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COMPETITIVENESS OF THE IT BUSINESS IN
UKRAINE: CURRENT STATE AND PATHWAYS
FOR ENHANCEMENT

ABSTRACT

The Ukrainian IT market has experienced significant changes due to strategic reforms
designed to promote growth, innovation and efficiency. These reforms have facilitated
Ukraine to attract worldwide interest as a potential new emerging tech hub. By priori-
tising its IT market as a main catalyst of economic growth, the Government of Ukraine
has made significant efforts to increase national IT business competitiveness, including
the introduction of new tax incentives for IT companies. Such efforts highlight Ukraine's
ambition to become a major player, strengthening its reputation as a reliable partner in
the global IT market.

The paper aims to analyse state stimulation initiatives for the Ukrainian IT market under
the "Ukraine Facility" programme for 2024-2027. It also includes an assessment of their
potential impact on attracting investment for the development of research development
(R&D) centres, tech parks and other technological facilities in Ukraine. The article com-
pares similar state initiatives from other countries to highlight the opportunities and
challenges in improving the competitiveness of the IT market.

The study examines potential actions the Government of Ukraine could implement to
foster the development of the R&D centres and attract investment to enhance the com-
petitiveness of the national IT firms. It suggests a “triad model of cooperation" involving
the government, IT business, universities and research centres to make informed deci-
sions about versatile market stimulation mechanisms aimed at increasing IT market
growth.

Additionally, the paper highlights the importance of intellectual capital by advocating for
increased collaboration with international IT experts and institutions, measures to retain
local talent in the face of the ongoing "brain drain", and drawing on international best
practices. The article also emphasises the need for stronger intellectual property rights
protection in Ukraine which is crucial for eliminating barriers that impede innovation and
creativity of the IT companies.

Keywords: Information Technologies, IT market, competitiveness of the IT business,
Ukraine Facility programme, R&D investments, intellectual capital

JEL Classification: E22, F43, L86, 030

INTRODUCTION

The Ukrainian information technologies (IT) market is highly export-oriented and char-
acterised by significant innovation and robust growth, serves as an economic catalyst
and provider of high-paying jobs and stable economic welfare, resilient even in chal-
lenging times. Despite this recognition, Ukraine faces challenges in its efforts to stimu-
late its IT market, primarily stemming from inadequate investment in research and de-
velopment (R&D), insufficient financing for local IT companies from investment funds
and international institutions, and limited cooperation with various stakeholders crucial
for the IT market's operation. To face challenges in IT market development and to
enhance competitiveness and foster innovation there is a need for an increase in re-
sources allocated towards innovation, supporting start-ups, as well as simplifying access
to funding. Ukraine, in cooperation with the EU through the Ukraine Facility programme
for 2024-2027, has established a comprehensive framework to tackle the mentioned
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problems and create a favourable environment for both domestic and foreign investors, aiming to enhance the competi-
tiveness of domestic IT businesses and transition Ukraine into a more IT service-oriented economy. It's worth noting that
the Ukrainian IT market has its drawbacks that deter investment, and innovation and hamper further growth. One of the
key problems of the domestic IT market is the comparatively low investment appeal of its economic environment compared
to other neighbouring EU countries, which is aggravated by insufficient government support for the creation of R&D
facilities, laboratories and other tech-related hubs.

One of Ukraine's primary objectives is to attract investment into its domestic IT market by offering robust incentives for
new and existing R&D centres, tech parks and business incubators. These incentives are intended to increase the viability
of IT start-ups and the competitiveness of established IT companies as well. Hence, it is essential for Ukraine as a state
to support R&D in information technology, facilitate the establishment of IT start-up incubators, and cooperate with other
stakeholders, specifically IT businesses and universities. These efforts can promote further information technology devel-
opment and facilitate knowledge transfer. Furthermore, Ukraine should focus its attention on attracting private funding
(private equity and venture capital funds) to invest in local IT companies, simultaneously providing access to essential
financing and growth opportunities. By creating a research-friendly environment and leveraging its highly skilled workforce,
Ukraine can stimulate R&D activities and secure foreign investment.

Intellectual property rights protection also serves as another potential challenge that impedes the expansion of R&D ac-
tivities and therefore decreases investment in the Ukrainian IT market. Therefore, this issue should be properly addressed
and managed by the Government of Ukraine to encourage IT companies to embark on new R&D projects, foster innovation
and development of IT new products and services and produce long-term gains to national competitiveness.

Currently, Ukraine has a great opportunity to redesign its science, information technology and innovation system to better
contribute to the post-war reconstruction of its economy and society. Ensuring regulatory clarity for IT market stimulation,
prioritising R&D expansion and promoting widespread information technology adoption and strengthening strategic part-
nerships with other countries are crucial for maintaining competitiveness and enhancing position on the regional and global
IT market.

LITERATURE REVIEW

The concept of support and stimulation mechanisms for economic markets is well-established in economic literature. Spe-
cifically, studies on the IT market and its development, including growth stimulation initiatives supported by the state,
have increased lately. The accumulation of these studies can be attributed primarily to the growing importance of the
market amid ongoing global digitalisation processes and the increasing vitality of continuous development of information
technologies, which serve as catalysts for economic growth. Domestic researchers have also contributed to the ongoing
debates by comprehensively overviewing the government support mechanisms aimed at stimulating the Ukrainian IT mar-
ket and unlocking its companies’ competitiveness.

