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ABSTRACT. The former Soviet Union
disintegrated three decades ago. That mo-
mentous 1991 was not only the starting
point for independence of the countries of
the post-Soviet space but also the starting
point for their transformation from cen-
trally planned economy to capitalism, of-
ten with local specificities. At the moment
of writing this article aiming at analysing
the long-term, structural characteristics of

inward and outward foreign direct invest-
ment (FDI), these 12 economies are facing
new COVID-19-related challenges, different
from the problems of transformation un-
dertaken in the past decades. After a brief
literature survey, in which the main issues
raised by academic research are highlighted,
the article analyses the long-term trends
and the main characteristics (geographical
and sectoral) of EDI, with special reference

1 The views are those of the authors and do not necessarily reflect the opinion of the United Nations.

30



KALOTAY K., SULSTAROVA A. FDI IN THE POST-SOVIET SPACE THREE DECADES AFTER THE DISINTEGRATION OF THE SOVIET UNION

PP.30-60

to greenfield project announcements from
2003 on (the starting year of data availa-
bility). It also explores how much economic
development was based on either attracting
inward or promoting outward FDI or both.
The performance of the 12 post-Soviet econo-
mies is controlled against the performance
of other transition economies such as the
Baltic States, South-East Europe and/or the
Visegrad Group. The article concludes that
indeed efforts towards using inward or out-
ward FDI for development has been modest,
even if in inflows one can observe some con-
vergence with the other transition econo-
mies, which have been relying more witting-
ly using FDI for their development.

KEYWORDS: Inward FDI, outward
FDI, transition, post-Soviet space, economic
development.

This article analyses the role of FDI in
the economic development of 12 coun-
tries that emerged from the disintegration
of the Soviet Union three decades ago?. To
be noted that, in the analysis of the arti-
cle, this group does not include the three
Baltic States just as a control group for two
reasons: 1. their divergent historical heri-
tage: during the initial formative years of
the Union of Soviet Socialist Republics
(until World War II), they were indepen-
dent non-socialist countries, and 2. their
post-Soviet trajectory that brought them
to EU membership in 2004. The analy-
sis of the contribution of FDI is particu-

larly important for a better understand-
ing of how these economies reintegrated
into the world economy after more than
seven decades of centrally planned econo-
my (with the exception of the Western re-
gions of Belarus and Ukraine, the Kalinin-
grad Oblast of the Russian Federation, and
the Republic of Moldova, which belonged
to different countries — Poland®, Germany
and Romania®, respectively — between the
two World Wars.)

Thirty years are already a sufficient-
ly long trajectory to allow us to draw con-
clusions about the long-term characteris-
tics and the role of both inward and out-
ward FDI in the development of the 12
countries in question. In particular, who
wish to know if these countries have re-
lied more or less on inward and outward
FDI than the rest of the world, and if they
have they performed better or worse than
other countries. If there is a significant dif-
ference, is better performance positively or
negatively correlated with reliance on in-
ward and/or outward FDI?

A long-term view is also required be-
cause the post-Soviet group has been
prone to a series of crises since the dissolu-
tion of the Soviet Union, and it is not easy
to disentangle the effects of disintegration
from the effects of transition to a market
economy. We also note that the economic
cycles of the 12 countries often moved to-
gether in the post-Soviet period. The list of
recessions included:

o The transition-related decline starting
in 1991 and ending at different times:
in 1993 in Armenia, in 1994 in Geor-
gia, in 1995 in Azerbaijan, Belarus,

2 Armenia, Azerbaijan, Belarus, Georgia, Kazakhstan, Kyrgyzstan, the Republic of Moldova, the Russian Federation, Tajikistan, Turk-
menistan, Ukraine and Uzbekistan. This study does not cover those territories that self-declared independence but have not been
recognized by the international community as members of the United Nations. This study uses national statistics without taking
position on eventual territorial disputes among the 12 countries analysed. The term post-Soviet economies is used in order not to
pre-judge the self-designation of the 12 countries in terms of their belonging to any given country group.

3 With the exception of the Zakarpattia Oblast of Ukraine that belonged to Czechoslovakia and Hungary between the two World

Wars.

4 The current internationally recognized borders of the Republic of Moldova are in part different from that of the territory that
belonged to Romania between 1918 and 1940: they include Transnistria but exclude Budjak.
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Kazakhstan, Kyrgyzstan and Uzbeki-
stan, in 1996 in the Republic of Mol-
dova, the Russian Federation and Ta-
jikistan, in 1997 Turkmenistan. In
Ukraine, the recession lasted till 1999.

o The first Russian financial/economic
crisis in 1998 (also called ruble crisis
or the Russian flu), which also affect-
ed growth in Kazakhstan and the Re-
public of Moldova.

« The Global Financial Crisis of 2008-
2009 that affected the majority of the
12 post-Soviet economies, especially
in 2009.

« The second Russian financial/curren-
cy crisis (ruble crisis) of 2014-2016
that also affected the other post-So-
viet economies in Europe and in the
Caucasus (but less in Central Asia).

o The COVID-19 crisis started in
2020 causing negative growth in all
post-Soviet countries. The end year of
the crisis in unknown but it is project-
ed to affect FDI at least till the end of
2021 [UNCTAD, 2021].

