of this paper is to present the own 

analysis of the correlation between FDI and the economic growth in the case of Ukraine 

considering it as a host country. 

What is more, FDI in this research is evaluated as a pull factor, in other words as “an 

aspect, which makes something as an attractive option” (Oxford Dictionary, 1930). On the 

one hand, it brings increases in the possible outcome for the host country, and on the 

other hand, makes it a better player on the international area. 

Commonly, the trade occurs because countries need to exchange with the factors of 

production, sell what is in abundance, and buy what is in lack. However, the FDI refers to 

a special representor of the country that has already enough power to invest. Involving 

the FDI in the country, Ukraine can reach the development quicker. Besides this, the de-

velopment refers to the socioeconomic development of the country. 

According to the above-mentioned arguments, the research field was identified with the 

statement how the FDI affects economic growth particularly in Ukraine. The quantitative re-

search method is used to apply the model into various testing procedures, while the descrip-

tive statistics analysis is used for the results interpretation. The analysed period is the years 

from 2003 till 2016, which includes the financial crisis occurred in 2007-2008 as well as the 

political instability in Ukraine caused by the conflict in the Eastern part started in 2014. 

The paper is divided into two sections. The first section contains a comprehensive de-

scription of the applied methodology, the theory and the literature review in this field, 

whereas the second section presents own findings after the application of the secondary 

data to the quantitative model. 

MATERIAL AND METHODS 

Quantitative research methodology 

Mainly, researchers that have examined this interlink referred to the regression analysis 

approach in various panels from 2 up to 111 counties (Almfraji & Almsafir, 2014). These 

investigations covered the huge range of samples and basically the results were compared 

between behaviours of many countries. 

In this research, the quantitative method is used – a simple linear regression model 

with 2 determinants representing FDI and the economic growth based on the secondary 

data analysis regarding the fact that investigation is done in case of only one country. The 

FDI value is treated as an explanatory variable in the study. The economic growth ex-

pressed by the GDP per capita index is explained. Moreover, the samples and results are 

aimed to be interpreted with the use of descriptive statistics analysis. 

Research period and Descriptive Statistics analysis 

Research period 

The period for the research has been chosen after analysing the FDI inflows graph for years 

starting from the Ukrainian independence (1991) till the present time. The most interest-

ing behaviour was noticed before the crisis that occurred in 2007-2008.  
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Due to this, the decision was to start with the year 2003, when there was a signif-

icant and rapid growth in the FDI inflow, and continue with all further years till now 

as this paper is aimed to observed how political instability in the country has affected 

both FDI and the economic growth. The year 2017 has been excluded from this re-

search due to lack of the data availability. 

Descriptive Statistics analysis 

Interpretation of the results will be done with the use of descriptive statistics. The boxplot 

with whiskers will show the distribution of the values between the number of observa-

tions. The length of the upper and lower whiskers expresses the number of observations 

that belongs to a particular value, either lower or higher than the average. 

The histogram plot will present the distribution of the values of one sample. If the 

distribution is normal, the bars in the plot are symmetrical. Otherwise, in case of asym-

metry, there could be observed values that are located mostly in the right part of the plot 

or in the left one. Such asymmetry is called right-skewed or left-skewed respectively. 

The regression model formula is as follows: 

Y = a + bx (1) 

where:  

Y - explained variable; 

x - explanatory variable; 

b - regression coefficient; 

a - constant coefficient. 

Basing on the obtained data, the following regression quotation is developed: GDP per 

capita=1794,097+0,169*FDI inflow. 

This quotation reflects the trend of FDI inflows influence on the economic growth ex-

pressed by GDP per capita in Ukraine. This quotation might be also applied to make fore-

casts of the economic growth trend basing on the estimated FDI inflow values. 

The model was tested on the basis of determination coefficient (R-squared). The cal-

culations in the research were made with the application of GRETL Software. 

