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1 Executive Summary
As part of the project “Opportunity in Crisis – Empowering Ukrainian Refugees to Rebuild
the Ukrainian Economy,” this report assesses Ukraine’s prospects for growth and development
through deeper trade integration and foreign direct investment (FDI), with a particular focus
on ties to Germany and Austria. The analysis highlights a set of opportunities—and binding
constraints—that should inform medium- and long-run reconstruction and industrial strategy.

Ukraine’s development and growth conundrum (Section 2). Compared to its peers in
Central and Eastern Europe, Ukraine has underperformed in export growth and in attracting
FDI. After the collapse of the USSR, Ukraine’s inherited value-chain relationships unraveled,
producing not only a decline in export volumes but, importantly, a downgrade in export so-
phistication. Over time, Ukraine’s export basket shifted away from complex industrial goods
toward lower-complexity agricultural products; geographically, exports reoriented away from
Russia and toward the European Union. While EU demand is large and expanding, Ukraine’s
export volumes and complexity to the EU have not yet reached a scale that would meaningfully
accelerate structural transformation.

Learning from past experience (Section 3). Several Eastern European economies achieved
rapid development through export-led growth anchored in global value chains (GVCs) linked to
Western Europe. Many of these countries climbed a familiar development ladder—from textiles
into machinery, electronics, and vehicles. As a result, their GVC-related exports soared, rising
by factors between 8 and 14 over the last 25 years. Simultaneously, FDI played an outsized
role: in some countries, employment in foreign-owned establishments exceeded 8% of the over-
all labor force. This successful pivot away from Soviet-era value chains toward value chains
centered on Western Europe, and especially on Germany and Austria, suggests that Ukraine
may be able to follow a comparable pathway. We therefore document how central and eastern
European Union members (EU-CEE countries) integrated into Western European GVCs and
identify which opportunities plausibly translate to Ukraine. This includes original methods to
infer salient upstream–downstream product linkages from trade data and to track FDI-driven
employment over time.

Opportunities (Sections 3 and 4). In EU-CEE countries, the surge in GVC-related ex-
ports and inward FDI concentrated in a small set of value chains and industries. Based on
the trajectories of these countries, prominent opportunities for Ukraine are in GVCs related
to vehicles and electronics. In terms of foreign investments, the most promising sectors simi-
larly relate to motor vehicles and electronics, but also to professional, scientific, and technical
services, including IT.

Challenges and feasibility (Section 4). Ukraine faces additional frictions relative to many
EU-CEE peers: it is geographically farther from Western Europe and has only recently entered
the formal EU accession trajectory. We therefore evaluate potential GVC opportunities by
combining information on expected scale, the extent to which certain exports can be driven
by FDI, sensitivity to distance, the boost historically associated with EU candidacy and mem-
bership, and the fit with Ukraine’s existing industrial know-how. This yields sets of products
that are both accessible and strategically valuable for pivoting toward Western European value
chains, with particularly strong candidates in vehicle- and electronics-related industries.

Regional fit (Section 5). Ukraine’s economy and capability base differ across regions. East-
ern regions have strong capabilities in electronics, vehicles, and (especially in the south-east)
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heavy manufacturing, though proximity to the frontline currently constrains investment attrac-
tiveness. Several of these activities are also compatible with western regions. Kyiv and central
regions are particularly suited for a range of business services, including IT and software-related
activities.

Software development (Section 6). Ukraine has a substantial software sector with strengths
in high-value activities such as advanced app development and DevOps. These capabilities can
complement future manufacturing-oriented value-chain linkages, as software constitutes an in-
creasingly valuable input in many global value chains. Ukraine also has a sizeable diaspora
of programmers abroad, with relatively greater activity in AI and machine learning tasks as
well as cloud computing. Connecting to this diaspora could provide an additional pathway for
capability upgrading and economic development.

Further recommendations. Beyond deepening trade and investment links to Germany and
Austria, Ukraine may be able to integrate more with neighboring EU-CEE economies. While
outward FDI from these countries is still limited today, over time Ukraine’s own economic
scale may shift parts of Europe’s manufacturing geography further eastward. This could gen-
erate spillover opportunities—especially along Ukraine’s western border—that merit targeted
analysis. Finally, we use the framework developed here to score priorities put forward by the
Ukrainian government.
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2 Trade and foreign direct investment in Ukraine

Ukraine faces the enormous task of rebuilding its economy. At the same time, reconstruction
creates a window to modernize and reorient toward new trading and investment partners. Such
links matter not only because they bring revenue and capital, but also upgrade the country's
knowledge base and quality of work. This is important, because modern production draws on a
large body of collective knowledge distributed across the world to produce an expanding set of
increasingly complex goods and services. Countries can raise productivity and living standards
by embedding themselves in these advanced production systems.