There is also a need to consider two
additional factors which has affected the
stability of both inward and outward FDI
largely. One of them is the political tur-
bulences of various post-Soviet coun-
tries, which is often related to their na-
scent statehood and unresolved internal
conflicts. Without being exhaustive, it is
necessary to mention the Tajikistani Civil
War in 1992-1997, the Nagorno-Karabakh
wars, the Euromaidan in Ukraine with its
international consequences, other chang-
es of governments due to street protests in
Georgia, Kyrgyzstan, the current protests
in Belarus etc. The other factor is interna-
tional politics. It is related to the interna-
tional relations of post-Soviet countries
with the rest of the world. One is the cycle
of relations with the Euro-Atlantic world
(NATO, EU). In general, they underwent
a détente after the dissolution of the Soviet
Union but deteriorated largely from 2014,

with the onset of the Crimean and East
Ukrainian crises (cf. [Kalotay, 2014]), lead-
ing to sanctions and counter-sanctions, as
well as stricter screening and merger con-
trol rules in the EU and the United States.
These developments affected negatively
both inward and outward FDI. Another
major aspect of the global politics affecting
FDI in the post-Soviet space is its relation-
ship with China and its Belt and Road ini-
tiative. The bulk of post-Soviet countries
are located on the ancient Silk Road and
are participants of the current-day initia-
tive. This leads to both cooperation and ri-
valry between local/intraregional and Chi-
nese business interests; however, given the
complementarities between China and the
post-Soviet partners, the links between the
two usually increase FDI links.

This article recognizes the complex-
ities of the post-Soviet space and focus-
es on the long-term trends, looking be-
yond the shorter-term instabilities. It can
be assured through various ways. One is to
analyse a longer period of series and de-
tecting the trendlines. The other possibil-
ity is to combine the analysis of FDI flows
with the analysis of FDI stocks. The latter
are more stable, although they also show
some fluctuations in deep crisis years due
to changes in exchange rates and valuation
of corporate assets.

The rest of the article is organized as
follows. The next section offers a bird’s eye
view of the main findings of the extant lit-
erature, followed by a presentation of the
main trends. The subsequent section esti-
mates the role of inward and outward FDI,
followed by a concluding section, looking
into the prospects of FDI in the post-So-
viet group.

The role of inward and outward FDI in
the transition from centrally planned to
market economy - and in the economic
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development of those transition econ-
omies in general — has been an intrigu-
ing topic for academics for some time. In
this literature, China and the Chinese case
has attracted the bulk of attention. Com-
pared with that, the so-called former East-
ern bloc received less attention and, even
within that literature, the focus has been
on either the “early bird” transformers
(Czechia, Hungary, Poland) or large econ-
omies such as the Russian Federation. It
has been noted that literature is especial-
ly scarce in the former Soviet periphery,
such as Armenia, Georgia, Kyrgyzstan,
Moldova, Tajikistan and Turkmenistan
[Kalotay, (1) 2013]. There are some stud-
ies that deal with FDI in larger post-Sovi-
et economies either in their own right or
their relationship with other post-Sovi-
et economies, especially the Russian Fed-
eration: For some examples of exceptions,
see: [Kononov, 2010, Kvashnin 2018] on
Ukraine, [Petrushkevich, 2010; Shmar-
lovskaya, Petrushkevich, 2010] on Belarus,
[Balakishi, 2020] for the South Caucasus.
In some cases, the study of FDI is embed-
ded in the analysis of economic relations
with the Russian Federation in general.
For the case of Kazakh-Russian relations,
see [Zabortseva, 2014].

The unevenness of literature is a bit
unfortunate because, going beyond the
perception that the countries central-
ly planned economies used to form a sin-
gle bloc, there may be major differences
between individual countries worth an-
alysing separately or by subgroups. This
variety is to be kept in mind also when
studying the case of the 12 countries that
emerged from the dissolution of the Sovi-
et Union. For example, they may be differ-
ences between the five members® and the
seven non-members of the Eurasian Eco-
nomic Union (EAEU) and the four mem-

bers of the “Western”-oriented GUAM Or-
ganization for Democracy and Economic
Development® due to their divergent inter-
national political orientation.

As for the role of FDI, one of the early
studies [Kalotay, 2001] hypothesized that,
due to the lack of local entrepreneurs and
local capital, inward FDI would play a more
important role in transition than outward
FDI. The early bird countries, the Baltic
States and South-East Europe seemed to
follow this prediction, which was in line
what the investment development path
would predict [Dunning, 1981; Dunning,
1986]. However, even in this group there
were differences, and the Russian Feder-
ation followed a different trajectory, in
which inward and outward FDI played an
almost equal role (cf. [Kalotay, Sulstarova,
2010]). There was therefore a need to re-
think the inward-outward FDI nexus (for a
systematic analysts, see [Kuznetsov, 2007]).

There are various ways to categorize the
literature on FDI in the post-Soviet space,
which, in the majority of cases, focused on
the Russian Federation, and on its fast ris-
ing outward FDI. Our summary, however,
intends to indicate the studies dealing with
the question of inward FDI, too. We would
focus on those centres of studies, which
have been particularly active in the analy-
sis of post-Soviet FDI. In most cases, these
centres involved a network of researchers,
oftentimes co-authoring the papers. Nev-
ertheless, these centres have also had some
coordinating persons, whose names are al-
so to be mentioned as the leaders and cat-
alysts of activities.

The Finnish centre of research has been
active since the mid-1990s, led by Kari Li-
uhto, first from Lappeenranta, then from
Turku (cf. [Kuznetsov, 2009]). It has mobi-
lized research from all around the world,
and both from the Russian Federation

5 Armenia, Belarus, Kazakhstan, Kyrgyzstan and the Russian Federation.

6 Azerbaijan, Georgia, the Republic of Moldova and Ukraine.
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and the international research communi-
ty, providing a platform for exchange be-
tween inside and outside views on FDI in
post-Soviet transition. It also published
general information materials on less
known transition economies, too. It was
also one of the initiators of monographies
on the role of outward FDI in the Russian
economy [Liuhto, 2006] and on the role
of FDI in the Russian economy in gener-
al [Liuhto et al., 2017]. It was also among
the first centres of study that drew atten-
tion to the problem of transhipped and
roundtripped FDI via Cyprus [Pelto et
al., 2004] and the impact of sanctions on
FDI flows (cf. [Liuhto, 2015]). It was also
among the first ones to monitor the activ-
ities of the largest Russian multinationals
(cf. [Vahtra, Liuhto, 2006]).