Voloshyn & Shekhlovych (2017) in their analytical note identified key trends in the Ukrainian IT market, highlighted its
challenges, and proposed financial and economic incentives to stimulate market growth. They urged on state support
mechanisms such as tax benefits to enhance value-added chains, modernisation of national legislation to attract venture
capital for R&D activities, and the design of banking financing programmes. Additionally, the authors suggested introducing
non-traditional financial instruments to support the growth of local IT companies. The study also emphasised the need for
modernisation of the education system in Ukraine by introducing new university programmes that are aligned with global
IT trends to cultivate skilful domestic IT specialists. The introduction of incentive programmes for ongoing IT professional
development was also suggested in the analytical note.

Kutsyk & Protsykevych (2019) have also outlined various forms of financial support for implementing investment projects
in the IT market, including the establishment of domestic funds with the aim to co-invest in national IT projects, initiation
of public-private partnerships for priority IT projects, implementation of grant programmes, and attraction of venture
capital, among others. In their updated monograph (2022), the authors expanded their analysis by identifying current
issues with state-supported mechanisms aimed at stimulating the Ukrainian IT market. The authors urged the need for
Government of Ukraine to prioritise creating an investment-friendly environment as the primary task to foster sustained
market growth.

Other Ukrainian researchers Karyy, Halkiv & Tsapulych (2021) have also examined strategic priorities of state policy for
the IT market development in Ukraine. They suggested that the government should design IT stimulation programmes
that are aimed at the promotion of sustainable growth, production of societal benefits, ensuring planning and predictability,
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effectiveness and control. According to the authors, effective state stimulation policy should strengthen the overall market
position in the national economy, foster international IT cooperation, digitalise social services and e-governance, improve
the business climate in the IT market and related sectors, and enhance investment and innovation processes.

Kundytskyj & Senyshyn (2020) in their study not only analysed the development of the Ukrainian IT market but also
highlighted the experiences of other countries in stimulating their IT markets through state-supported incentive pro-
grammes — the United States, the European Union, and Asian countries. Their Ukrainian colleague Shymayeva (2015) also
conducted a brief analysis of similar policies aimed at developing the IT market in selected countries: the US, Canada, the
EU, and Japan.

In foreign academic literature, numerous researchers have analysed various government policies aimed at stimulating the
IT market in different countries. For example, Kenneth & Dedrick (2000) examined the IT market liberalisation processes
in developing countries (Brazil, Mexico, India, and Turkey). The authors emphasised the active role of government in state-
support policies and discussed different types of state incentives tailored to each country's unique circumstances. They
argued that successful policies were those that enhance national capabilities, including education of IT specialists, invest-
ment in digital infrastructure and support for science and technology.

Wallsten (2001) studied the role of the government in regional technology development, specifically the author examined
two common policy approaches: public venture funds and direct government subsidies for small high-tech companies to
stimulate entrepreneurship. The paper has found that public funding seemed to have no impact on technological develop-
ment and could even crowd out private venture capital that is more effective.

Pillai (2006) studied the stimulation policies initiated by the Government of India to respond to IT market growth. The
author identified that such policies had a significant emphasis on investment in education and IT-related infrastructure.
Owczarczuk (2013) also examined government incentives aimed at attracting foreign direct investment in R&D activities
in Eastern Europe (Czech Republic, Hungary, Poland and Slovakia). The study revealed that these countries implemented
policies that were mainly focused on providing favourable conditions for economic activities, including cash grants, R&D
tax benefits, solutions for job creation and infrastructure solutions.

Meanwhile, Erh (2023) examining Singapore’s government experience, identified several factors contributing to IT market
growth. The key among them was strong collaborative ability across government agencies and extensive development of
partnerships with multinational companies. Ruhlig (2023) also contributed to the discussion on state-led stimulation initi-
atives for the IT market based on Chinese experience, identifying that one of the key pillars of the successful policy should
aim to attract talented specialists.

Despite the abundance of existing research on state incentives for IT market development, a gap remains in the domestic
literature regarding the stimulation policies based on updated government agenda with the introduction of comprehensive
programmes such as the Ukraine Facility programme which aims to boost national competitiveness. Additionally, there has
been limited research comparing Ukraine's experience with global best practices in 1) R&D stimulation efforts and 2)
attraction of top talent in the IT market. Furthermore, there is a lack of research on mechanisms of government cooperation
with other market stakeholders to effectively implement initiatives and understand market peculiarities from different
perspectives.

AIMS AND OBIJECTIVES

The purpose of this study is to explore retrospective state mechanisms that support the development of the domestic IT
market, as well as current initiatives aimed at stimulating the market in the coming years. It aims to develop key guidelines
for implementing these initiatives based on international experience and best practices. This will provide a comprehensive
picture of the competitiveness of Ukraine's IT business, the market's prospects, and its potential challenges. To achieve
this, the following steps need to be undertaken:

= investigate the current environment of the national IT market, identify potential challenges, and review state-support
reforms in hindsight and future stimulation initiatives under the Ukraine Facility programme;

= compare proposed initiatives with the experiences of other countries;

= propose a mechanism for cooperation to unlock the full potential of stimulation initiatives;

= research and propose guidelines based on global best practices on how to effectively implement state initiatives to
support IT market growth and increase the competitiveness of IT companies.
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A

