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Impact of investment income and investment on
economic growth is the topic of this paper. The
following methodology has been used: compara-
tive method, statistical method and economic
modeling method. The net investment position
to GDP ratio showed that Chile and Uruguay are
currently stable economies. Correlation of Uru-
guay’s GDP with foreign investment income of
direct and portfolio investment has been revealed
as well as correlation of Chile’s GDP with national
investment income of portfolio investment,
foreign direct investment income, and direct
investment assets and liabilities. Based on the
coverage ratios, it can be proposed that Chile’s
economy is in a stable position, not dependent
on external finance. Coverage ratio in case of
Uruguay showed dependence on other invest-
ments, implying vulnerability to financial shocks.
Coverage indicators for Ukraine were calculated.
Ukraine’s indicators are broadly similar to indica-
tors of Chile.

Key words: investment, investment income,
coverage ratio, profitability, GDP, foreign
direct investment, portfolio investment, other
investment.

Temoli paboms! sie/isiemcsi uccriedogaHue B/u-
SIHUSI UHBECMUYUOHHO20 00X00a U caMux UHBe-

cmuyuli Ha aKoHomudeckuli pocm. B pabome
6bI/10  UCMO/ML30BAHO HECKO/ILKO  MEMmOoOos,
makux Kak: cpasHumesibHbIl, cmamucmuye-
cKul U Memod 3KOHOMUYECKO20 MoOe/Iuposa-
Husi. OmHoweHue Yucmol UHBECMULUOHHOL
ro3uyuu K BBI nokasaso, ymo Yusu u Ypyesali
celiyac umerom cmabu/ibHyH 3KOHOMUKY. Bbisis-
JieHa Koppesisiyusi BBl Ypyasas u doxodos ripsi-
MbIX UHOCMpPaHHbIX uHBecmuyuli u nopmepesib-
HbIX uHBecmuyull. bbina Bbisg/IeHa Koppessayusi
BBI Yunu u sBHympeHHe20 doxoda nopmaesib-
HbIX uHBecmuyul, doxoda om MPSMbIX UHO-
CMpaHHbIX UHBECMUYUU, & MakKxe akmusos u
raccusos npsiMbix uHsecmuyuli. OCHOBbIBAsACh
Ha KoaghghuyueHmax roKpbIMusi, MOXHO CKa-
3ame, Ymo Yunu — He3asucumasi om BHeWHe20
(huHaHcupoBaHUsi 3KOHOMUKa. KoaghgpuyueHm
MOKpbIMUS Ypyas8as Mokasa/n 3aBUCUMOCMb Om
rokasamesisi dpyaux uHsecmuyuli, Ymo 03Ha-
yaem ys38UMOCMb K (hUHAHCOBbLIM rompsice-
Husiv. [Nokazamenu MoKpbImusi 07151 YKpauHbl 8
yesioM aHas102u4HbI rokazamesisim Husu.
KnioueBble croBa: UHBECMUYUU, UHBECMU-
YUOHHBLIU 00X00, KO3ghthuyueHm MoKpbIMus,
npu6blIbHocMb, BBIT, MpsiMbie UHOCMpPaHHbIe
uHBeCMuyuu, ropmepesibHble  UHBECMULUU,
dpyaue uHseCmuyuu.