The Austrian centre of research on
transition economies - the Vienna Insti-
tute of International Studies (wiiw) — has
traced the FDI flows of transforming econ-
omies from the beginning, with a special
focus on Austria’s neighbours. Over time,
it has expanded its scope to the Balkans,
the Baltic States and to various post-So-
viet economies: Belarus, Kazakhstan, the
Republic of Moldova, the Russian Federa-
tion and Ukraine. For its most recent study
on the impact of the COVID-19 crisis, see
[Adarov, Hunya, 2020]. The Institute has
also produced analytical materials on the
impact of FD], also in the Russian Federa-
tion (cf. [Hunya, 2008]).

In the Russian Federation, a large net-
work of researchers has also produced
major studies on inward and outward
FDI in the country - and also some oth-
er post-Soviet economies. In the moni-
toring work, a leading role was played by
Alexey Kuznetsov. In these studies, in the
majority co-authored by various research-
ers, the focus was on mutual investment

among the countries of the Common-
wealth of Independent States [Kuznetsov,
2013; Kuznetsov et al., 2012; Kuznetsov et
al., 2013; Kuznetsov, (1) 2014; Kuznetsov,
(2) 2014] and in the EAEU [Kuznetsov
et al., 2017]. This monitoring prompted
studies on the role of FDI in Eurasian in-
tegration [Kuznetsov, 2016] and relations
with the European Union [Kuznetsov,
(2) 2010]. Studies dealt with both inward
FDI (cf. [Kuznetsov, (1) 2010; Kuznetsov,
2012]) but more often with outward FDI
[Bulatov, 1998; Bulatov, 2017; Kuznetsov,
2009; Kuznetsov, 2011; Kuznetsov, 2021].
In addition, multi-authored monographies
analysed various aspects of capital exports
form the Russian Federation [Bulatov et
al., 2015; Bulatov et al., 2019].

In St. Petersburg, research focused on
Russian outward FDI, corporate strate-
gies and policy issues. Andrei Panibra-
tov played a leading role in preparing mo-
nographies (e.g., [Panibratov, 2012]), arti-
cles on home country and State influences
[Panibratov, 2016; Panibratov et al., 2015;
Panibratov, Michailova, 2019] and the in-
ternationalization strategies of Russian
multinationals [Kalotay, Panibratov, 2013;
Dikova et al., 2019].

From a global perspective, the Divi-
sion on Investment and Enterprise of the
United Nations Conference on Trade and
Development (UNCTAD) and its prede-
cessors’ have been the focal points for the
analysis of FDI in the whole UN system
and for more than four decades. It start-
ed its in-depth research on economies in
transition in the early 1990s (see [United
Nations, 1992]). It has been in close coop-
eration with the other centres, catalysing
their research, and also providing the glob-
al context to the analysis of those centres.
It has provided its analysis in the World In-
vestment Report series since 1991, and its

7 The United Nations Centre on Transnational Corporations (1975-1992) and the Transnational Corporations and Management
Division of the United Nations Department of Economic and Social Development (1992-1993).
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staff also participated in the international
debate on post-Soviet FDI?. Its academic
journal, Transnational Corporations, pub-
lished articles by researchers from the in-
ternational centres [Bulatov, 1998; Bula-
tov, 2017; Liuhto, Vahtra, 2007; Kuznetsov,
(2) 2010] and related researchers (e.g., [ Te-
pavcevic, 2015]).

It has to be stressed that the analysis of
inward and outward FDI in the post-So-
viet space is a global research interest and
there are many other universities and re-
search centres that have made valuable
contribution but could not be mentioned
in order to keep this summary brief. How-
ever, a common feature is that these re-
searchers are in close cooperation with the
centres mentioned and with UNCTAD,
whether they work at the UNU in Maas-
tricht (e.g., [Filippov, 2008; Filippov, 2011;
Filippov, 2012]), Hungary (e.g., [Tepavcev-
ic, 2015; Weiner, 2018; Weiner, 2020]), or
France (e.g., [Andreff, 2011; Weiner, 2015;
Andreff W., Andreff M., 2017]). To be noted
that global studies often analyse the Rus-
sian case together with the other BRICS:
Brazil, China and India (c¢f. [Sauvant, 2006;
Andreff, 2015]).

A common thread of the literature
on post-Soviet FDI is that it is difficult to
gauge its impact on economic transforma-
tion and development. First of all, the au-
thors of these lines are not aware of any
study going into the impact of outward
FDI. Liuhto and Majuri prepared a very
comprehensive review of more than 100
articles on Russian outward FDI, which
dominates outflows from the region, but
have not found comprehensive studies on
the development impact [Liuhto, Majuri,
2014].

As for the role of inward FDI, the first
in-depth study on the impact of econom-
ic growth [UN.ECE, 2001] already found

that the effects may be ambiguous, less
pronounces in post-Soviet countries than
EU membership candidates and depen-
dent on good policies. To be noted that
in terms of policy transition, post-Sovi-
et economies have been laggards com-
pared with the frontrunners such as Cze-
chia, Hungary or Poland, or even the Baltic
States. To demonstrate the disagreement
between analysist about the macroeco-
nomic impact of FDI, some of the studies
(e.g., [Okafor, Webster, 2016]) have found
an overall positive impact of FDI on eco-
nomic growth, while others (e.g., [Curwin,
Mahutga, 2014]) have found a negative im-
pact. There have been also studies that fo-
cused on linkages with, and crowding in,
local firms (e.g., [Jude, 2019]) and have
found that the effects are not very strong,
which is not a full surprise as local firms
seem to be often weak in terms of transi-
tion to market economy. In the same vein,
there have been some positive qualitative
and quantitative effects on labour found
(cf. [Estrin, 2017]); however, they also de-
pend on national policies and their effects
on linkages. These findings confirm the
importance of institutions and infrastruc-
ture, in close relationship with the quali-
ty of policies mentioned above [Kinoshita,
Campos, 2003].