METHODS

In this research, we used a mixed-method approach to deepen the understanding of Ukrainian IT market development,
including its prospects and challenges. The study combines qualitative and quantitative data analyses. Secondary data
analysis was used to generate reproducible knowledge and draw conclusions based on quantitative data, with tables and
figures employed to visualise the obtained data. Descriptive research, incorporating analysis and synthesis, induction and
deduction methods, and historical and logical generalisations was conducted to synthesise existing knowledge on state-
support initiatives for IT market development. Thematic analysis was used to interpret patterns and meanings in the data.
The qualitative research, through generalisation, identified key imperatives for stimulating investment in R&D activities
and potential mechanisms for cooperation in the current conditions of the country. Additionally, the case study method
enabled a comparison of global best practices for implementing stimulation mechanisms to expand R&D activities and
attract investment and talent in the IT market.

RESULTS

The Ukrainian IT market is highly export-oriented remaining in strong demand and stands out among domestic markets
due to its significant innovations, robust export performance, and promising future growth prospects. The IT market also
offers beneficial employment opportunities and attracts highly skilled IT specialists who develop world-famous start-ups.
In recent years, the IT market has emerged as a crucial driver of economic growth during times of peace and a vital
supporter of the national economy even amidst wartime conditions. Please, refer to Figure 1 for more details on perfor-
mance indicators of the Ukrainian IT market throughout 2020-2023.
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Figure 1. IT market’s share of the total Ukrainian economy. (Source: calculated by the authors based on data from the National Bank of Ukraine,
IT Ukraine Association, State Statistics Service of Ukraine, and State Tax Service of Ukraine)

Due to this rapid development and swift advancement, Ukraine attracts the attention of foreign investors and partners
because of its efficiency in software development and high level of technological expertise, as evidenced by numerous
ratings (IT Ukraine Association, 2023). Figure 2 represents some of the key global respect ratings that stress Ukraine’s
digital competitiveness over the past years.
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Figure 2. Ukraine’s key milestones on technological development. (Source: Portulans Institute, United Nations, World Intellectual Property Organ-
izatfon, EU database)
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According to the aforementioned ratings, Ukraine performed notably well, particularly in improving its Network Readiness
Index, which reflects its innovation and technological potential. Furthermore, Ukraine became the first lower middle-income
country to rank in the top 50 of the Network Readiness Index. Ukraine’s efforts to increase the accessibility and effective
use of open data are reflected in a stable high ranking on the European Commission’s Open Data Maturity Index which
places Ukraine in the index’s “trend-setter”, meaning that it has an advanced open data policy with a strong coordination
of open data activities (The Economist Group, 2022). However, Ukraine's ranking on another important index, the Global
Innovation Index, has declined — this may indicate potential drawbacks that hinder innovation growth, including challenges
in the domestic IT market, primarily due to limited government stimulation and limited business opportunities in the
wartime economy.

So far, Ukraine has already made substantial efforts to grow the size and competitiveness of its digital economy, specifically
the IT market. The country prioritises its IT market as a key component of its economic development strategy and pos-
sesses significant growth potential. Ukraine's ambitions in this regard were set out in a new legislative and regulatory
framework, established through the laws "On Stimulating the Development of the Digital Economy in Ukraine", and "On
Amending the Tax Code of Ukraine to Stimulate the Development of the Digital Economy in Ukraine" (The Economist
Group, 2022). As a result, Ukraine is recognised as a reliable and skilled partner for IT consulting and the development of
complex products in the global IT market.

Moreover, in recent years, Ukraine has established one of the most favourable legal and tax environments for IT businesses
globally (IT Ukraine Association, 2023), which is supported by the Diia City regime initiated in 2022. This tool created a
unique space for low tax rates, flexible employment guarantees on intellectual property rights protection and tools to
facilitate access to investments (The Economist Group, 2022); also, the regime has made Ukraine an attractive hub for
global tech giants seeking expansion opportunities while benefiting from operational efficiency and reduced costs (Ministry
of Economy of Ukraine, 2024). Samsung, Siemens, Oracle, IBM, Intel, Microsoft, Huawei and other key technological
companies have already set up international research and development (R&D) centres in Ukraine due to the unique tax
benefits.

For competitiveness of tax benefits of the Diia City regime, please refer to Table 1.

Table 1. Comparison of taxes payable in different countries with special frameworks (EUR per annum). Notes: ! PIT — Personal Income Tax;
2 Calculations were based on an example of a company with EUR 200.000 in revenue and a staff of 10 employees with an average salary of EUR 1.200 per
month. (Source: Ministry of Economy of Ukraine, 2024)

Country Diia City India Kazakhstan USA Georgia Poland
Income tax 5.500 - 2.175
Exit capital tax 1.800 - - 1.000
PIT1 (+Military) 9.360 7.200 9.360 4.976 28.800 7.200
Social security tax 5.400 5.760 14.400 22.032 2.880 30.925
Total taxes 16.560 18.460 23.760 29.680 32.680 38.125

The Government of Ukraine will further strive to create all necessary conditions for stable business operations and growth
opportunities in the IT market. This includes the modernisation of digital infrastructure, legal reforms for the stimulation
of the business environment, and other incentive programmes. Ukraine in cooperation with the European Union has already
laid out a comprehensive framework for these initiatives under the Ukraine Facility programme for 2024-2027 with a focus
to create a conducive environment for both domestic and foreign investors. This programme would not only enhance the
competitiveness of domestic IT businesses but also elevate their impact on the national level, transforming Ukraine into a
more IT service-oriented economy. Consequently, this would give impulses to structural changes in the outdated economic
framework and create an investment-friendly climate for promoting the growth of investment in national intellectual capital.