Temoro pobomu € 00C/IOXeHHS BN/IUBY iHBECMUUITHO20 Aox0dy i iHBecmuyili Ha eKOHOMIYHe 3pocmanHsl. MiKHapoOHUU pyx Karimasly € O0Hiel 3
chopM 38’A3KY MiX PI3HUMU Cy6'€eKmamu, BK/IIOYaK0YU KpaiHu, rmidnpueMcmesa, MiXHapOOHi opeaHizayii mowo. ¥ pobomi 6y/10 BUKOPUCMAHO Ki/lbka
Memooi8, makux siK: MOPIBHS/IbHUL, cmamucmuyHul i MemooO eKOHOMIYHO20 MOOe/oBaHHs1. CrisBIOHOWEHHS Yucmol iHsecmuyjitiHoi no3uyii 0o BB
rokasasio, wjo Yuni ma Ypyasali 8 0aHuli 4ac Maroms cmabisibHy eKoHOMIKY. Byna susisnena kopensayis BBl Ypyasaro ma doxoois npsmMux iHO3eMHUX
iHBecmuyitl i nopmepesibHUX iHBecmuyill. Byia makox susisneHa kopensist BBI Yuni 8id0 BHympilHb020 00x00y rnopmdabesibHUX iHsecmuyit, 00xo0y
B0 MPAMUX HO3EMHUX iHBECMUYiL], @ MAKOX aKMUBIS | Nacusis npsaMuX iHBecrmuuyitl. [pyHMYIHUCH Ha KOeGiyieHMax MOKPUMMS, MOXHA CKa3amu, Wo
Yuni — ye cmabisibHa i He3anexHa 8i0 308HILHBL020 ¢hiHaHCyBaHHS1 eKOHoMIKa. KoedbiyieHm rnokpummsi y sBunaoky Ypyesaro rnokasas 3a/exHicms 8io
MoKa3sHUKa iHwux iHeecmuyili, W0 03Hayae spas/usicms 00 ¢hiHaHCOBUX MOMPSICIHb Ma eKOHOMIYHUX Kpu3. Ypyasall Mae BUCOKY CyKYrHY npubymko-
BiCMb 3a MPSIMUMU IHO3EMHUMU iHBECMUYisIMU — MoHao0 16%, aze CyKynHa npubymkosicmb € HaCMI/lbKU BUCOKOIO Yepe3 dekisibka POoKis npubymko-
BOCMI B Ki/lbka comeHb Bidcomkig. [Npubymkosicmb nopmebesibHUX iHsecmuyili cmaHosumb Maibxe 5%, iHwux iHeecmuyit — 3%. lNpubymkosicmb
npsiMux, nopmebesibHUX ma iHwuX iHeecmuyit 8 Yuni cmaHosums 5%, 2% i 4% sionosioHo. Yuni nepesepuuye Ypyasali no npubymxosocmi misibku rno
iHwuM iHBecmuyjism. MNMokasHUKU nokpummsi 07151 YkpaiHu 6y/iu po3paxosaHi, mak sik 80Ha Mae 6aeamo Crii/ibHUX puc 3 6azambma kpaiHamu JSlamuH-
CbKOI AMEPUKU, SIK Hanpuk/iad: eKOHOMIYHI NepCrekmusU 8 YisIoMy, MO3UYioHyBaHHS1 cebe 8 SKocmi nocmaya/ibHUKIB CUPOBUHU Ha 2/106a/1bHUX PUHKaX,
K/1aHOBICMb €KOHOMIKU, 8pa3/usa HayioHa/lbHa B8a/iloma, ModibHi Mo3uyii 308HILUIHBO20 YUCMO20 IHCMUMyyitiHo2o 6opay KpaiH, nodibHi eKOHOMIYHI
npob6emu ma 3as0aHHs1. MNoKa3HUKU YkpaiHu 8 YiioMy cXoxi 3 nokasHukamu Yusi. OCHOBHA BIOMIHHICMb — MOKa3HUK BIOMOKY iHWUX iHBecmuyili 3Ha-
YHO HUXKYe, HX y Ypyesaro i Huni. IHwumu c/io8amu, 308HIWHE KpeoumysaHHs1 8 YKpaiHi Mae HU3bKe 3HaYEHHS.

KntouoBi cnosa: iHsecmuuyii, iHeecmuuyiliHuli 0oxio, koegbiyieHm rokpummsi, npuéymkosicme, BBIT, npsivi iHO3eMHi iHsecmuyii, nopmebesibHi iHsecmuyi,
iHWI iHBECMUYjT.

Introduction. All countries have their system of
relations with each other and international organiza-
tions at different levels. There are regional and global
links for cooperation between different parties. The
international movement of capital is one of the com-
munication forms between various subjects, including
countries, enterprises, international organizations, etc.
To utilize this system to the fullest, the country needs
to shape a macroeconomic policy more favorable to
capital inflows, as creation of conditions and commu-
nication channels for the international capital flows
leads to an increase in labor productivity, acceleration
of economic development, and an increase of GDP.
However, there are risks, including loss of financial
independence and balance of payments deterioration.

There are two sides to such a relationship: the host
country and the investor country. Each country per-
forms both of these functions, but much more often
focuses on one of them. There are lots of advantages
to both sides. The host country expands the num-
ber of jobs, increases its competitiveness by gaining
access to new technologies. The investor country is
expanding its influence, gaining access to new labor
and material resources at more affordable prices.

The disadvantages of investment flow for a host
country is the balance of payments deterioration.
Another negative factor is the accumulation of exter-
nal debt in the long term.