LITERATURE REVIEW AND THEORY DEVELOPMENT 

Many researches were done for centuries in order to investigate the economic growth 

issue and factors that have their direct influence on it. In this article, the research will refer 

to the neo-classical theory of economic growth, which was discovered by Trevor Swan in 

1956 and later on developed by Robert Solow. So-called Solow-Swan neo-classical growth 

model states that there are three driving forces of the economic growth: capital, labor and 

technology. It suggests that the income (output) is expressed in the Capital (K)/Labor (L) 

ratio in order to reach the equilibrium, and to gain the economic growth the technology 

should advance the productivity of labor or capital (Swan,1956).  According to this, it might 

be assumed that in the stage of equilibrium with the increase in the capital, the K/L ratio 

will increase as well, which impacts the economic growth from the positive side. 

In addition, the assumption might be made with the respect to implication of absolute 

convergence: poor countries with lower starting values of the K/L ratio might have higher 

per capita growth rates than rich ones with higher initial values of K/L ratio (Barro & Sala-
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i-Martin, 1995). This may allow poor countries or regions to catch up faster with rich ones 

and reach the development speedier. 

Assuming that factor of production-capital or technology- is in lack in the country, the 

way to gain it is through involving the FDI. Due to this, in this research there is examined 

the impact of FDI inflow on the economic growth of the developing country. 

Examinations of the interlink between the economic growth and FDI inflow have 

concluded that impact of the FDI inflow on the host country’s economy is “through cap-

ital and technological transfer” (Cambazoglu & Simay Karaalp, 2014). Cambazoglu and 

Simay Karaalp (2014) proved in the case of developing country that decreased poverty, 

economic growth, wage and employment growth, technological advancement as well as 

strong balance of payments are all positive effects of the FDI inflow. Moreover, the same 

strong interlink between those two determinants was also highlighted in the case of 

developing countries with high corruption level (Freckleton, Wright, & Craigwell, 2012). 

The finding showed the direct impact of FDI on the economic growth expressed by GDP 

per capita when the corruption is controlled. 

Besides, the trade regime of the host country was named as an important factor for 

the investor’s decision-making (Freckleton, Wright & Craigwell, 2012). However, there can 

be examined also a negative impact on the economic growth in case when “the quality of 

political environment shall be paid attention to” (Almfraji & Almsafir, 2014). Namely, this 

influencing factor has a negative impact that creates a technical gap and dependency on 

foreign investments in the host country. What is more, in the case of Africa all the above-

mentioned factors of decision-making were taken into attention while investors stayed 

away from investing to Africa, despite the fact that the rates of return on investment there 

are among the highest in the world (Powell, 2008). The Author stated that investment 

takes place in an environment, which is shaped by policies, government legislations, atti-

tudes and institutions. Due to such unfavorable environment in Africa, huge part of the 

continent’s wealth is hidden offshore and even rich Africans do not invest there. 

Findings in the case of Saudi Arabia as an emerging economy proved that in order 

to gain the sustainable development the host country needs to adopt suitable invest-

ment policies to benefit from FDI (Albassam, 2015). Basically, this evidence shows that 

it is not enough to attract foreign investors, but also to figure out the suspicious conse-

quences from such involvement. 

Another research of FDI impact on the economic growth of the developing country, in 

the case of India, asserts that India’s restriction of FDI inflows to the country was one of the 

four leading forces that reduced India’s growth rate for the three decades between 1950-

1980 (Bhagwati & Panagariya, 2013). In addition, the second force in that list was improper 

trade policy, which has been mentioned by researchers in this field repeatedly. 

Recent examinations of the FDI impact on the economic growth in Ukraine has showed 

also positive results, especially on the increase of specific region’s growth rate (Melnyk, 

Kubatko, & Pysarenko, 2014). Thus, findings in the given research conclude that with the 

increase in indicators of institutional policies, infrastructure and bank reforms the host 

country develops much faster. In addition, more researches were conducted to figure out 

the measures of FDI influence in Ukrainian economy. Specifically, it should be supported 

by “stable and well-tailored FDI regimes, that promote national well-being” (Kramar, 
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Panukhnyk and Marynenko, 2015). Concerning this, the power of law should be used as 

the only way to achieve the above-mentioned goal. 