Below are presented key initiatives under the Ukraine Facility that are aimed to strengthen and transform Ukraine's IT
market throughout 2024-2027 (Ukraine Facility Plan, 2023) and simultaneously reinforce the competitiveness of domestic
IT businesses, including IT start-ups:

= Infrastructure development: investing in the creation and modernisation of tech parks, clusters, and hubs with the
aim to foster a conducive environment for innovative enterprises and research institutions; this includes establishing
robotics laboratories, artificial intelligence (AI) and big data research labs, semiconductor manufacturing clusters,
and implementing cloud technologies;
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= favourable ecosystems: creating ecosystems that integrate businesses, universities, research centres, and govern-
ment agencies to encourage collaboration, technology transfer, knowledge sharing, and resource exchange;

= support for start-ups and small and medium enterprises (SMEs). providing financial and technical assistance to start-
ups and small businesses to help them grow, enter new markets, attract expertise, organise business processes, and
conduct research;

= targeted grants: offering grants to promising technical teams and organisations to support research efforts, promote
innovation, and sustain economic growth; international partnerships can broaden the horizons of Ukrainian R&D
teams;

= access to resources: providing access to high-tech equipment, laboratory facilities, and scientific resources to facilitate
research and innovation;

= commercialisation of research:. facilitating the transformation of research into commercial products through co-fund-
ing R&D, implementing pilot projects, and promoting the dissemination and commercialisation of successful innova-
tions;

= acceleration programmes. strengthening acceleration programmes for the IT market to develop and scale startup
projects, promote start-up culture, stimulate corporate innovation, and attract venture capital and investments;

= investment funds: increasing investment volumes by creating specific investment funds that can indirectly invest in
portfolio companies through other Ukrainian investment funds specialising in IT investments;

= enhanced digital infrastructure: deploying high-speed internet, developing 5G and cloud infrastructure, ensuring sta-
ble network connectivity, enhancing the resilience of electronic communications networks, and advancing cyberse-
curity measures to ensure the stable and resilient operation of IT businesses in Ukraine.

Initiatives under the Ukraine Facility have significant potential to transform the Ukrainian IT market in the coming years.
Comparing Ukraine's stated objectives with the mechanisms of other countries aimed at stimulating their domestic IT
markets, one can infer that Ukraine's objectives resemble a combination of the US and Asian stimulation models for the
IT market, adapted to its unique characteristics. Following the US model, Ukraine aims to expand and enhance its overall
information and technological landscape, with IT being a strategic factor in developing and constructing information infra-
structure. This involves modernising digital infrastructure, promoting R&D development, and disseminating technological
achievements throughout the economy. On the other hand, like Japan and China, Ukraine is positioning its IT market as
a critical technological driver of economic growth by creating necessary conditions for investment in priority IT products.

Furthermore, Ukraine aims to involve universities and research institutions in R&D investment creation which can enhance
the credibility of IT market stimulation by ensuring all stakeholders are engaged and foster stronger collaboration and
technology transfer. This approach draws from the experiences of some “Asian Tiger” economies, which have benefited
from cooperation between government, market, and universities (Dedrick & Kraemer, 2000; Liu, 2001). Hence, it is crucial
for Ukraine to stimulate cooperation between domestic universities and IT businesses in educational and research activities
by introducing effective motivational mechanisms and aligning these efforts with the requirements of the globalised scien-
tific space (Kholiavko et al, 2021). Table 2 gives more insights into some key aspects of government stimulation initiatives
of the IT market across various regions.

Table 2. Peculiarities of state-led IT market stimulation initiatives by region. (Source: Kundytskyi & Senyshyn, 2020; Shestack et al, 2023;
Shymayeva, 2015, Pillaj, 2006, Bryzhko, 2009, Everlegal, 2021; Myoken, 2008, Erh, 2023, Ouyang, 2006)

Focus on the promotion of R&D activities within the national IT market, with subsequent dissemination of technological achieve-
American model ments for market innovation; modernisation of IT infrastructure; assurance of the availability of grant programmes and other state
support for IT businesses, with a strong focus on promoting private IT businesses rather than state-owned enterprises.

Provision of a safe operating environment for IT market development, focusing on data protection and innovation growth to enhance

European model the competitiveness of local IT businesses; and creation of a robust legal framework for intellectual property rights protection.

Prioritising the use and development of the IT market as a technological driver of economic growth while simultaneously integrating
information technology across all sectors of public life, the Government of Japan aims to achieve a high level of investment in priority
innovative developments and modernise IT infrastructure. This effort is aimed at enhancing the national competitiveness of local IT
businesses and the overall state economy.

Japanese model

The Chinese model is very similar to the Japanese approach, focusing primarily on creating favourable conditions for investing in the

Chinese model innovative potential of the domestic IT market, with a significant emphasis on public-private partnerships.

Prioritising the development of IT tech parks and related infrastructure with a strong focus on public funding/subsidies and encour-

Indian model ) A :

aging foreign investment to come in.