In this report we focus on two channels through which Ukraine can access global knowledge
and capabilities: international trade (exports) and foreign direct investment (FDI). Exporting
� i.e., selling goods and services on international markets � not only provides foreign currency,
but also exposes the economy to competition and opens it up to in�ows of knowledge. Likewise,
FDI is more than a �nancial in�ow: it also often provides access to technological and managerial
know-how, and knowledge of foreign markets. We therefore analyze trade and FDI primarily as
mechanisms for capability upgrading and deeper participation in global production networks.

Fig. 1 compares Ukraine's experience to that of Central and Eastern European countries that
joined the European Union in the 2000s and 2010s (henceforth, EU-CEE countries). Panel 1a
plots exports per capita in constant 1995 USD. Panel 1b plots inward FDI (see Box 2.1),
measured as employment in foreign-owned multinational enterprise (MNE) establishments as
a share of the recipient country's labor force.

(a) Exports per capita. (b) Foreign direct investment.

Figure 1: Exports and FDI per capita. a. Value of exports per capita in constant 1995 USD
for Ukraine compared to EU-CEE countries. b. Foreign direct investment quanti�ed as the share of
the labor force employed in foreign-owned establishments.

Although exports and FDI have grown in Ukraine, the country underperforms its EU-CEE
peers. Between the mid-1990s and recent years, Ukraine increased real exports per capita by
just over $570 (1995 USD), whereas EU-CEE countries increased real exports per capita by
more than $4,000. Similarly, the share of workers employed in foreign-owned establishments
rose by about 0.3 percentage points in Ukraine, compared to roughly 4 percentage points in
EU-CEE states.

Fig. 2 shows that these aggregates mask substantial heterogeneity across destination mar-
kets. After the USSR's collapse, the share of Ukraine's exports going to Russia fell from about
40% in 1996 to roughly 25% in the 2000s. Still, until 2014�when Russia annexed Crimea and
separatist �ghting erupted in eastern Ukraine�Russia remained the single largest destination
for Ukrainian goods.

The post-2014 collapse in exports to Russia was o�set inquantitative terms by growing
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Box 2.1: Foreign direct investment and economic development

Foreign direct investment (FDI) matters to economies not only as a source of capital, but
also as a channel for accessing know-how. FDI can raise the e�ciency of local production
factors through transfers of technological and managerial capabilities (Borensztein et al.,
1998), and it may generate spillovers that support productivity and innovation of local
�rms (Blomström and Kokko, 1998). Such spillovers can occur through training employ-
ees, upgrading local supplier networks, and collaborating with domestic �rms (Markusen
and Venables, 1999).
To study the evolution of FDI, we use data provided by Dun and Bradstreet (�D&B
data�), which contain detailed information on roughly 400 million unique establishments
worldwide. For each establishment, D&B data record its location, industry, and number
of employees. Establishments are linked in corporate ownership trees, allowing us to
identify establishments whose headquarters are located abroad. We quantify FDI as
employment in establishments owned by foreign headquarters (�FDI employment�; see
also Alfaro et al. (2009); Bahar (2020); Hartog et al. (2020)). Appendix B describes data
cleaning, extrapolation, and validation in more detail.

exports to Eastern and Western Europe. Yet these volumes understate the broader impact
of losing trade with Russia. A key subset of trade is organized through global value chains
(GVCs; see Box 2.3). GVCs coordinate production across countries, with di�erent locations
specializing in di�erent stages of production. Participating in GVCs allows countries to tap
into other countries' knowledge bases, while leveraging their own comparative strengths.

Historically, Ukraine was embedded in Soviet value chains centered on Russia. The rem-
nants of these (shrinking) GVC trade ties remained visible until the mid-1990s (Fig. 3). In the
late 2000s, Ukraine's GVC trade with Russia expanded again, only to collapse across sectors
after 2014. Russian hostilities therefore impeded export growth not only through destruction,
but also by terminating previously growing Ukraine-Russia trade ties value-chain relationships.
Fig. 3 illustrates this dynamic, showing that bilateral GVC trade between Russia and Ukraine
persisted for more than �ve years after the USSR collapse (though declining), but then com-
pletely collapsed in the 2010s.1

The decline in GVC trade has left Ukraine's export basket heavily reliant on agricultural
products. The shift away from heavy industry and toward agriculture (Fig. 4) has resulted in a
decline in the economic complexity of Ukrainian exports (Fig. 5a; see Box 2.2 for an elaboration
on economic complexity). Fig. 5b shows that the loss of industrial exports to Russia contributed
substantially to this trend, as Russia historically received a comparatively higher-complexity
subset of Ukraine's exports.

