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Abstract. The article identifies the volume of underserved markets for the development of
Ukraine's foreign trade with the EU. The Ukraine's export potential on the EU underserved market
is analyzed. It is established that the intensification of trade relations between the Ukraine and EU
is a mutually beneficial process, and export potential of Ukraine in the EU market for goods whose
exports to the Russian Federation have decreased is of particular importance. The main foreign
markets of Ukraine for the export of agricultural and industrial goods from Ukraine have been
identified. The main commodity groups of underserved markets to the EU have been identified, the
exports of which to the Russian Federation have decreased the most. According to the results of the
study, it has been concluded that the underserved markets of the European Union play an important
role in the development of Ukraine's trade: first, they allow reorientation of exports of Ukrainian
goods, the import of which is prohibited into the customs territory of the Russian Federation, to EU
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markets; secondly, they help to identify directions for the modernization of Ukrainian production in
accordance with the unmet needs of the European goods market. It is concluded that the process of
deepening mutual trade in underserved markets in a free trade area is mutually beneficial for
Ukraine and the European Union, as trading partners can benefit from increased trade flows, and
establishing international partnership between the parties can bring additional benefits in the long
run.

Keywords. Deep and comprehensive free trade area, foreign trade effects, underserved
markets, international trade, trading partners.

AHoOTaNifA. Y cmammi eusnaueno obcse HeOOMop208aHUX PUHKIE 01 PO3GUMKY 306HIUHLOL
mopeieni Yxpainu 3 €C. Ilpoananizosano He0Omopzo8amy uYacmumny eKCHOPMHO20 NOMEHYIay
Vrpainu na punxy €C. Bcmarnoeneno, wo akmusizayis mopeigeivHux 8i0HOCUH Midc YKkpainow ma
€C asnaemvcs 63A€EMOBULIOHUM NPOYECOM, 4 O0CODIUB020 3HAYUEHHA HAOYBAE eKCNOPMHULL
nomenyian Ykpainu na punxy €C 3a mosapamu, excnopm saxux 6 Pociticoky ®@edepayiio
3MeHuuecs. Busnaueno ocHo8HI 306HiwMNI puHKU YKpainu wo0o ekcnopmy cilbCbKO20CNOO0APCbKUX
ma npomuciosux moeapié 3 Ykpainu. BcmanoeneHo OCHO8HI MOBApHI cpynu HeOOmMOop208aHUX
punkie 6 nanpamky €C, excnopm saxux 0o Pociticbkoi @edepayii cxopomuscs Haubinvue. 3a
pe3yibmamam. - NpoBeOeH020  OOCHIONCeHHS  NIOCYMOBAHO, WO  HEOOMOpP206AHi  PUHKU
E€sponeiicbkozo Corw3sy eidieparomsb 6aXCIUBY pOdb 6 pO36UMKY mopeieni Ykpainu: no-nepute,
0aomsv MOICIUBICMb NepeopieHmayii eKcnopmy YKpaincbKux moeapis, 66e3eHHs AKUX 3a00poHeHe
Ha mumuy mepumopiio Pociiicokoi @edepayii, nHa punxu xpain €C; no-opyee, donomazaioms
BUABUMU HANPAMKU MOOEPHI3ayii YKPAiHCbKo20 UPOOHUYMBA BIONO0BIOHO 00 Hepeani308aHUx
nompeb €8ponelicbKo20 puHKy mosapis. 3pobieHo 6UCHOBOK, WO Npoyec NO2TUONEeHHs 63AEMHOL
mopeieni Ha HeOOMOpP20BAHUX PUHKAX 8 YMOBAX 30HU BLIbHOI MOP2iNl € 83AEMOBUSIOHUM OISl
Yipainu ma E€seponeiicokozo Corwsy, addce mopeosenbHi NaApmuepu 3MONCYMb  8uUSpamu 6
pe3yiomami 30i1bUleHHs MOP2iBeIbHUX NOMOKIB, a4 BCMAHOBIEHHS MINCHAPOOHOI NApmMHepCbKol
KOOnepayii Mise cCmopoHamMu Modce NpuHecmu 000amKo8i 8U200U 8 00620CMPOKOGIU NepPCneKmus.