The strong collaboration of government, private sector, both local and foreign, and universities for unanimous solutions for IT mar-
“Asian Tigers” ket development with the option to attract foreign advisors for monitoring purposes; government’s preferential incentives for IT busi-
model ness development, including preferential loans, tax benefits, technology and management assistance, deregulation programmes,

etc.; establishment of cooperation systems with other countries.
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Referring again to the stated Ukraine Facility objectives in IT market enhancement mechanisms, one of the most crucial
tasks for the country, which binds all other tasks together, is attracting investment in Ukraine’s IT market from both
external and internal sources. This includes expanding existing R&D centres and laboratories and creating new ones to
foster innovation and promote an IT-driven culture within Ukrainian businesses. Outdated digital infrastructure, limited
integration into trans-European IT research cooperation and low R&D investment rates, including the underdevelopment
of a robust IT start-up environment even before the full-scale war, pose significant challenges that could hamper the
further innovation and competitiveness of the Ukrainian economy. In contrast to its European neighbours, whose R&D
share (as a percentage of GDP) has increased, Ukraine has reduced its investment from 0.72% to 0.33% of GDP during
the 2013-2022 period, significantly limiting the potential for developing new innovative information technology. For more
information on R&D expenditures see Figure 3.

3,0%

2,0%

1,0%

0,0%

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Ukraine
Average (Poland, Czech Republic, Slovak Republic, Romania, Lithuania, Latvia, Estonia)
Maximum (Poland, Czech Republic, Slovak Republic, Romania, Lithuania, Latvia, Estonia)
Minimum (Poland, Czech Republic, Slovak Republic, Romania, Lithuania, Latvia, Estonia)

Figure 3. Ukraine’s and selected EU countries’ R&D expenditures in 2013-2022, % of GDP. Notes: *Based on the latest available public data.
(Source: World Bank Database, State Statistics Service of Ukraine, Eurostat)

Investment in the IT market can significantly boost the country’s digital competitiveness and make local businesses more
competitive. The entire economy could benefit from the investment spill over effects through economic multiplier (Kusairi
et al, 2023) which leads to increased consumption and demand. Based on KSE calculations (2020) every USD invested in
the IT market can potentially increase Ukraine's GDP by UAH 3.2, indicating that an additional UAH 2.2 can be generated
throughout the economy. Investments in IT market development should focus on designing and developing new cutting-
edge technologies with increased effectiveness and significant potential for future growth, such as Al, Internet of Things
(IoT), quantum computing, the metaverse, and cloud data.

This investment approach will enhance the innovation potential of Ukraine’s IT businesses, potentially leading to the
emergence of new unicorns with access to both domestic and global IT markets which is expected to enhance the market's
export potential and businesses' competitiveness (Cetin & Erkisi, 2023). Besides, continuous investment in the IT market
and its infrastructure could stimulate local market participation by pushing companies into more vigorous competition with
each other. This notion aligns with Schumpeter’s concept of dynamic competition which contributes to increased production
efficiency (Yasko, 2020). At the same time, disruptive innovations that are driven by substantial and continuous invest-
ments can shift market dynamics, making previous business models obsolete and creating new competitive advantages
(Osiyevskyy et al, 2023; Osiyevskyy, Umantsiv & Biliavska, 2023).

However, Ukraine should exercise caution regarding overreliance on state-supported investment mechanisms. Despite the
popularity of public funding for creating IT infrastructure, R&D facilities and tech parks — evidence suggests that they do
not always guarantee success (Wallsten, 2001). Therefore, the focus should be on private investment and venture capital,
which are often more effective and more active mechanisms. The government can play a proactive role by implementing
supportive policies to facilitate these investments rather than driving them directly. Ukraine, as a state mechanism, should
play the roles of both "enabler" and "regulator," sending incentives for the creation of favourable conditions for IT market
development. It should connect all other stakeholders, including private businesses and private capital, research institu-
tions and universities.

Such stimulation will unite the efforts of all stakeholders and boost internal cooperation, fostering the expansion of R&D
activities and investment. Strong collaboration between state agencies and multinational corporations, along with con-
sistent engagement from academia and the top management of local IT companies through the formation of committees,
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has significantly impacted the development of Singapore's IT market (Erh, 2023). Recognising the viability of this cooper-
ation mechanism in R&D expertise expansion, Ukraine should adopt a similar approach.

The proposed scheme of cooperation is presented in Figure 4.

Incentives Incentives
- Office of the President
= Cabinet of Ministers
= Ministries of Ukraine _—
= Government agencies and institutions,

state regulators

R&D expansion on the IT market

(research centres, tech parks, business
incubators, IT-related infrastructure, etc.)

t
A m’ Knowieggs v
Private business and capital —_—— — Intellectual capital —

= Technological universities and research
institutions (domestic, regional and
global)

= Foreign private experts and scientists

= Independent researchers

Cooperation

uonesadoo)
L________>________

Domestic IT companies

Private equity and venture funds
International financial institutions
Global IT companies

Figure 4. Possible triad cooperation for R&D Expansion in the Ukrainian IT market.

By collaborating with other stakeholders who are engaged in operations within the domestic IT market, the Ukrainian
government can gain a comprehensive understanding of all prospects and challenges from multiple perspectives. This will
warrant that incentives and stimulation programmes are suitable and effective. For instance, businesses that are strongly
aware of current market conditions can provide valuable insights to the government, including regulators (Tirole, 2023),
and other stakeholders about necessary actions. Additionally, for proposed incentives that require significant resources, a
thorough analysis and pilot tests from all stakeholders should be conducted to ensure their feasibility and effectiveness
before actual implementation.