Countries considered in this paper are Uruguay
and Chile. They were chosen due to their production
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and investment potential. As developing countries
actively operating in their regional market. Also, the
issue of foreign capital influence on the countries of
Latin America is very relevant. This article will exam-
ine the impact of investment and investment income
on the economic development of Chile and Uruguay.

Literature review. The impact of international
investment is not unambiguous; therefore, this issue
is widely covered in literature.

The study of Yakubovskiy, Rodionova, and
Kyfak was dedicated to the duality of investments.
A study was conducted on the mutual influence
between various forms of capital inflows and eco-
nomic growth in four emerging market economies
in Central and Eastern Europe: Bulgaria, the Czech
Republic, Hungary, and Poland. The study estab-
lished that capital inflows into the euro area, espe-
cially foreign direct investment, played a significant
role in accelerating economic growth before the
crisis in the global economy. However, there is no
subsequent evidence of such an impact, and the
opposite trend is now observed. Economic growth
is now a factor driving capital inflows, mainly
direct investment in Bulgaria, the Czech Republic,
Hungary, and Poland [1].

The downgrade of the balance of payments due to
investments in this article is considered not because
of the increase in the volume of these investments,
but rather because of the constant increase in the
value of accumulated assets and exchange rate fluc-
tuations [2].

The purpose of this work is to characterize the fac-
tors influencing economic growth.

Hypothesis, methodology and data. Foreign
investments play a significant role in the economic
development of countries. However, these invest-
ments differ in direction and value, therefore one
should pay close attention to the type of investment.
Direct investments provide their owners with direct
control. Portfolio investments are aimed at limited
ownership and profit from that ownership. “Other
investments” category includes other types of invest-
ments, such as various debt instruments.

To test the hypothesis that various types of invest-
ment income and investment flows themselves can
affect economic growth, regression models were built
for each of the countries:

GDP jrycuay = BDIy +BPIL, 1)

where Dlliy is the income from inflows of foreign
direct investment, Pl is the income from portfolio
investment inflows;

GDPyyye = BPlyyy +BDH,y = BPlLges +BPliy — (2)

where Pllo is the income from the outflow of port-

folio investments, Dl is the income from the inflow

of foreign direct investment, Plassets IS the assets of the

portfolio investment and Pl;a is the liabilities of the
portfolio investment.
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Annual investment data from the International
Monetary Fund [5] and GDP data from the World
Bank [6] will be used below.

The foreign investment coverage ratio is the share
of total investment income exported by foreign inves-
tors in the corresponding cumulative receipts of the
financial account of the balance of payments. It can
be calculated annually or cumulatively [3; 4].

A cumulative calculation over several decades
gives a more accurate picture of what is happening.

Cover” = t 3
=z xl, ®)

where Cover* is the coverage ratio of direct, port-
folio or other investments over 20 years. This coef-
ficient is regarded as an indicator of instability with
high rates during crisis years.

The profitability for all types of assets is the share
of investment income of year t by the accumulation of
external liabilities in year t-1.

INC”
XL,

where YLI} is the profitability on direct, portfolio or
other investments over 20 years.

High level of profitability on one type of invest-
ments leads to an increase in investments of the cor-
responding type. High cumulative rate of profitability,
on the other hand, indicates the long-term prospects
of such deposits.

Results. Chile’s and Uruguay's international
investment positions are both negative. The most
influential assets’ components of Chile’s international
investment position are direct and portfolio invest-
ments. These positions in percentage terms make up
35% and 46% of all assets, respectively. The most
influential components of the liabilities, as in the
case of assets, are direct (63%) and portfolio (22%)
investments. In dynamics, the growth of liabilities
was mostly facilitated by the growth of direct foreign
investments.

In the case of Uruguay, the main components of
assets and liabilities are direct, portfolio, and other
investments. These positions as a percentage in the
case of assets are 42%, 17%, 17%, respectively.
Liabilities are also dominated by direct investments,
accounting for 60%, while portfolio and other invest-
ments are 22% and 17%. Uruguay started invest-
ing in private equity in 2012. In the same year, the
country began to expand the access of foreign direct
investment to the country from abroad, which signifi-
cantly increased the volume of investment compared
to previous years.

In order to test whether the country is stable
in case of economic and global shocks, one may
check whether the country’s net international
investment position is significant as a percentage
of that country’s GDP. The indicator is presented
in Table 1.