A first glimpse at the inward and out-
ward FDI flows of the 12 post-Soviet econ-
omies over the period 1992-2020 confirms
the hypothesis of fluctuations (figure 1),
sometimes related to the crises mentioned
above, but also related to the lumpiness
of FDI. It is to be noted that data may not
have been complete and fully reliable in
the early period, when data collection was

8 See, for example, [Kalotay, 2004] on the potential of inward FDI in the Russian Federation, [Kalotay, 2010] on the patterns of FDI,
and [Kalotay, Sulstarova, 2013] on the prospects of Russian FDI in the Baltic Sea region context.
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in an initial stage. On the contrary, by 2020
major improvements had been registered
in almost all countries. In the latest da-
ta collection, UNCTAD Secretariat need-
ed to estimate only the flows of Turkmeni-
stan, and could use national reports for the
rest of the countries. To be noted that in-
flows and outflows often seemed to move
together, which has been related in part to
the phenomenon of round tripping, inflat-
ing the FDI flows in some countries, es-
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pecially the Russian Federation. This phe-
nomenon has been analysed for more than
two decades (e.g., [Bulatov, 1998; Pelto et
al., 2004; Zavyalova et al., 2019]). It has
been concluded that, other than distorting
FDI statistics, these flows bring about cer-
tain risks on case of crisis in the economies
used for round tripping [Kalotay, (2) 2013]
and have negative implications for devel-
opment and governance [Ledyaeva et al,
2013].

—_ —_ —_ —_ — — — — — —
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Source: The authors’calculations, based on data from the UNCTAD FDI/MNE database.

Having kept reservations about the
quality of FDI data in mind, trends by the
reported indicate the existence of two pe-
riods in flows, a usually upward trend in
inflows till the Global Financial Crisis and
a downward slide afterwards. Inflows re-
corded their highest level in 2008 ($110
billion). Outflows had yet another peak in
2013 ($75 billion), right before the second
Russian financial/currency crisis of 2014-
2016, which also brought about a change
in the international political context for
Russian outward FDI, closely linked with
State ownership and influence [Panibratov,
2016; Panibratov et al., 2015]. This latter

was related not only to economic events
but also a deteriorating international po-
litical environment for Russian multina-
tionals, which traditionally account for the
bulk of outflows from the group.

FDI stocks provide a more stable indi-
cation of main patterns in the long term.
They continue accumulating even if flows
slow down in a given year. They also allow
to derive comparisons with the rest of the
world. Indeed, one large drop in stocks
was registered in 2008 (both inward and
outward), and then in 2014-2015, years
when valuations for assets were falling
(figure 2).
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In terms of the share of the 12 post-So-
viet economies in global inward and out-
ward FDI stocks, the values remained
rather low during the whole period of ob-
servation, confirming that overall, the eco-
nomic development strategies of the group
were not based heavily on FDI promotion,
and also the fact that the group has not be-
come a special magnet for global FDI, de-
spite its advantages in terms of natural re-
sources and markets (the latter is true
rather to the large economies of Kazakh-
stan, the Russian Federation and Ukraine).
The share of the region’s inward FDI stock
in world total reached a maximum of 3.5
per cent in 2010, declining for most of the

900
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100

FDI instock ($ billion)
Instock as share of world total (%)

time in the subsequent period. The share
of the region’s outward FDI stock in world
total reached a maximum of 2 per cent in
2007 before the Global Financial Crisis. As
for the measurement of resilience to the
latest COVID-19-related crisis, the ten-
dency towards the decline was accentuat-
ed in 2020, confirming the vulnerability of
FDI in the group.

The patterns above are determined
by FDI in a handful of large economies,
dominating both inward and outward
FDI stocks. According to data for 2020,
for economies (the Russian Federation,
Kazakhstan, Ukraine and Azerbaijan)
accounted for 92 per cent of the inward

3,5
3,0

2,5

0,5

0,0

mmmmm FDI outstock ($ billion)
= = = = Qutstock as share of world total (%)

Source: The authors' calculations, based on data from the UNCTAD FDI/MNE database.

stock of the group, with the Russian Fed-
eration representing 60 per cent (figure 3).
In outward FDI stocks, the degree of con-
centration is even higher. The top three
economies represent 98 per cent, and the
Russian Federation alone 88 per cent (fi-
gure 3).

One characteristic that draws apart two
post-Soviet economies from the rest of
transition economies — Azerbaijan and the
Russian Federation - is an unusually high
level of outward FDI compared with in-
ward FDI (figure 4), challenging the theo-
ry of an investment-development path (see
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(a) Inward FDI stock

® Russian Federation = Kazakhstan
m Ukraine m Azerbaijan
Others

(b) Outward FDI stock
a9% [ 2%

m Russian Federation ' Azerbaijan

m Kazakhstan H Others

Source: The authors’ calculations, based on data from the UNCTAD FDI/MNE database.

[Dunning, 1981; Dunning, 1986] in the lit-
erature survey). These values — over 80 per
cent measures by FDI stocks — are more
than twice as high as the values registered
in the Visegrad countries (Czechia, Hun-
gary and especially Poland) or in the Bal-
tic States, which are considered to be more
advanced in terms of transition to the mar-
ket economy”. In the rest of the post-Soviet
group, the ratios are more in line with the
IDP, with Kazakhstan for example having a
value of 9 per cent.

The structural characteristics (geo-
graphical and sectoral) are better meas-
ured by greenfield commitment data than
FDI data because the latter often contain

elements of transhipment [Kalotay, 2012]
which the efforts towards identifying the
ultimate investors can filter out with on-
ly limited success. While there is a way to
provide estimates with a probabilistic ap-
proach for overall flows [Casella, 2019],
these are not real data to be used for de-
tecting structural characteristics in over-
all FDI series. Alternatively, cross-bor-
der merger and acquisition (M&A) da-
ta could be used. In certain segments of
FDI flows, like the foreign expansion of
Russian MNEs before 2014, this mode of
entry played an important role [Kalotay,
2015]. However, with the cooling off of in-
ternational relations, their role diminished
drastically (¢f. [UNCTAD, 2021]). Hence,
a comprehensive view until recent times is
better based on greenfield data. To be not-
ed also that conceptually it would be very
interesting to include brownfield data, too

9 Bennett V. (2016). EBRD Updates Transition Concept. The European Bank for Reconstruction and Development, November 2, 2016.
Available at: https://www.ebrd.com/news/2016/ebrd-updates-transition-concept-html, accessed 15.09.2021.
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Source: The authors' calculations, based on data from the UNCTAD FDI/MNE database.