This can lay the groundwork for sustained competitiveness of Ukraine’s IT businesses in future and be achieved by the
collaboration of multiple ministries and government agencies to promote special R&D programmes aimed at creating
disruptive IT innovations originating in Ukraine and promoting high-risk, high-impact R&D to address long-term societal
innovation challenges. These R&D programmes should be prioritised by the Ukrainian government and offer significant
benefits to all participants, including private businesses, universities and investment funds.

Ukraine should improve the investment climate for R&D by identifying and addressing the strengths and weaknesses of
the national innovation system, while simultaneously strengthening its image as an R&D hub for IT development. The
government can influence R&D investment through inward investment promotion which aims to reduce transaction costs
for foreign investors. This can be done by providing detailed information on business opportunities, laws, regulations and
costs, as well as assisting with bureaucratic procedures — this is crucial in encouraging and attracting international capital
flow (Harding & Javorcik, 2011).

Also, the government of Ukraine should pursue to entice international financial institutions to participate directly in financ-
ing private equity and venture capital funds that will invest in the creation of R&D centres and business incubators in
Ukraine for IT companies. This can be accomplished through state support assistance programmes aimed at providing
benefits such as 5-10-year exemptions from corporate income tax, exemption from VAT for import of new equipment, full
or partial compensation of interest rates on project-related financing, etc. (Ministry of Economy of Ukraine, 2024). Such
incentives could also include not only grants, preferential loans, and other guarantees but also measures such as IT
infrastructure-related assistance, including transfer of public land at a favourable price, preferential economic-technological
zones, and government promotion. Additionally, Ukraine can grant initiators of R&D investment more autonomy in various
aspects, including reducing control by local authorities.
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Strengthening the competitiveness of IT companies should not only rely on capital attraction and the establishment of
R&D centres. But also, on prioritising the retention of highly skilled specialists within the country who are willing to partic-
ipate and build a stronger national IT market. Human resources serve as a crucial innovative mechanism that enhances
competitiveness in the current market and boosts company performance (Civelek et al, 2023; Kmecova & Androniceanu,
2024). Achieving this goal is challenging due to the ongoing "brain drain" exacerbated by the full-scale war, better working
conditions abroad, and the unattractiveness of continuing education and employment in domestic institutions. It is crucial
to address these issues by designing benefit programmes and creating a conducive environment to nurture and retain
local IT specialists. These may include reforms in general HR policies and specific supports such as housing assistance and
employment support for R&D centres, giving strong financial incentives for Ukrainians and removing of major administra-
tive hurdles for foreigners. Specific policies can gradually reverse “brain drain” and instead promote “brain circulation” by
creating favourable conditions for returnees.

Ukraine can also direct efforts towards promoting international cooperation in R&D and attracting professionals and re-
searchers from all over the world. Such an initiative already exists in Japan under the Japanese flagship “Moonshot R&D
programme” which aims to facilitate collaboration with foreign researchers in joint research projects in the most promising
IT products such as Al and robotics (Japanese Cabinet Office, 2024). Similarly, China’s “Thousand Talents Programme”
attracted nearly 7,000 scholars to participate in the most prominent technological R&D projects during 2008-2018, includ-
ing in the IT market, by offering honorary titles, well-paid positions, visa privileges and substantial resources for academic
research (Ruhlig, 2023; Jia, 2018). Hackathons are another collaborative platform that possesses a great opportunity to
promote innovation, bringing together developers, designers, and other industry professionals to work on collaborative
technology projects. However, Ukraine’s weak integration into the European and global research space, as well as regula-
tory framework incompatibilities in the form of bureaucratic and financial constraints, pose barriers to participating in
international R&D projects (OECD, 2022).

Figure 5 summarises the described state incentives that could stimulate R&D investment in the Ukrainian IT market.

TARGETED STATE INCENTIVES FOR R&D EXPANSION FOR IT MARKET DEVELOPMENT

¢

INVESTMENT-RELATED TALENT-RELATED

Financial and non-financial
stimulus

Financial and fiscal stimulus Non-financial stimulus

= Targeted grants for = Transfer of public land at a

promising technologies
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Long-term income tax
exemption and other tax
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imported equipment
Compensation of interest
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financing
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Government promotion

IT infrastructure-related
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Special economic-
technological development
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Increased cooperation in international R&D projects,
including the attraction of Ukrainian and foreign IT
specialists

L 4 ¢

Stimulation of overall investment and demand in the Ukrainian economy with spillovers to other
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with the potential to create new disruptive information
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INCREASED COMPETITIVENESS OF THE NATIONAL ECONOMY

Figure 5. State incentives for R&D development in the IT market and their impact on the Ukrainian economy.
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Another critical point that has not been addressed directly and with full respect through the Ukraine Facility is the devel-
opment of a robust legal environment, including one for intellectual property rights protection. Attracting foreign investors
to local R&D facilities also depends on the government's attention to protecting intellectual property rights. A study by
Park & Ginarte (1997) showed that appropriate protection of intellectual property rights had a strong and positive impact
on physical investment and R&D spending, which as a result stimulated economic growth.

