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Abstract: The article describes an expediency of the access to the global market of the 

manufacturing outsourcing by Ukrainian industrial enterprises, premises and obstacles of this 

process. Political and economic instability, "black" economy and unstable legal framework, 

crisis and unstable financial status of many companies reduce the competitiveness of Ukraine 

on the outsourcing market. But a large number of research organizations, powerful industrial 

enterprises and a significant amount of skilled labor create good prerequisites for Ukraine's 

stable position in the global outsourcing market. The article offers such areas of the outsourcing 

services provision as: research and development outsourcing, certain parts of the production 

process outsourcing, assembly operations outsourcing, full manufacturing outsourcing. 
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INTRODUCTION 
Ukraine has all the prerequisites to enter the manufacturing outsourcing global market 

today. Its competitive potential ensured by a sufficient amount of human resources that got higher 
or secondary technical education and had practical experience, low wages for highly skilled 
labor, a large number of research institutes and industrial enterprises that are not loaded to full 
capacity. However, it's necessary to realize a lot of changes at the national level and at the most 
of enterprises to provide the attractiveness of domestic companies for foreign partners. 

 

MATERIALS AND METHODS 
This article is based on the research results of the Ukrainian and foreign scientists, the 

information of the analytical reports, official statistics and public information of companies 
[1-7]. The methods used in the research are analysis and synthesis, classification and systematic 
approach. 

 

RESULTS 
There are some significant barriers to enter Ukraine into the world market of outsourcing. 

First, potential customers are worried of political and economic instability in Ukraine. A long-
term investment in Ukrainian companies is risky because of endless antiterrorist operation and 
partial occupation the territory of Ukraine. The second problem is a quick rising of "black" 
economy of Ukraine and unstable legal framework, ineffective judicial and law enforcement. 
Therefore doing business for developed countries is mostly unprofitable. According to the 
information of International Centre for Policy Studies, 40% of GDP in Ukraine were produced 
in "black" economy in the first quarter of 2014. According to international experts' opinion, the 
volume of proceeds derived from corruption and economic crimes exceeded 10 billion USD 
annually. Foreign partners don't accept the informal workers at the enterprises. According to the 
information of the Ministry of Income and Fees of Ukraine, there were about 80000 employees, 
who worked without labor contracts with employers in January-October, 2013. The "black" salary 
amounted to 200 billion UAH annually [6]. The third problem is a poorness and unprofitability the 
most of Ukrainian industrial enterprises. In January-May, 2015 the volume of industrial production 
fell by 21.2% in comparison with the same period of 2014. This decline reflects financial results 
of the industry enterprises. Only 63.2% of industrial enterprises had a profit and 36.8% of enterprises 
sustained losses in 2014. Profitable industry activity in January-March, 2015 is observed for: 
mining industry and quarrying (18.9%), manufacture of basic pharmaceutical products (16.7%), 
manufacture of coke and refined petroleum products (12.1%), textile manufacture, clothing, 
leather, leather goods and other materials (3.5%), metallurgical production, manufacture of 
fabricated metal products, except of machinery and equipment (3.5%), manufacture of food 
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products, beverages and tobacco (1.5%). Mechanical engineering is unprofitable activity in 
Ukraine. Its unprofitability is –11.4% [7]. 

However, there are some good entrances for the Ukrainian industrial enterprises into 
the global market of manufacturing outsourcing. Most machine building plants and research 
institutions in Ukraine were created in USSR times. Almost all of them do not have a closed 
production cycle. They developed and produced components. The final production was the result 
of a number of enterprises' work that was located in different regions of former USSR. We can 
say that Ukrainian industrial enterprises have been established as manufacturing outsourcers or 
final producers that passed the part of the production cycle to outsourcing to other companies 
inside the country. Created economic ties were lost recently. The defense industry, scientific and 
technical cooperation between enterprises of former USSR was interrupted during last three 
years. Thus, Ukrainian enterprises cannot produce something in conditions of broken industrial 
chain. To get out of this situation is possible only through a search of customers from Europe and 
Asia who will be interested in cooperation. Ukraine has significant scientific potential to realize 
it. There are a large number of scientific institutions in Ukraine. Their number amounted to 999 
in 2014. 16090 doctors in different scientific spheres and 86230 PhD are involved into the economic 
activities in Ukraine. There are a large number of higher educational institutions that prepare high-
qualified specialists in our country. There were 387 universities and 277 technical schools and 
colleges in Ukraine in 2014-2015 academic years. 405400 students were graduated from the 
universities in 2014. 27622 graduates and 1759 doctoral students were studied in 2014 in higher 
education and research institutions of Ukraine [7]. 

These problems are justified the need to consider manufacturing outsourcing as opportunity 
of economic recovery in Ukraine. There are several directions of manufacturing outsourcing to 
join the global market for Ukrainian enterprises (Table 1). 