(cf. [Kalotay, 2001; Estrin, Meyer, 2011]).
However, such collections are not availa-
ble. These transactions are either record-
er in M&A data (at the moment of initial
investment) or greenfield numbers (at the
moment of additional investment).

Therefore, this article relies on green-
field values, even if they include values of
unrealized commitments, showing some
flows larger than reality, and even if data
are available from 2003 on. We know that
94 per cent of the inflows of the post-Soviet
economies have been realized after 2003 -
and 88 per cent of the inward FDI stock.
Another advantage of those greenfield da-
ta is their relatively quick availability.

In the inward FDI commitments regis-
tered in the 12 post-Soviet economies be-
tween 2003 and June 2021, manufacturing
accounted for slightly more than half of

the total values, related typically to motor
vehicles production, coke and refined pe-
troleum and food and beverages, confirm-
ing the importance of market seeking mo-
tives in the majority of cases (figure 5)*.
Mining and quarrying, including oil and
gas accounts for 14 per cent. The rest was
attributed to services, especially transpor-
tation and storage.

In terms of source countries, despite
efforts for diversification towards develop-
ing and transition economies after the po-
litical events of 2014 in the Russian Feder-
ation and other EAEU member countries,
more than two-thirds of the values were
originated in developed countries (figu-
re 6). These countries have remained im-
portant sources of technology and modern
production capacities, not easily replace-
able by other countries. The EU accounted

10 In the automotive industry, in some countries, especially in the Republic of Moldova, efficiency-seeking production for global

value chains could also be detected.
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for close to 40 per cent of the greenfield
commitments in the 12 post-Soviet econ-
omies, with Germany, France and Finland
taking the leading roles. With 14 per cent,
the United States was the largest single
source country. Developing countries rep-
resented 23 per cent, of which China alone
accounted for 10 per cent. The share of in-
tra-regional projects was 9 per cent. The
Russian Federation (7 per cent) was a ma-
jor investor in most of the other post-Sovi-
et countries.

The sectoral composition of outward
greenfield FDI commitments by multina-
tionals from the post-Soviet economies, in
their majority Russian multinationals, re-
flects the strategies of controlling down-
stream activities in the natural resourc-
es in which they specialize. This situation
(the concentration of extractive activities
at home) results in a relatively low share of
mining activities: less than 8 per cent (figu-
re 7). In turn, downstream coke and re-

fined petroleum and metallurgy together
represent close to 30 per cent of the val-
ue of commitments. Beside them only au-
tomotive is relatively large in manufactur-
ing. In services again, energy (electricity,
gas, steam and air conditioning supply) is
the largest industry (21 per cent), reflect-
ing the competitive advantages of post-So-
viet multinationals, followed by transpor-
tation and storage (14 per cent) (figure 7).

The geography of outward FDI green-
field commitments shows a relatively low
concentration in developed economies and
a high concentration in developing and
transition economies, some of which with
difficult business environments (e.g., Iraq).
This strategy is different from the strategy
of cross-border acquisitions of post-Sovi-
et, especially Russian, multinationals, fo-
cusing more until recently on ensuring
control over assets in developed econo-
mies [Kalotay, Panibratov, 2013; Kalotay,
2015]. Developed economies account for
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less than one fifth (figure 8), with Germa-
ny being by far the most important target
(around 6 per cent). Developing econo-
mies account for more than half, with the
share of Turkey and Egypt exceeding 10
per cent. Post-Soviet greenfield commit-
ments are well present in all developing
regions, Asia alone taking up 37 per cent,
Africa 14 per cent and Latin America and
the Caribbean 4 per cent. Transition econ-
omies also take up roughly one-quarter of
greenfield commitments, with Uzbekistan,
Kazakhstan and Ukraine, in that order, be-
ing the most frequently target economies
(figure 8).

To draw basis conclusions on the role
of FDI in the development strategies of the
12 post-Soviet countries, it is necessary to

ment of these countries relied on attract-
ing inward FDI and/or promoting outward
FDI or both, especially in comparison with
other transition economies and groups. To
answer that question, we usea modified and
further developed version of UNCTAD’s
classical Performance Index [UNCTAD,
2002, pp. 23-28], which measures the
FDI intensity of individual economies or
groups. Its formula is the following:

FDI; / FDI,
GDP; / GDP,,

FDI Performance Indexi =

Where

o FDI Performance Index; is the index
value for country i

« FDI; is the FDI flow or stock of coun-
try i in the given period

« FDI, is world FDI flow or stock in
the given period

o GDP; is the GDP for country i in the
given period

o GDPy is world GDP in the given pe-

measure to what degree has the develop- riod.
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The Index was originally developed to
measure the performance of inflows over
three-year averages (to mitigate the effects
of cycles and lumpiness). It was explained
as follows: “The Inward FDI Performance
Index is the ratio of a country’s share in
global FDI flows to its share in global GDP.
Countries with an index value of one re-
ceive FDI exactly in line with their relative
economic size. Countries with an index
value greater than one attract more FDI
than may be expected on the basis of rel-
ative GDP” [idem, p. 23].

In this article, we have replaced FDI
inflows by inward FDI stocks, in order to
further minimize the above-mentioned
relative weakness of the index, namely its
fragility vis-a-vis the volatility and lumpi-
ness of FDI flows. We have added the same
measure for outward FDI stocks, and a
combination of the two, in order to gauge
also the role of outward FDI in econom-
ic development strategies. To add a more
dynamic perspective, we have measured
changes in the index between 2008 and
2020.