Ayittey developed the criteria of the “enabling environment” in a country for foreign 

investment. This environment refers to such that enables people to productive effort 

(Powell, 2013). Among those criteria, there are: 

− Security of persons and property; 

− System of incentives; 

− Rule of law; 

− Basic functioning infrastructure; 

− Stability: economic, political, and social; 

− Basic freedoms: intellectual, political, and economic. 

Generally, these forces that influence the investment environment summarize the 

findings of all previously highlighted research reviews. 

Due to the above-mentioned facts, during the investigation these hypotheses are 

aimed to be proved: 

H1: FDI affects the economic growth in Ukraine positively in years 2003-2016. 

H2: Political instability influences FDI and the economic growth in the same direc-

tion in analysed period. 

FINDINGS 

In regard to the all above-mentioned findings and research methods used, the application 

of GDP per capita as an indicator of the economic growth is used in this article as well. 

Table 1. List of indicators used in the analysis 

Determinants of the 

regression model  
Indicator 

Source 

(the code of dataset) 

FDI inflow FDI inflow 
World Bank 

(BX.KLT.DINV.CD.WD) 

Economic growth GDP per capita 
World Bank 

(NY.GDP.PCAP.CD) 

Source: own elaboration based on Swan (1956). 

Testing period – 2003-2016 (14 years, this period was investigated during the research 

and the results are submitted in this article). This period includes rapid growth of FDI inflow 

in Ukraine in 2003-2006, period of financial crisis in 2006-2007, post-crisis stage and recovery 

in 2009-2013, political instability in Ukraine started in 2013 till the present time. 

From the Figure 1 it is visible how significantly FDI changes over the investigated 

period. The crisis occurred in 2007-2008 caused a huge drop of capital inflow from 

10,700 mln US Dollars in 2008 to 4,796 mln US Dollars in 2009, which is more than 50% 

of the 2008 year’s value.  After that the situation has stabilized over three years till 

2013. However, the political instability and the conflict occurred in 2013-2014 show 

the same influence on the FDI’s behaviour. The value of FDI in 2012 was equal to 8,175 

mln US Dollars and dropped till 847 mln US Dollars in 2014. Regarding to this, in 2014 
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there was observed the lowest value of the FDI inflow in Ukraine over the testing pe-

riod. After that time, the situation has change for an increasing direction. Indeed, in 

two years till 2016 the FDI inflow does not represent the same speedy tendency in the 

recovery as it was experienced after the financial crisis. 

 

 

Figure 1. FDI inflow in Ukraine, 2003-2016 (mln US Dollars) 

Source: World Bank data (BX.KLT.DINV.CD.WD), accessed on 16.11.2017. 

 

 

Figure 2. Histogram plot and boxplot of FDI inflow in Ukraine in years 2003-2016 

Source: own elaboration. 
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In Figure 2, in the histogram plot it might be observed that the distribution of FDI inflow 

is asymmetric. This is stated for the simple reason that the length of each column beginning 

from the middle should decrease step by step respectively on both sides at the same time-

right and left. However, in this figure the length of column does not show the symmetrical 

behaviour. Moreover, this histogram plot contains some outliers with value from 0 to 2000 

and from 10000 to 11000. Those outliers are separated from the main group of observations 

that fit each other by gaps in values from 2000 to 3000 and from 9000 to 10000. 

On the right of Figure 2 there is a boxplot of FDI inflow. The range of whiskers equals 

9853. However, taking into account that the upper whisker is longer than the lower one, 

it might be stated that it has the right-skewed asymmetry. In other words, bigger amount 

of observations has lower value than the average. Whereas among 14 observations the 

average is 5413 and the median value is 5187. 