KaruoBi  caoBa. [loenubnena ma  6ceoxonniowua  30HA — BLIbHOI  MOp2i6ili,
308HIUHbOMOP20BENbHI eheKmu, HeOOMOpP208aHi PUHKU, MIJHCHAPOOHA MOP2i6is, MOpP208enbHI
napmmepu.

AHHOTanusi. B cmamve onpedenen o06vemM HeEOOMOPSOBAHHBIX PLIHKO8 OJisl PA3GUMUS
gHewineti mopeoenu Yxpaunvl ¢ EC. Ilpoananusuposana He0omop208aHHas 4acmeb dKCNOPMHO20
nomenyuana Ykpaunvl Ha puvinke EC. Yemanoeneno, umo axmususayus mopeogvlx OmHOUEHULU
mexncoy  Vrpaunou u EC sengemcsa  63aumMo6bi200HbIM  NPOYECCoM, d o0coboe 3HaueHue
npuobpemaem 3KCnOpmMHulil nomenyuan Ykpaunol na povinke EC no mosapam, skcnopm KOmopbuix 6
Poccutickyro  @eodepayuio ymenvuwiuncsa. OnpeoeneHvl OCHOGHblE 6HEWHUE PbIHKU YKpauHul
OMHOCUMENbHO JKCNOPMA CelbCKOXO3AUCMBEHHBIX U NPOMbBIULIEHHbIX MO8Apo8 U3 Yxpaumol.
Yemanosnenvrt ocnoenvie mosapnvie epynnwvi Hedomopeosanuvix pbiHko 6 HanpasneHuu EC,
akcnopm komopuix 8 Poccutickyro @edepayuro cokpamuncs écezo. Ilo pesynomamam npogedenHnozo
UCCe008aHUsL COENAHO 6bl600, UMO HedomopzoeaHuvie puinku Esponeiickoco Corosza uepaiom
BAJCHYIO  pPONb 8  pazeumuu  mop2o6iu  YKpauuvl: 80-Nepevlx, O0arom  803MONCHOCb
nepeopueHmayuy 3KCNopma YKPauHCKux moeapos, 6603 KOMOPbIX 3anpeujen Ha MAaMONCEHHYIO
meppumopuio Poccuiickoti @edepayuu, na pvinku cmparn EC; 6o-emopulx, nomoearom 6visi6ums
HanpasieHuss MoOepHU3AYUU YKPAUHCKO20 NPOU3B00CMEd 8 COOMBEMCMEUU C Hepeanru308aHHbIX
nompebnocmeti eponeticko2o pvinka mosapos. Coenan 661800, 4mo npoyecc yeuyoneHus 63auUMHOU
Mop206iu HA HeOOMOP2OBAHHBIX PLIHKAX 8 YCI08USAX 30Hbl CB0DOOHOU MOP20BIU ABNACMCA
83AUMOBbI20OHbIM 0118 Ykpaunvl u Eeponetickoco Corsa, 6edb mopzogvle napmuepvl CMO2Ym
gblUCpAMb 6 pe3yibmame Y8eniudeHus MopeosvblX NOMOK08, A YCMAHOBNEeHUe MeNCOYHAPOOHOU
NapmMHepCcKol KOOnepayuu Mexicoy CmMOPOHAMU MONCEem NpUHecmu OONOJIHUMENIbHbIE 8bl200bl 8
007120CPOUHOU nepcnekmuse.
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KiawueBble ciaoBa. Venyonennas u 6ceobvemaiowas 30Ha C80000HOU  MOP20GIU,
gHewHemop2osvie 3¢hghexkmol, HeOOMOP2OBAHHBIE PUIHKU, MEeHCOYHAPOOHAsS MOP206Jis, MOop208ble
napmmuepbi.