The results show that, unlike the oth-
er transition groups (the non-EU mem-
ber Western Balkans, the Baltic States and
the new EU members except Baltics), the
majority of post-Soviet countries have re-
lied on inward FDI in their development
strategies less than the world average both
before the Global Financial Crisis and in
2020. The group average increased slightly
but remained under 1 (figure 9). Howev-
er, reflecting the diversity of the group, the
ratio of various countries exceeded 1 (for
more details, see annex table 1). The group
average remained low because of the low
values of some large countries, especially
Belarus, the Russian Federation, Uzbeki-
stan (in both dates) and Ukraine (in 2020).
However, with the exception of Armenia,
the Republic of Moldova, Tajikistan and
Ukraine, the ratio of inward FDI reliance
was increasing in the post-Soviet group. To
be noted that in the control groups of the

Baltic States and the other new EU mem-
ber countries, the ratio, though well be-
yond 1, was on a downward trend. In some
key countries like Lithuania, Poland and
Romania, the ratio fell below 1, indicating
a switch to lower than the world average
reliance on inward FDI by 2020.

Reliance on outward FDI has remained
under the world average in practically all
transition economies, post-Soviet and oth-
er, and in both periods of time. Only the
value for Estonia in 2008 and for Azerbai-
jan in 2020 exceeded 1. In the Russian Fed-
eration, often regarded as a strong outward
investing emerging economy, the ratio in-
creased slightly, from 0.48 to 0.55, but re-
mained far below the benchmark of 1. Asa
result, if we measure the combined effects
of inward AND outward FDI, all group ra-
tios remained under 1 all the time, indi-
cating that ALL transition economies were
still at a low ebb of overall globalization.
Of the six economies exceeding the bench-
mark of 1 in 2020, three were post-Sovi-
et (Azerbaijan, Georgia and Kazakhstan),
one a Baltic State (Estonia), one new EU
member (Czechia) and one from the West-
ern Balkans (Montenegro). In turn, the
bottom five (Uzbekistan, Belarus, Ukraine,
Tajikistan and the Republic of Moldova,
in that order) were all from the post-So-
viet space.

The authors of this article have also test-
ed if it was possible to differentiate the pat-
terns of reliance on FDI by the internation-
al policy orientation of post-Soviet coun-
tries. The indexes of EAEU members -
supposed to be more oriented towards in-
tra-regional cooperation - and GUAM
members — supposed to be following more
opening towards cooperation with West-
ern partners — showed some, but not large
differences. The inward FDI Performance
Index of the GUAM was slightly higher -
roughly 1 in both points of time - than in
the EAEU group, whose inward index re-
mained below 1 but was rising. As for the
outward index, it was well below 1 in both
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groups but higher in the EAEU. As a re-
sult, the combined index values converged
almost totally by 2020 (0.65 for the GUAM
group and 0.67 in the EAEU). From this,
it can be concluded that the two groups
have followed slightly different FDI strat-
egies, with GUAM relying more on inward
and the EAEU, which includes the region’s
dominant capital exporter, the Russian
Federation, has relied more on outward
FDI.

Three decades ago, a world based on
almost full State ownership of production
and limited relations with other countries
(channelled mostly through State trad-
ing companies) collapsed in the aftermath
of the dissolution of the Soviet Union. In

this apparently very stable and immovable
context, FDI used to play a very marginal
role. Foreign firms could at best form joint
ventures with Soviet State-owned firms
under the special permission of the central
authorities, or engage in non-equity trans-
actions, again under special authorization.
As for the “red multinationals” [Hamilton,
1986], they were engaged mostly in trad-
ing activities.

In principle, the dissolution of the So-
viet Union and transition to market econo-
my opened the doors both inward and out-
ward FDI wide open. However, the variety
(or varieties) of capitalism that emerged in
the post-Soviet space did not favour either
massive or high-quality inflows and limit-
ed outflows to activities of value chain con-
trol in outward FDI. Both the business en-
vironment and the emerging monopolies
of local elites (oligarchs) over resources
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limited the scope for inward FDI for a long
time. In outward FDI, oligarch-based ac-
tivities have dominated. In most countries,
these oligarchs became related to State
power. In the largest country, the Russian
Federation, this process became patent un-
der the presidency of Vladimir Putin after
1999.

As a results of these development tra-
jectories, the post-Soviet economies have
relied relatively little on either inward or
outward FDI in their development strat-
egies of the past three decades, though
there has been some rise in that reliance
over time. This strategy has been different
from the strategy of other transition econ-
omies, especially the ones that joined the
EU in 2000s, which relied heavily on in-
ward FDI in the initial stages of transi-
tion, although that dependence dimin-
ished over time. It was also different from
the strategy of the countries in the West-
ern Balkans, whose reliance was increas-
ing over time. These findings are also in
slight variance with the point of view of
the investment development path accord-
ing to which at least the Russian Federa-
tion would be in the stage of increasing
outward FDI. This is related to the fact
that the OFDI/IFDI ratio is high most-
ly because the ratio of FDI to the relative
size of the economy (GDP) is low.

It is particularly challenging to link
the fact of low reliance on FDI with GDP
growth. The first phase of transition (till
1999) saw a major decline in the group’s
share in world GDP (from around 2.5 to 1
per cent), but then there was a rise in the
same share till 2014 (3.9 per cent) and then
again a continuous decline till 2020 (2.4
per cent). It is no easy to find a causality
between FDI and GDP and to determine
its direction. The group had at least one
period of fast growth (2000-2014) with-
out strong reliance on FDI (but still with a

major rise in outward FDI). It may also be
that the quality of FDI has also mattered,
not just its volume.