Table 1 
Involvement of Ukrainian industrial enterprises as manufacturing outsourcers 

Outsourcing 
type 

Characteristics Prerequisites of use Possible difficulties 

Research and 
development 
outsourcing 

Creation on the basis of 
current research institutes 
and industrial enterprises, 
which include design 
offices innovation centers 
that provide research and 
development services to 
foreign organizations 

The large number of 
engineering and technical 
workers with higher 
education and academic 
degree; branched structure 
of research institutes and 
design offices; low start-
ups and investments 

Lag of applied technology 
and research laboratory 
equipment from the latest 
world achievements, low 
motivation of scientific 
and technical staff in 
professional growth, lack 
of trainings and internships 

Certain parts of 
the production 
process 
outsourcing 

Current production some 
components, assemblies 
for the final product at the 
industrial enterprises for 
the foreign consumers 
using their technologies 

Wide production capacity 
of domestic industries; no 
need for "from scratch" 
production; enough 
engineers and workers 

Depreciation of production 
facilities; the need for HR-
trainings, modernization 
and new technologies of 
production development 

Assembly 
operations 
outsourcing 

Completion of brand goods 
at the domestic enterprises. 
High-tech and innovative 
operations are performed 
abroad and technology is 
not transfer to Ukraine. 
Such goods will be sold in 
Ukraine 

Existing domestic capacity 
of industry and high skilled 
staff at a level sufficient to 
perform assembly 
operations. A very big sales 
market in Ukraine 

Low purchasing power, the 
need for gradually scaling 
up production capacity to 
reduce the risk of a glut of 
supply 

Full 
manufacturing 
outsourcing 

The full implementation of 
the production process 
using foreign technologies 
that have a famous brand. 
The produced products 
will be sold for both in 
Ukraine and abroad 

Current enterprises with a 
closed production cycle 
cannot rise competitiveness 
because of absence of the 
new technologies; lack of 
technological equipment, 
uncertainty of own brand 

Risk of reproduction of a 
full-production cycle 
developed by foreigners; 
its adaptation to local 
production; risk of setting 
up the organization and 
management 

Source: developed by author 
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Ukrainian research institutes and industrial enterprises that include design office may 
stay competitive at the market of research and development outsourcing. Their success depends 
on interest of foreign partners for joint research. It may be possible in missile, nuclear and aircraft 
industry. As an example of successful collaboration between Ukrainian and foreign partners in 
this area we can remember the joint project Design office "Yuzhnoye" and international company 
"Sea Launch". Certain parts of the production process outsourcing is available for companies that 
have substantial manufacturing capacity and trained staff, but do not have a closed production 
cycle. Also it may be recommended for enterprises which have uncompetitive product, but some 
components, machines or production processes are performed at a high level. The biggest 
machine-building enterprises of the former USSR support these conditions. Powerful defense 
state enterprise "Malyshev Plant" manufactured diesel engines 6TD-2 for modernized version 
of tanks Al-Khalid that were developed by Chinese company "Norinco" and Pakistani company 
"Heavy Industries". Tank has been manufactured at the production facilities of Pakistan, except 
of the engine, because Ukraine is able to produce one of the most reliable models of tank engines 
that are able to work in a hot climate. 

Outsourcing of assembly and other operations that is the final stage of the production 
process is appropriate for enterprises that are close to the markets. It is actually for products 
that could be difficult to import to Ukraine because of the hardship of transportation and a 
significant import duty. One type of such products is cars. As an example of outsourcing we 
can remember the cars production of Czech brand "Skoda" in Ukrainian enterprise joint-stock 
company "Eurocar". Full manufacturing outsourcing is possible for companies that have all the 
necessary resources for the entire cycle of production but do not produce their own products 
because it is uncompetitive or unknown to the market. In this case, it is better for them to take 
orders for manufacture of production of well-known brands by their technology. It may include 
the possibility of updating production facilities, development of new proven technologies and 
staff training. Full-manufacturing outsourcing has been provided by Ukrainian enterprise "Auto 
ZAZ" for Korean company "Daewoo Motors" (a part of General Motors US Corporation). "Daewoo 
Motors" has invested in "AutoZAZ" 150 millions USD in 1998. In addition to investment 
"Daewoo Motors" gave new technologies, unique quality control system and its own 
engineering development. 

 

CONCLUSIONS 
These examples show that the Ukrainian industrial enterprises have opportunities to enter 

the world outsourcing market. In practice, the provision of outsourcing services helps to attract 
foreign investments and technologies. The enterprises those are successful outsourcers could 
become leading producers of their industry, create their own brands, start to produce good 
focused both on the domestic market and foreign. Participation in international outsourcing 
contracts has national importance due to creating new jobs, growth workers' welfare, and inflow 
of foreign currency funds from abroad. However, there is a great competition in 
manufacturing outsourcing in the world. Its leaders are China, Philippines, Malaysia, 
Indonesia, and Vietnam. Eastern European countries, Turkey and former USSR-countries 
enter this market slowly. It is important to study the positive experience of significant players 
of the manufacturing outsourcing market and assess the perspectives of Ukraine. 
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