Introduction. The creation of a free trade zone with EU partners gives Ukraine the
opportunity to diversify the geography and range of export potential in the long run and attract
significant investment in various sectors of the economy. Effective integration processes between
Ukraine an EU countries are formed on the basis of complementarity that exists in trade relations.
However, in the mutual trade relations of Ukraine and the EU underserved markets have been
formed which requires a thorough analysis of goods with high export potential.

The purpose of research. The purpose of this article is to investigate the export potential of
Ukraine and underserved markets in EU countries.

Analysis of the latest publications. In recent years, Ukrainian scientists have been actively
studying the export potential and trading opportunities in the European market of Ukraine. In
particular, Y. Poliakova studies the innovative components of Ukraine’s export activity, the
priorities of export potential in the direction of, in particular, EU countries [Poliakova, 2020]. O.
Lytvyn studies the export potential and opportunities of Ukrainian small and medium enterprises in
the European market and third countries after creation of a deep and comprehensive free trade area
between Ukraine and the EU [Lytvyn, 2016]. M. Serpukhov explores the question of finding new,
more attractive markets for Ukraine with easier access and better trade conditions [Serpukhov,
2019].

The important research results. Despite the fact that Ukraine has returned its vector in the
trade aspect from Russian to European over the last decade, its export flows to some EU countries
are currently quite low, due to a number of reasons:

e the presence of a significant gap between the economic development of Ukraine and the EU
[Honcharuk, 2018];

e non-optimized procedure for crossing the EU customs borders, which requires
harmonization of customs legislation of Ukraine [Sardak, 2019];

e production processes in Ukraine are mainly focused on the needs of the domestic market
and those external partners with whom trade relations have been established for a long time
[Pozhyeva, 2017];

e the potential of underserved foreign markets remains out of the attention of domestic
enterprises, that are markets that have a potential consumption of goods that meet the specialization
of the exporting country and provide easier trade conditions than others, which makes foreign trade
attractive in terms of product range and geographical diversification [Ministry for development of
economy, trade and agriculture of Ukraine, 2018].

Regarding the above, EU markets remain outside of the most promising at agriculture.
According to the WTO, the most promising agricultural trading partners of Ukraine are Georgia,
Malawi and Moldova. This statement is based on the ranking of Ukraine's trading partners by the
volume of agricultural exports to countries. The rank of these countries and indicators that affect the
export regime of agricultural goods of Ukrainian origin are given in Table 1.

The products with the greatest export potential from Ukraine to Georgia and Malawi are
wheat (except for durum wheat), sunflower and safflower oils. Ukraine has high potential to supply
sunflower and safflower oil to Moldova and meets demand for the following goods: bird skin and
other parts of birds, sugar from sugar cane or sugar beet, as well as solid sugar.

64



Axmyanvni npobaemu MidxcHapoorux sionocus. Bunyck 145. 2020.

Table 1
Promising export markets of Ukraine for agricultural products
Georgia Malave Moldova

Rank of partner by export volume 3 5 S)
Weighted average rate of preferential duty, % 0 1 0
Weighted average rate of duty, % 7.7 1 11
Simple average rate of duty, % 12.7 2.8 11.7
Weighted average preferential margin, % 7.7 0 11
V(_)Il_Jme of exports to a partner from Ukraine, 82 43 o5
million $

Share of duty-free export to partner, % 100 0 100
Share of duty-free tariff items exported, % 100 22.2 100
Number of exported groups of goods 3 1 12
Number of exported subgroups of goods 8 2 28

Source: [The World Trade Organization. Data. URL: https://data.wto.org/].