Intellectual property is crucial for innovation as it enables companies to protect their ideas and creations from unauthorised
use. To safeguard the interests of Ukrainian IT companies, it is essential for the Government of Ukraine to demonstrate a
strong commitment to security measures for the digital assets of businesses which are often the source of their competitive
advantage. A robust and predictable legal framework in intellectual property rights protection can empower companies:
1) to plan and invest confidently in R&D activities and make profits from them, 2) provide protection against legal uncer-
tainties and 3) allow to concentrate on core business operations. Besides, such a legal framework can also promote
entrepreneurship and innovation by creating a supportive environment for start-up development.

A legal framework that emphasises transparency and accountability can help firms build trust with their customers and
stakeholders (Mitchell & Mishra, 2018; Tareck, 2023); and affect global tech companies’ decisions on where to invest and
whether to transfer advanced information technologies.

Currently, the intellectual property rights market in Ukraine remains underdeveloped, as evidenced by the lack of concrete
data on its capacity, supply and demand volumes, and unhindered “patent migration”. Ukraine has an ineffective system
of legislation regarding the protection of intellectual property rights, resulting in domestic companies registering their
intellectual property rights abroad. Among the key problems is the lack of adequate mechanisms for detecting intellectual
property violations, ineffective tools for protecting intellectual property rights (institutional failures in law enforcement
agencies), insufficient judicial protection, and inadequate mechanisms for applying legal liability measures (Lavrenenko,
Kyrylenko & Tereshchenko, 2021; Hryhorchuk et al, 2023). Another critical argument is that Ukraine's EU candidate status
poses new challenges and opportunities for the development of intellectual property rights protection mechanisms in post-
war recovery. From this standpoint, Ukraine should focus on strengthening the legal environment to foster the proper
development of intellectual property rights, which will ensure the preservation of internal competitiveness for IT compa-
nies. Therefore, such challenges should be properly addressed and managed by all necessary means.

DISCUSSION & CONCLUSIONS

The competitiveness of nations, bolstered by state incentive mechanisms, has long been a key topic in development
discussions. Many countries prioritise enhancing the competitiveness of their technological companies as a primary source
of economic growth and a means to strengthen their positions in the global economy on the verge of a new digital era. A
country with a favourable investment climate attracts businesses and talent, creating a positive cycle of economic growth,
expanded R&D activities and job creation.

Based on studies by domestic scholars on government incentives for IT market development, it can be argued that the
proposed methods lack emphasis on the necessity of R&D incentives for both local and foreign private investors, supple-
mented by appropriate management from the government. Additionally, this shortcoming is exacerbated by outdated
information on government stimulation policies and new policy measures introduced under the Ukraine Facility programme
in 2024. The programme offers a new scope for academic research to i) evaluate whether appropriate initiatives were
introduced, ii) their novelty and suitability, iii) alignment with global best practices, and iv) their potential effects on the
IT market and the overall economy. A rigorous dispute among researchers, businessmen, and politicians can further arise
concerning the sufficiency of introduced initiatives and the feasibility of their implementation mechanisms, considering
existing expertise and foreign experience.

In this article, we examine the proposed initiatives for IT market stimulation under the Ukraine Facility programme and
explore how these state incentives, aimed at stimulating investment in the expansion of R&D facilities in Ukraine — partic-
ularly for IT companies — can be further developed to foster faster innovation, growth, and increased competitiveness.
The study limits its scope mostly to state incentive initiatives on R&D activities and related factors, viewing these as primary
sources of technological competitiveness, as well as knowledge and market expertise accumulation.

The cornerstone of implementing such initiatives should be based on a cooperative approach involving various stakehold-
ers, forming a “triad model of cooperation” that includes the government, private businesses, and intellectual capital in
the form of researchers, scientists, technicians, and academia. Drawing on the experiences of other countries (e.g., the
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“Asian Tigers” economies, India, Japan, and China), stakeholders’ cooperation can significantly enhance government ef-
forts to attract both local and foreign investors by providing fiscal and non-fiscal incentives for R&D inflows. To strengthen
the competitiveness of IT companies, Ukraine must retain highly skilled specialists by creating benefit programmes, re-
forming HR policies, and providing financial incentives. Additionally, it is crucial to engage with other countries to facilitate
the exchange of information and technology through international research conferences, joint projects, hackathons, and
similar events, while overcoming regulatory and integration barriers to fully participate in the global research space. It is
important to note that the government should act as an enabler of such cooperation and other incentive programmes,
bringing together private and intellectual capital to facilitate R&D investment, rather than being the primary investor and
monopolising the implementation process.

Also, the study shed light on intellectual property rights protection in Ukraine which currently has an insufficient mechanism
of implementation, hampers the spread of innovation and limits growth opportunities of local IT companies. Issues related
to the protection of intellectual property rights have long been socially sensitive and are of scientific interest to many
domestic jurists and academia.