It is also important to consider the id-
iosyncratic characteristics of the post-So-
viet space when evaluating the role of FDI
inflows and outflows and their impact on
economic development. In other words,
the main benchmark for evaluation would
be a hypothetical post-Soviet group that
would have performed better in terms of
human and economic development. Can
we attribute the modest results of develop-
ment to the political vicissitudes and cri-
ses of the post-Soviet countries? Or the
post-2014 sanctions and counter-sanc-
tions? (But then how to explain the pre-
2014 trajectory?) We do not know either if
in a hypothetical more prosperous group,
inward and outward FDI would have real-
ly played a more pronounced role.

Having considered the idiosyncrasies,
one observation is still valid: post-Soviet
countries in general have not been champi-
ons of industrial policies, at least not at the
same scale as the efforts of the Asian cham-
pions such as China, the Republic of Korea
or Singapore, to mention a few, or at least
Japan or the European Union'!. And this
is an important consideration because in-
ward and outward FDI promotion is an in-
tegral part of industrial policy [UNCTAD,
2018]. Not having strong industrial policies
is a missed opportunity, even if one thinks
that the domestic and international polit-
ical environment has not been always fa-
vourable. In other words, when we look
at the development path of the post-Sovi-
et economies, development denotes most-
ly an evolution of the economic environ-
ment with very modest government guid-
ance and relatively limited actions based on
long-term visions of public authorities. FDI
flows are part of this picture, and should be
evaluated as such.

11 Paradoxically, industrial policies were revived in the Russian Federation after 2014, under the effects of international sanctions,
when import substitution became an imperative. Still, these policies integrated the FDI element very little.
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It is not straightforward to draw con-
clusions for the future of FDI in the group
and its role in prospective economic devel-
opment, especially when taking into con-
sideration the game changing nature of
the COVID-19 crisis. COVID-19 itself has
not been the focus of this article looking at
long-term patterns. However, COVID-19
is relevant in the sense that it was on-
ly accelerating pre-existing problems that
started well before 2020 (see [UNCTAD,
2020]). Already before the onset of that
crisis, both FDI and GDP growth of the
post-Soviet economies were on a down-
ward trend, very probably related to the
three mega-trends that received a further
boost by COVID-19: the challenges of dig-
italization, sustainable development and
the preservation of multilateralism.

In all three areas, the post-Soviet
economies were mostly negatively affect-
ed by changes in the world economy. In
their post-crisis strategies, they will have
to adapt faster to the requirements of the
new normal, which in principle can be do-
ne both through heavy reliance on FDI or
not. Some economies of the group have
at least some domestic capacities to rely
on while waiting for the end of the wait-
and-see attitude of international investors
and have drawn up plans to leave the cri-
sis. However, given the extent of the chal-
lenges, it is difficult to envisage a success-
ful exit from the crisis without some form
of international engagement in the medi-
um and longer term. That in turn would
redefine the role of FDI, which may need
to be more adapted to digitalization and
more sustainable, even if in the short
term that would mean less FDI. In addi-
tion, policies towards reinforcing multilat-
eralism need to be revitalized in a world
that for some time has been going to the
opposite direction for some time. In this
later area, the role of the Russian Federa-

tion is very different from that of the oth-
er post-Soviet States. Even the larger ones
such as Kazakhstan and Ukraine are tak-
ers of the changing international environ-
ment, while the Russian Federation is one
of the shapers of the global scene, with all
the responsibilities that such a status en-
tails [McCarthy et al., 2019].

Hypotheses about the shape of the
post-COVID new world of FDI in the
post-Soviet group could be the subject of
various important studies in the future,
going beyond the scope of this article. The
most important question in this respect
would be a re-thinking of public devel-
opment policies, which of course would
also encompass FDI promotion and fa-
cilitation. However, should the post-
Soviet countries wish to revitalize FDI, the
main goals should be an increased welfare
for the majority of the population, more
even distribution of wealth and more re-
spect towards environmental consider-
ation. That leads us to the thorny issue of
the quality of the government and of pub-
lic services. It has been a subject of many
studies and the conclusions have almost
always been a call for better, cleaner gov-
ernments.

