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Ukraine has been hit particularly hard by 
the worldwide financial crisis. After ex-

periencing substantial growth in GDP and in-
vestment for years preceding 2008, Ukraine’s 
GDP growth declined to 2.1 percent in 2008 
and contracted 15 percent in 2009. While 
part of Ukraine’s problem stemmed from the 
worldwide crisis causing a lack of availability 
and high cost of capital, Ukraine’s problem in 
attracting investment has been exacerbated by 
the ‘political instability’ perceived by foreign 
investors.

Ukraine’s ‘political instability’ is not caused 
by a fear of revolution, civil strife or loss of 
independence. Its democracy, cemented by 
the Orange Revolution, has created an envi-
ronment where opposing political views have 
been allowed to thrive. Unfortunately, in this 
democratic environment, over the last two 
years, we have witnessed a president, prime 
minister and leader of the major opposition 
party unwilling to work together for the good 
of the country, each instead trying to quell any 

initiative proposed by the other party.
When the economies around the world were 

booming and capital easy accessible, ‘politi-
cal instability’ was not an issue. Between 2004 
and 2007, investors, whether private equity or 
strategic, were willing to invest in Ukraine’s 
vast resources and undercapitalised economy. 
‘Political instability’ was largely viewed as a 
nuisance not a barrier for investment, and ig-
nored by many investors seeking quick and 
large returns on capital.

During the economic crisis, governments 
around the world took action to save important 
banking and financial sectors and to stimulate 
other economic sectors viewed vital for do-
mestic economies. Ukraine’s political instabil-
ity resulted in a government and administration 
unable to bring a cohesive strategy to attempt 
to remedy the ill effects of the crisis. Even 
though Ukraine obtained a commitment from 
the IMF for $16.4bn, it found itself unable to 
adopt programs and meet the requirements of 
the IMF in order to receive all of the funds. 
Two years have been used by the president, 
prime minister and opposition party to position 
themselves for the next presidential election.

Political stability – finally here
In February 2010, Ukrainian citizens elected a 
new President, Victor Yanukovych, who previ-
ously headed the opposition party. Mr Yanu-
kovych and his party quickly moved to obtain 
a vote of no confidence and oust the former 
prime minister and install a new government 
made up primarily of their own party. While 
time will tell whether the procedures used to 
remove and install a new government were in 
fact constitutional (the new government may be 
challenged in constitutional court), the move is 
nevertheless a positive sign for investors. The 
president and government are of the same par-
ty and quickly have been taking action to make 
an attractive investment environment.

Legal reforms – some successes
Not all has been bad over the past five years. 
Among the examples of positive achievement 

in Ukraine are: (i) ascension to the WTO; (ii) 
adoption of a new Joint Stock Company Law; 
and (iii) the reopening of the Overseas Private 
Investment Corporation in Ukraine (OPIC). 
The reopening of OPIC occurred after resolu-
tion of a decade old dispute over a foreign in-
vestment and provides US investors a vehicle 
for political risk insurance along with financ-
ing for projects in Ukraine.

Legal reforms – still necessary
There are two overarching themes that still 
need to be addressed by the Ukrainian govern-
ment: transparency and corruption. Specifical-
ly, Ukraine needs to improve its overall regu-
latory framework and bureaucracy – licences, 
permits and approvals issues, tax legislation, 
property rights (land) issues, etc. – and make 
the legal framework for businesses more trans-
parent, less cumbersome and less reliant on the 
interpretation of individual bureaucrats. Ac-
cording to the World Bank’s Survey on Doing 
Business, Ukraine ranked 142 out of 183 coun-
tries for ease of doing business and ranked 
next to last in the categories of dealing with 
construction permits and paying taxes.

In addition to simplifying the legal frame-
work, the mechanism for enforcing actions 
and litigating disputes must be reformed. The 
Ukrainian court system requires additional re-
form to develop into a professional indepen-
dent body that can fairly protect the interests 
of businesses and investors.

The list of reforms necessary are nothing 
new, in fact, they have been around since the 
time of independence in 1991. However, like 
political stability, when capital is readily avail-
able and GDP is growing by double digits, the 
nuisance of such problems was ignored by the 
government and investors alike. With today’s 
crisis and scarcity of capital, the current gov-
ernment finally appears to be poised to address 
these chronic issues and free the path for ad-
ditional investment.

External factors
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– whether towards Russia or the EU – has 
been heavily debated, both domestically and 
abroad. President Yanukovych has begun his 
term by making his first official visit to Brus-
sels and then in the same week, to Moscow. He 
has sent the signal that Ukraine understands the 
importance of the EU and Russia for its future 
growth. Both are important export markets 
for Ukraine and both are important sources 
of capital. Russia is needed for gas and other 
natural resources. The EU and its institutions 
are needed as an inspirational model to follow 
in order to create a functioning civil society 
and appropriate business environment. Presi-
dent Yanukovych and his party will avoid up-
setting Russian leadership with topics such as 
NATO ascension, Ukrainian historical issues 
and support for Georgia, which are viewed 
by Russia as ‘nationalistic’ issues. By not fo-
cusing on these antagonistic issues, President 

Yanukovych and his government will be able 
to focus and develop a more constructive dia-
logue with Russia on more crucial economic 
issues such as energy and trade.

Sectors poised for investment
Despite its problems, Ukraine has a wealth of 
resources, both human and natural, a large do-
mestic market (47 million people) and a large 
industrial and agricultural base. Over the com-
ing years, opportunities continue to exist for 
investment and expansion of agriculture, ener-
gy, infrastructure (roads, hotels, airports, ports, 
etc.). In addition, real estate development (which 
may have been hardest hit by the crisis) should 
begin to bounce back and be attractive now 
that the rocketing prices for real estate experi-
enced from 2000-2007 have fallen back. The 
banking sector has so far survived the crisis, 
through a combination of support by foreign 

banks that have opened in Ukraine, IMF sup-
port and Ukrainian government intervention 
with certain troubled banks. With over 180 
banks ‘operating’ in Ukraine, there will likely 
be some additional consolidation in the up-
coming years.

Conclusion
Barring an overturn of the current govern-
ment by the constitutional court of Ukraine, 
the current president and government have ap-
proximately two and half years (until the next 
scheduled Parliamentary elections) to imple-
ment reforms without worrying about another 
election. During his first couple weeks, Presi-
dent Yanukovych already has taken the right 
steps to demonstrate that he is committed to 
fixing the economic environment and thus 
attract additional investment for the develop-
ment of the Ukrainian economy. 
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