YLIX = (4)
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Table 1
Ratio of net international investment position
in % of GDP
Ratio of net international investment
Country position to GDP per year

1999 2008 2018
Uruguay 7.6% 6.7% 25.5%
Chile 44.8% 9.9% 23.5%

Source: compiled by the author based on [5; 6]

The economies of Chile and Uruguay are at this
stage stable, judging by the values of the ratio of net
international investment position to GDP of Uruguay
and Chile. Although the Chilean economy until the
2000s was much more vulnerable to economic shocks.

The regression was built to reveal the dependence
of GDP on investment flows and investment income.

In the case of Uruguay, there is a significant
dependence of the increase in GDP on the increase
in income from inflows of foreign direct investment
and income from portfolio investment inflows.

GDP 5 cuay = 0,492DII,, +0492PII, , (5)

In the case of Chile, there is a significant dependence
of the increase in GDP on the increase in income from
portfolio investment outflows. There is also an insignif-
icant dependence of an increase in GDP on income
from an increase in inflows of foreign direct investment,
a decrease in foreign direct investment assets, and an
increase in portfolio investment liabilities.

GDP,,,, =0,747PII,, +0,213DII,, ~0,112P, .. +0,216PI,, (6)

Income growth stimulates an increase in con-
sumer consumption, that is, an increase in demand
for goods and services, which stimulates an increase
in the supply of these goods and services, and,
accordingly, an increase in the GDP.

A slight increase in income from investments com-
ing into the country also stimulates an increase in
investment inflows.

There is very little negative impact on the GDP
from foreign direct asset growth. The country prob-
ably has a surplus of assets, or some of the assets
may be not profitable.

An increase in the inflow of direct investment into
the country also stimulates the creation of new jobs,
and, consequently, an increase in consumption, and,
consequently, demand for an increase in production.

Table 2
Student’s t-test and F-test statistic for models
GDP of Uruguay | GDP of Chile
Student’s t-test 2,784 14,411
F-test 90,882 440,906

As the next step, we will calculate the coefficient
of foreign investment coverage: a significant indicator
demonstrating investment attractiveness of various
types of foreign investments for domestic investors

in the foreign market and foreign investors in the
domestic market of the country. Cumulative cover-
age ratio of foreign investment outflows for the period
from 1999 to 2019 is considered below.

The types of investments under consideration are
foreign direct investments, portfolio investments and
other investments.

Table 3
Coverage ratios of foreign investment outflows,
1998-2018
Coverage ratios of foreign investment
Country outflows_, %
EDI ) Portfolio ) Other
investment | investment
Uruguay 39 59 129
Chile 36 25 71

Source: compiled by the author based on [5]

The most significant type of investment in the case
of both countries is other investment. Chile, in compari-
son with Uruguay, has lower coverage rates, especially in
portfolio and other investments. In the case of Uruguay,
the cumulative coverage ratio exceeds 100%, which cre-
ates the potential for a high level of dependence on this
type of investment and potentially creates instability too.

Next, cumulative coverage ratio of foreign invest-
ment inflows to these countries will be estimated.

Table 4
Coverage ratios of foreign investment inflows,
1998-2018
Coverage ratios of foreign investment
Country inflows,_ %
EDI ) Portfolio ] Other

investment | investment
Uruguay 91 85 157
Chile 95 34 56

Source: compiled by the author based on [5]

Uruguay and Chile have roughly the same cover-
age ratios for direct investment. Chile has the highest
direct investment coverage. Also, as in the previous
table, the overall coverage in Chile is lower than in
Uruguay. The coverage ratio for other investments
in Uruguay also exceeds 100%, which creates the
potential for a high level of dependence on this type
of investment and potentially creates instability, too.

Now let us evaluate the cumulative profitability on
foreign investment outflows.

In terms of cumulative profitability, Uruguay sig-
nificantly surpasses Chile in direct and portfolio
investments. Particularly promising are foreign direct
investments, showing average profitability of more
than 16%. However, such high values are due to the
jump in the level of profits from 2011 to 2012 with a
delayed shift in assets. The total annual profitabil-
ity for 2012 was 230%, while in the following years
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it continued to demonstrate the standard profitability
indicators of 2-5%. For other indicators, there were
no such leaps in Uruguay.

Chile is also showing stability in terms of profitabil-
ity over the years. Chile also has a more significant vol-
ume of other investments, including external lending.