For the deficiencies and distortions of
government services, it is not completely
wrong to blame the sudden dissolution of
the Soviet Union and the lack of local ex-
pertise in public administration (with the
notable exception of the Russian Federa-
tion) or the resource curse However, three
decades after independence, it is not pos-
sible to stop there. On the most recent list
of transparent governments [Transpar-
ency International, 2020], Estonia had 75
points of the possible 100 (one point more
than Japan and eight more than the Unit-
ed States), Lithuania 60, Georgia 56, Ar-
menia 49, Belarus 47, Kazakhstan 38 (ex
aequo with Brazil), Ukraine 33, Azerbaijan
and the Russian Federation 30 (the same
number of points as Gabon, Malawi and
Mali) and Turkmenistan 19 (12 from the
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bottom). And yet, till 1991 all these coun-
tries belonged to the same Soviet Union.
Naturally, transparency is just one of the
many aspects of the quality of government
services, but still shows their uneven de-
velopment over the past decades. It is rea-
sonable to believe that the COVID-19 cri-
sis has further increased the importance of
good governance.
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E g ) (=) E s ) (=) :é-' g ) (=)
3| & [g|S13 & |s8|8|3a|l & |8/|5%§
V) O N N v (L) N N v (L) [ N
ME | W.Balkan 2.69 | AZ | Post-Soviet 0.44 | 1.36 | EE | Baltic 1.87 | 1.55
GE | Post-Soviet | 2.18 | 2.39 | EE | Baltic 1.08 | 078 | AZ | Post-Soviet 050 | 1.47
EE | Baltic 2.69 | 2.28 | RU | Post-Soviet 0.48 0.55 | GE | Post-Soviet | 1.16 | 1.42
KZ | Post-Soviet | 1.87 | 1.89 | HU | NewEU 0.55 0.52 | ME | W.Balkan 1.40
BG | NewEU 3.43 | 1.81 | (Z | NewEU 0.22 0.50 | (Z | NewEU 1.11 | 1.07
RS | W.Balkan 1.41 | 1.76 | GE | Post-Soviet 0.19 0.40 | KZ | Post-Soviet 097 | 1.06
(Z | NewEU 2.02 | 1.61 | SI | NewEU 0.62 035 | BG | NewEU 1.74 | 098
AZ | Post-Soviet 0.57 | 1.58 | KG | Post-Soviet 0.00 0.26 | RS | W.Balkan 0.76 0.98
T™M | Post-Soviet | 1.03 | 1.52 | LT | Baltic 0.18 0.20 | HU | NewEU 144 | 094
AL | W.Balkan 0.94 | 1.40 | KZ | Post-Soviet 0.10 0.19 | AL | W.Balkan 0.49 0.78
HU | NewEU 236 | 1.34 | RS | W.Balkan 0.12 0.16 | KG | Post-Soviet | 0.56 | 0.73
SK | New EU 2.21 | 1.26 | LV | Baltic 0.12 0.16 | LV | Baltic 0.72 0.72
LV | Baltic 1.34 | 1.25 | AL | W.Balkan 0.05 0.11 | SK | NewEU 1.15 | 070
MK | W.Balkan 1.76 | 1.21 | SK | NewEU 012 | 0.1 | MK | W.Balkan 0.89 | 0.63
HR | NewEU 1.70 | 1.18 | BG | NewEU 0.1 0.17 | HR | NewEU 1.00 | 0.63
KG | Post-Soviet | 1.14 | 1.17 | PL | NewEU 0.06 0.10 | RU | Post-Soviet | 0.51 0.59
BA | W.Balkan 135 | 099 | AM | Post-Soviet 0.02 0.08 SI | NewEU 0.77 0.58
RO | NewEU 1.28 | 0.89 | BA | W.Balkan 0.03 0.06 | LT | Baltic 0.67 0.54
LT | Baltic 1.17 | 087 | BY | Post-Soviet 0.00 0.05 | BA | W.Balkan 0.68 0.54
PL | NewEU 1.18 | 086 | MD | Post-Soviet | 0.04 | 0.05 | PL | NewEU 0.61 0.49
MD | Post-Soviet | 1.46 | 0.85 | T | Post-Soviet . 0.05 | AM | Post-Soviet 0.62 0.48
AM | Post-Soviet | 1.24 | 0.85 | HR | NewEU 0.32 0.05 | RO | NewEU 0.64 | 0.47
T) | Post-Soviet 0.89 0.79 | ME | W.Balkan 0.10 0.05 | MD | Post-Soviet 0.74 0.46
SI | NewEU 0.91 0.79 | UA | Post-Soviet 0.15 0.04 | T | Post-Soviet 0.43
UA | Post-Soviet | 1.06 | 0.66 | RO | NewEU 0.03 0.02 | UA | Post-Soviet 0.60 0.36
RU | Post-Soviet 0.54 0.62 | MK | W.Balkan 0.04 0.02 | BY | Post-Soviet 0.22 0.29
BY | Post-Soviet 0.45 0.50 | UZ | Post-Soviet 0.01 | UZ | Post-Soviet 0.19
UZ | Post-Soviet 0.35 0.36

Source: The authors' calculations, based on UNCTAD data.
Note: Data are not available for the outward FDI stock of Turkmenistan. In other countries,".”denotes non-availability of information.
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AHHOTAIWS. boisuwuii Cosemckuti
Cot3 pacnancsi mpu Oecamunemus Ha-
3a0. 3namenamenvHuiti 1991 2. He monv-
KO CMan HA4anom He3asUcUMocmu Ons
CMpaH Nocmcoeemcko20 npocmpaHcmea,
HO U OMNPABHOU MOUKOU Ux nepexooa
oM UEeHMPanu306aHHol N1aH080L IKOHO-
MUKU K KANUMAanu3my, nycmv u 4acmo c
mecmmuot cneyuguxoti. Ha momenm Ha-
NUCAHUS 3MOLL cmamvl, HAYENIEHHOUW HA
AHANU3 00NI2OCPOUHBIX CIPYKMYDHBIX Xa-
paxkmepucmux npumoxa u ommoxka nps-
MoIx uHocmpanmvix unsecmuyuii (IINN),
12 nocmcosemckux IKOHOMUK CMANKUBA-

54

IOMCST ¢ HOBLIMU NPOOTIEMAMU, CBA3AHHDI-
mu ¢ COVID-19, omnuunvimu om npobnem
NOCMCOUUANUCMUYeCKOL  mpancpopma-
yuu. ITocne kpamkozo 0630pa numepamy-
pbl, 8 KOMOPOM 0C6eUu,atomcs OCHOBHbLE
80MPOCHL, NOOHAMbIE AKAOEMUHECKUMU UC-
CNe008AHUAMU, 6 CAbe AHAIUSUPYIOM-
51 007120CPOUHDIE MEHOEHUUU U OCHOBHDLE
xapaxmepucmuxu (2eozpagudeckue u cex-
mopanvrvie) IINM, ¢ ocobvim ynopom Ha
06vsi6neHUS 0 HOBVIX npoexmax ¢ 2003 e.
(200 Hauana npedocmagneHusi OAHHDIX).
B cmamve maxixe paccmampuseaemcs, 6
KAaKoil creneHu SKOHOMU1eCKoe paseumue
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CMPAHHBIX UHBECMULUTI, HA CIUMYIUDPO-
BAHUU UX OMINOKA TUO0 HA MOM U OPY2OM.
Iloxasamenu 12 nocmcosemckux 3KOHO-
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Opyeux cmpar ¢ nepexoOHot IKOHOMUKOT,
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ka ITV 6 uensx passumust Ovbiiu cKpom-
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6n100amv Hexomopoe conuxcerue ¢ Opyau-
MU CIPAHAMU C NepexoOHOL SKOHOMUKO,
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s ITHV Onst céoezo paszsumusi.
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