Further scientific research is necessary to enhance the legal framework regarding the protection of property rights, partic-
ularly within the Ukrainian IT market. Close cooperation between lawmakers, government and researchers can compre-
hensively address all aspects of these relations, preventing oversights that may hinder the protection of intellectual prop-
erty rights.
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Ymaryis r0., Pygerko 1., Oxenesceka T., Lljepbakosa T., XpycransoBa B.
KOHKYPEHTOCMPOMO)XHICTb IT-BI3HECY B YKPAIHI: CTAH I HAMPSAMU nIiABULLEHHSA

YKpaiHCbKUI pUHOK iH(OpMaLiMHMX TEXHONOTI 3a3HaB TpaHcopMaLiiHUX 3MiH, 0B6YMOBMEHUX CTpaTeriyHuMmn pedop-
MaMMU, CNPSIMOBAHUMM Ha NMOCWU/EHHS AIOr0 3POCTaHHS, BIPOBaAXEHHS iHHOBALLIM i NiaBMLLEHHS echekTMBHOCTI. Lli pechopmum
no3uLioHyBanu YKpaiHy sik HOBMI TEXHOMOrYHMI Xab, Lo nNpuBepTae rnobanbHy yeary. MNpuainatoum 3HavyHy yBary puH-
KOBi iH(hOpMaL|iMHMX TEXHONOTIN SK 3acaHMYin OCHOBI EKOHOMIYHOro PO3BUTKY, Ypsaa YKpaiHu AOKNIaB 3HaUYHUX 3yCWUSlb
ANS NiABULLEHHS KOHKYPEHTOCMPOMOXHOCTI HauioHanbHoro IT-6i3Hecy, BKOYaouM 3anpoBagpkeHHs1 HOBUX NOAATKOBMX
ctumyniB ana IT-komnaHin. Li iHiLiaTMBM NigkpecntolTh NparHeHHs YKpaiHu CTaTy BRIMBOBUM CY6'EKTOM, 3MiLHIOIOUM
CBOIO penyTaLito HagiMHOro Ta kBanichikoBaHOro NapTHepa Ha MiXXHapOAHOMY PUHKY iHDOPMaLiIiHUX TEXHONOTIN.

Y cTaTTi NpoaHani3oBaHo iHiliaTVBM CTUMYNIOBaHHS pUHKY IT Ypsagom YkpaiHu B pamkax nporpamu «Ukraine Facility» Ha
2024-2027 pokM, BKIOUAKUM OLHKY iXHBOrO NMOTEHLIMHOIO BNMBY Ha 3a/y4eHHs iHBECTULLIN ANs PO3BUTKY LIEHTPIB A0C-
nipxeHb i po3pobok (R&D), TexHoMapKiB Ta iHWMX TEXHOMOMYHMX LEeHTPIB B YKpaiHi. Y AOCAIAXEHHI TaKoX pO3risiHyTO
CXOXi [ep)KaBHi iHiliaTMBM iHLWKWX KpaiH AN NOPIBHSAHHA 3 YKPAiHOK, BUCBITNEHI MOXIMBOCTI Ta BMKIWKK LWOAO NiABU-
LLIEHHS KOHKYPEHTOCNPOMOXHOCTi YKPaiHCbKOro puHKyY IT.

Y poboTi AOCNiAKEHO NOTEHLMHI KPOKK, SIKi MOXE 34IMCHUTY Ypsia YKpaiHu Anst CPUSIHHS PO3BUTKOBI LIEHTPIB AOCIIKEHD
i po3pobok B YKpaiHi Ta 3anyyeHHs iHBECTULH, CPSIMOBAHMX Ha MiABULLEHHS! KOHKYPEHTOCMPOMOXHOCTI HaLlioOHaNIbHUX
IT-KoMnaHiii. 3anpornoHOBaHO MOTPIViHY MoAesb CriBrpaui MiX yciMa Cy6’eKTaMu pUHKY, 30KpeMa ypsaoM, 6i3HecoM Ta
yHiBepcuteTamun ans 1oro, abu KOMMAEKCHO yXBasloBaTW PilEHHS WOAO BiANOBIAHOCTI Ta HEOBXiAHOCTI TOrO UM iHLWOro
MeXaHi3My CTUMYJTIOBaHHS PO3BUTKY PUHKY.

KpimM TOro, y AOCNIIKEHHI MiAKPEeCneHOo 3HaUYEeHHS iHTENEKTYasIbHOro KaniTany 4epes MoCUNEeHHs Cnisnpaui 3 MbkHapoa-
HUMK IT-baxiBUsSMM Ta yTPUMaHHS MiCLIEBMX TanaHTiB Ha (OHI «BIATOKY Mi3KiB», OKPEC/oloUM NMOTEHUIMHI 3aX0AM LWoAo
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®IHAHCOBO-KPEAUTHA AIAMbHICTb: MPOBSIEMW TEOPIT TA MPAKTUKM
Tom 1 (60), 2025

YyTpPUMaHHS Kaapis, 6a3ylounce Ha MikHapogHOMy AocBigi. CTaTTs 3avinae npobnemMaTuky 3axXUCTy NpaB iHTENeKTyanbHOi
B/IACHOCTI B YKpaiHi, Lo € HEObXiAHOK YMOBOIO AN YCyHEHHsI 6ap’epiB, siki CTPUMYIOTb AVMHAMiKy iHHOBaLIMHUX npoLecis
i cTBOpeHHs iaen IT-koMnaHismu.

KnrouoBi cnoBa: iHdpopMaLiiHi TexHonorii, puHok IT, KOHKYpeHTOCNpOMOXHicTb IT-6i3Hecy, nporpama Ukraine Facility,
iHBeCTWUi B JOCNIAKEHHS Ta po3pobKM, iHTENEeKTYyarnbHWI Kanitan
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