Table 5
Cumulative profitability of foreign investment
outflows, 1998-2018

Cumulative profitability of foreign
investment outflows, %
Country -
Portfolio Other
FDI . .
investment | investment

Uruguay 16.34% 4.85% 3.01%
Chile 5.23% 2.29% 3.73%

Source: compiled by the author based on [5]

Table 6

Cumulative profitability of foreign investment
inflows, 1998-2018

Cumulative profitability of foreign
Country investment inflows, %
FDI ) Portfolio ) Other
investment | investment
Uruguay 8.79% 6.77% 3.44%
Chile 11.42% 5.18% 2.31%

Source: compiled by the author based on [5]

According to the results, Uruguay bypasses Chile
in profitability of portfolio and other investments.
However, Chile surpasses Uruguay in profitability of
foreign direct investment, although both countries
show significant levels of profitability of this indicator.

Ukraine has a lot in common with Latin American
countries, for instance, the economic outlook in gen-
eral, positioning as of raw material suppliers in the
global markets, the clannishness of the economy,
highly vulnerable national currency, similar external
net institutional debt positions of the countries, similar
economic problems and tasks.

There may be similarities in Ukraine’s investment
indexes with Chile and Uruguay. First, consider the
coefficient of coverage of Ukraine.

Table 7
Coverage ratios of foreign investment inflows
and outflows, 1998-2018

Outflows Inflows
= ON =NONU R
5 |28%5 (285 5 |28%5|L8E
“ |52E|6gE| “ |SEE|GEE
SE = gE =
36% 41% 7% 45% 61% 47%

Source: compiled by the author based on [5]

Private and portfolio investment outflow coverage ratios
are roughly comparable to coverage ratios of Uruguay and
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Chile. The main difference is that other investments are
not developed at all in Ukraine, including external lending.
With regard to the coefficients of coverage of invest-
ment inflows, it is difficult to compare Ukraine with
Uruguay and Chile, since they are currently undergoing
very lively investment activity. To obtain such results,
Ukraine should solve its political and economic problems,
which are an obstacle to a favorable investment climate.
Conclusions. The existence of the income influ-
ence from various types of investments on the GDP
of Uruguay and Chile was revealed. An analysis of the
countries’ robustness in the face of financial shocks
was also carried out, concluding that at this stage
both countries are in a stable position. In the past, the
dynamics of Chile was unstable. Regression analy-
sis established that income from direct and portfolio
investment inflows had a positive impact on Uruguay’s
GDP, as well as a positive impact on Chile’s GDP from
the outflow of portfolio investment, inflow of foreign
direct investment, portfolio investment liabilities, and a
slight negative impact by direct investment assets.
Based on the coverage ratios, Chile is a fairly sta-
ble economy across all types of assets in both inflows
and outflows. Uruguay’s coverage ratio is volatile in
relation to other investments.
Uruguay and Chile have the highest levels of prof-
itability in terms of FDI, both in inflows and outflows.
Coverage indicators for all types of investments
in Ukraine showed stable values and a level of low
dependence on external investment.

REFERENCES:

1. T. Rodionova, S. Yakubovskiy, A. Kyfak (2019)
“Foreign Capital Flows as Factors of Economic Growth
in Bulgaria, Czech Republic, Hungary and Poland”,
Research in World Economy, vol. 10, no. 4, pp. 48-57.
Available at: https://doi.org/10.5430/rwe.v10n4p48

2. Yakubovskiy S., Rodionova T. and Derkach T.
(2019) “Impact of foreign investment income on exter-
nal positions of emerging markets economies”. Journal
Transition Studies Review, 26(1), pp. 81-91. Available
at: https://doi.org/10.14665/1614-4007-26-1-005

3. Yakubovskiy S., Rodionova T. and Kyfak A. (2019)
“Inflow of Foreign Capital as a Factor of the Development
of Current Accounts of the Eastern European Countries”.
Journal Transition Studies Review, 26(2), pp. 3-14.
Available at: https://doi.org/10.14665/1614-4007-26-001

4. Lomachynska I., Yakubovskiy S., Plets I. (2018)
Dynamics of Austrian foreign direct investment and
their influence on the national economy. Baltic Jour-
nal of Economic Studies, 4(5), 167-174. Available at:
https://doi.org/10.30525/2256-0742/2018-4-5-167-174

5. International Monetary Fund: Balance of Payments and
International Investment Position statistics. Available at: http://
data.imf.org/?sk=7a51304b-6426-40c0-83dd-ca473cal
fd52&s1d=1390030341854 (accessed 21 September 2020).

6. The World Bank GDP (current US$) — Uruguay,
Chile. Available at: https://data.worldbank.org/indicator/
NY.GDP.MKTP.CD?end=2019&locations=UY-CL&start=
1999 (accessed 21 September 2020).