 

 

Figure 3. Histogram plot and boxplot of GDP per capita in Ukraine in years 2003-2016 

Source: own elaboration. 

In Figure 3, the histogram plot shows the asymmetrical distribution, which is proved 

by the different length of columns with the increase in values. However, in comparison 

to the FDI inflow histogram plot, histogram plot of GDP per capita does not have any 

outliers and gaps in values. The GDP per capita boxplot range is 2981. This boxplot 

clearly shows that the lower whisker is longer than the upper one, which means that 

bigger amount of observations has higher value than average. this case, the left-skewed 
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asymmetry is observed. The average in values is 2706 and the median value is almost 

the same – 2755. In comparison to the FDI inflow boxplot, the average in GDP per capita 

has the lower value than the median, which means that the increase in distribution of 

this determinant does not have a large scale. 

 

 

Figure 4. Distribution of FDI and GDP per capita in Ukraine in 2003-2016 

Source: own elaboration. 

Table 2. Regression results 

Variable Coefficient Std.Error t-Statistic p-value 

Constant 1794,097 444,6124 4,035193 0,001654 

FDI 0,169 0,0716 2,354463 0,036416 

R2 = 0.56727788; Adjusted R2 = 0.36038268 

Source: own elaboration. 

On the basis of regression model, the interlink between FDI and GDP per capita was 

confirmed by the results expressed in Figure 4 and Table 2. Under those findings, the 

probability value (p-value) is 0,03, which means that the association between the varia-

bles is statistically significant. The observations in most cases distribute normally, along 

the line, but there are 5 outliers that need a deeper investigation. Whereas the coeffi-

cients are positive, it means that as the variable FDI increases, the mean of the response 

(in this case GDP per capita) increases as well. The FDI coefficient is 0,169, which means 

that with 1 unit increase in FDI, GDP per capita increases by 0,169 units. As R2 is the 

measure of how well the model fits the data, in this case we have the determination 

coefficient R2 = 56.73%, which states that the model is moderately well-suited to real 

values. More than 50 % of the total variability in growth can be explained by changes in 
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the FDI inflow. However, this is at the same time the first limitation of this research. Due 

to such result of R2, for further investigation should be used the larger sample in order 

to estimate the strength of the relationship between FDI and GDP per capita. 

Consequently, the developed model has proved the H1 and the findings suggests that 

FDI inflows affect the economic growth in Ukraine positively. 

CONCLUSIONS 

Basing on the investigations done, the interlink between FDI and the economic growth has 

a positive tendency. Referring to it as to the factor of production (Swan, 1956) involved 

from abroad, in Ukraine it is a direct cause to accelerate the economic growth. Findings 

from Figure 1 identify the lowest value of FDI inflow in Ukraine in the year 2014, even 

lower than during financial crisis in 2007-2008. This is exactly the time when there was the 

significant rise of political instability, which continues till now. Furthermore, if the value of 

FDI in 2014 is inserted into the regression quotation, the result of its impact on the eco-

nomic growth is expected to be the lowest among all other values in the described period. 

As a result, political instability affected both FDI inflow and economic growth through its 

correlation.  So, the H1 is proved as well as H2 is proved by observations from the regres-

sion model. However, there are some limitations of the study. First of all, the number of 

observations was 14, which might be assumed as low. Due to this, the applied model did 

not show the general behaviour of FDI inflows in Ukraine. 

In order to prove the stronger correlation between those two determinants the bigger 

number of observations should be tested. For instance, the period from the year 1991 till 

2016, where there would be 26 observations, which is almost two times bigger than the 

present one. The following limitation is in factors that affect the economic growth. As 

known, the FDI is not the only factor that affects the economic growth. Owing to this, more 

factors should be investigated in the same time with FDI in order to analyse the causes 

and behaviour of GDP per capita and the actual impact of FDI among them. 