More recently, new GVC connections to Eastern and Western Europe have begun to form.
Indeed, Fig. 2 shows that the EU now accounts for close to half of Ukraine's GVC-related trade.
This holds the promise that export complexity may recover in the medium run. However, in
absolute terms, this trade has not yet reached signi�cant scale. Overall, Ukraine therefore,
these dynamics have left Ukraine with low levels of GVC-related trade, limiting access to the
advanced collective knowledge mobilized by GVCs and thereby constraining growth potential.

1Unlike elsewhere in this report, we include metal products here in metals to GVC exports, even though
our method cannot identify precise value chains in this sector. The motivation is that metals�traditionally
concentrated in the Donbas�were a central component of Russia�Ukraine value-chain linkages.
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Figure 2: Export destinations Ukraine. a. Export volumes in constant 1995 USD from
Ukraine to di�erent destination markets. b. Export shares from Ukraine to di�erent destination
markets.

3 Learning from the Past: the experience of Eastern EU
member states

With Russia-centered value-chain ties severed, Ukraine must reorient toward new international
production networks. Because GVCs are often geographically concentrated (e.g., Baldwin and
Lopez-Gonzalez, 2015), a pivot toward Western Europe is the most plausible pathway. To iden-
tify which opportunities may exist, we �rst examine the experience of countries that executed a
comparable pivot from Russian to EU value chains in the recent past: the EU's newer member
states in Central and Eastern Europe. These countries faced a similar challenge, albeit in peace
time, when their traditional embedding in the Soviet production systems unraveled with the
collapse of the USSR. After an initial period of turbulence, countries like Poland, Hungary, the
Czech Republic, Slovakia and later also Bulgaria and Romania managed to seize opportunities
by integrating into the EU and Western European value chains through a combination of trade
expansion, institutional reforms, and FDI in�ows.

3.1 International trade and global value chains

Integration with Western Europe reshaped EU-CEE economies. Fig. 6 illustrates the growth
of exports per capita to Western Europe for Hungary, Poland, and Romania, driven in large
part by vehicles, machinery, and electronics.

A central feature of this transformation was GVC-oriented trade (Box 2.3) with Western
Europe. Fig. 7 shows how rapidly this integration into GVCs occurred. For some countries,
such as Slovakia and Romania, the share of exports identi�ed as belonging to bilateral GVC
relationships rose from roughly 20% of total exports to 40% or more within just two decades.2

Notably, the strongest growth in GVC exports is recorded for countries close to Germany and
Austria, highlighting the importance of proximity for GVC integration.

As EU-CEE economies entered new GVCs, GVC exports steadily grew. However, this
export growth did not occur uniformly in time across sectors. Instead, countries tended to

2Note that this is an undercount of the full expansion of GVC trade, as our methodology will not identify
every GVC product or corridor.
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Figure 3: Value-chain partners of Ukraine. a. Total exports of GVC products and metal
products from Ukraine to destination regions in constant 1995 USD.b. Idem, as percentages, showing
the distribution across destination regions. c. Total imports of GVC products and metal products
by Ukraine from di�erent origin regions in constant 1995 USD. d. Idem, as percentages, showing the
distribution across origin regions.
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Figure 4: Ukrainian exports by sector. a. Exports to Russia. b. Exports to Eastern EU. c.
Exports to Western EU.

(a) Weighted PCI of exports by exporting
country

(b) Weighted PCI of Ukrainian exports by des-
tination

Figure 5: Complexity of Ukraine's exports. a. Weighted average Product Complexity Index
(PCI, Hidalgo and Hausmann, 2009) of exports for selected countries.b. Weighted average PCI of
Ukrainian exports by destination market.

enter GVCs sequentially, moving up a classic development ladder over time. Fig. 8 illustrates
this pattern by showing how the dominant GVC sector in each country shifted between 1995
and 2020: EU-CEE countries often entered textiles �rst and later diversi�ed into more advanced
sectors such as vehicles and electronics.

The GVC exports from Eastern Europe that we were able to identify using the approach in
Box 2.3 are today highly concentrated in a small number of product clusters (for a discussion
of how we de�ne these clusters, see Box 3.1). Fig. 9 plots the shares of total exports accounted
for by di�erent GVC clusters (i.e., clusters of related products plus their immediate upstream
inputs). The largest cluster is related to vehicle production and accounts for roughly twice the
export volume of the next two largest clusters, both related to electronics. This concentration
suggests that EU-CEE integration into Western European value chains hinged on a small set
of large opportunities.

Fig. 10 shows the growth of the four largest GVC clusters in EU-CEE countries. Since the
1990s, export volumes in these GVC clusters expanded dramatically, growing by factors between
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Figure 6: Per capita exports to Western Europe by sector. a. Exports from Hungary.
b. Exports from Poland. c. Exports from Romania. Exports are expressed in constant 1995 USD.

Figure 7: GVC trade. Shares of exports identi�ed as GVC-related in Eastern European countries
over time.
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