Under those circumstances, the future research might be needed. Basing on the inves-

tigated model and findings, the suggested research should concern the FDI and other factors 

that enhance the economic growth in Ukraine using the larger samples of determinants. 

Generally, the aim of the research paper was achieved and the hypotheses were 

proved though the examinations. The positive correlation between FDI the economic 

growth is experienced in years 2003-2016 through quantitative research methods as well 

as the negative impact of the political instability on both FDI and the economic growth. 

REFERENCES 

Almfraji, M. A., & Almsafir, M. K. (2014). Foreign direct investment and economic growth literature 

review from 1994 to 2012. Procedia-Social and Behavioral Sciences, 129, 206-213. DOI: 

10.1016/j.sbspro.2014.03.668. 

Barro, R., & Sala-i-Martin, X. (1995). Economic growth. ed., pp. 20-30. 

Bassam A. Albassam. (2015). Does Saudi Arabia’s economy benefit from foreign investments?. 

Benchmarking: An International Journal, Vol. 22 Issue: 7, pp.1214-1228. DOI: 10.1108/BIJ-

05-2014-0039. 

Bhagwati, J., & Panagariya, A. (2013). Why growth matters. BBS Public Affairs, New York, 9-21. 



88 | Marta Voloshyn

 

Cambazoglu, B., & Simay Karaalp, H. (2014). Does foreign direct investment affect economic growth? 

The case of Turkey. International Journal of Social Economics, 41(6), 434-449. DOI: 

10.1108/IJSE-02-2012-0173. 

Freckleton, M., Wright, A., & Craigwell, R. (2012). Economic growth, foreign direct investment and 

corruption in developed and developing countries. Journal of economic studies, 39(6), 639-

652. DOI: 10.1108/01443581211274593. 

Kramar, I. Y., Panukhnyk, O. V., & Marynenko, N. Y. (2015). Trends of foreign direct investment in 

Ukrainian economy. Aktual'ni Problemy Ekonomiky= Actual Problems in Economics, (170), 76. 

Melnyk, L., Kubatko, O., & Pysarenko, S. (2014). The impact of foreign direct investment on eco-

nomic growth: case of post communism transition economies. Problems and perspectives in 

Management, 12(1), 17-24. 

Powell, B. (2008). Making poor nations rich: Entrepreneurship and the process of economic  

development. Stanford University Press, 137-188.  

Swan, T. W. (1956). Economic growth and capital accumulation. Economic record, 32(2), 334-361. 

DOI: 10.1111/j.1475-4932.1956.tb00434.x. 

Oxford Dictionary. Pull factor, [online]. Retrieved from https://en.oxforddictionaries.com/defini-

tion/pull_factor. [Accessed on 29.11.2017]. 

 

 

Author 

 

Marta Voloshyn 

 

Student of International Business (Cracow University of Economics, Poland). Her research inter-

ests include FDI, factors of socioeconomic development in developing countries for balanced and 

fair trade as well as Trade Simulation on the international area. 

Correspondence to: Marta Voloshyn, m.voloshyn14@gmail.com 

 

Acknowledgements and Financial Disclosure 

 

The author is a student of the major of International Economics at Cracow University of Econom-

ics. The article was created under the supervision of Dr Agnieszka Głodowska from the Depart-

ment of International Trade as the part of the support for improving the quality of education at 

the Faculty of Economics and International Relations of Cracow University of Economics, and the 

publication of the article is co-financed by the Ministry of Science and Higher Education as part 

of a pro-quality grant. The author would like to thank two anonymous reviewers whose com-

ments helped to significantly improve the quality of this publication. 

 

 

Copyright and License 

 

 

This article is published under the terms of the Creative Commons 

Attribution – NoDerivs (CC BY-ND 4.0) License 

http://creativecommons.org/licenses/by-nd/4.0/ 

 

Published by the Centre for Strategic and International Entrepreneurship – Krakow, Poland 

 