Ukrainian exports of agricultural products are characterized by dependence on some major
commodity items, which creates the danger of significant fluctuations in the volume and magnitude
of export supplies. In 2019, more than half of the revenues from the export of agricultural products
were covered by only three groups of goods, such as corn (24%), sunflower oil (19%) and wheat
(17%) [State fiscal service of Ukraine, 2020].

Ukraine's significant potential to increase the domestic market, stable and relatively high rates
of economic development in recent years and expanding access to European agricultural markets
for Ukrainian producers are important in the development of trade. However, in a free trade
environment, there is a potential medium- and long-term risk for some of Ukraine’s agricultural
food producers (of meat and dairy products) who are not sufficiently competitive in EU markets.

For the Ukrainian agricultural sector, European economic integration will lead to the
modernization of domestic enterprises, attracting foreign investment and advanced technologies,
competitive recovery of Ukrainian products, new financial resources for economic development and
improving the living standards of its citizens. However, creation of free trade zone may not
guarantee the start of positive changes in economy of Ukraine. Ukraine's integration into the EU
will be long-lasting due to the problems and tasks that need to be fulfilled before the full
development of the Ukrainian agricultural sector. The raw material orientation of Ukrainian exports
reveals the low-paid compensation for agricultural producers, as well as the technological
underdevelopment of agriculture [Yatsenko, 2017].

The main foreign markets of Ukraine for the export of non-agricultural goods, according to
WTO studies, are Azerbaijan, Belarus, Guinea, Guyana and Moldova. The prospects of these
trading partners caused by demand for Ukrainian goods and the creation of trade regime between
the partners (Table 2).

65



Actual problems of international relations. Release 145. 2020

Table 2
Promising export markets of Ukraine for non-agricultural products
Azerbaijan | Belarus Guinea | Guyana | Moldova
Rank of partner by export volume 5 3 5 5) 3
The weighted average rate of
preferential duty, % 0 0 0 0 0
Weighted average rate of RNS
duty, % 0.1 2 0 0 2
Simple average rate of RNS duty,
% 3.1 4.2 0 0 4.6
Weighted average preferential
margin, % 0.1 2 0 0 2
Volume of_ exports to a partner 445 38 118 76 92
from Ukraine, million $
Share of duty-free export to 100 100 100 100 100
partner, %
Share of duty-free tariff items 100 100 100 100 100
exported, %
Number of exported groups of 5 37 1 1 24
goods
Number of exported subgroups of 3 141 1 1 61
goods

Source: [The World Trade Organization. Data. URL.: https://data.wto.org/].

Ukraine's export potential on the Azerbaijan market is $241.8 million, of which the
underserved share is 50.4%, Belarus - $609.4 million (underserviced share - 19.7%), Guinea - $34.9
million (underserviced share - 72.5%), Guyana - $2.2 million (underserviced share - 95.5%), and
Moldova - $369.3 million (underserviced share - 27.2%).

It is worth noting that the customs duties of countries on industrial products under the most-
favored-nation treatment are lower than on agricultural products (except for Malawi). In addition,
these markets have a wider diversification of goods, in contrast to agriculture market.

Globally, Ukraine's main underserved markets are Russian Federation, China, Turkey and

India (Figure 1).
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Figure 1.
The largest underserved foreign markets of Ukraine, $ billion ’
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Source: [International Trade Centre. Export potential map: spot export opportunities for trade
development. URL: https://exportpotential.intracen.org/en/markets/gap-
chart?fromMarker=i&exporter=804&toMarker=j&whatMarker=a&what=a]

Export potential of Russian market for Ukraine is $4.1 billion. However, Russian Federation
is less accessible because of the development of a political and trade disputes between the partners
since 2013. Only in 2019 exports of goods to Russian Federation decreased by 11%. Such a tense
trade and economic situation has led to a change in the entire structure of exports to the Russian
Federation, including agricultural products. A few years ago the main share of exports to Russian
Federation were dairy products, cheeses, fats, oils, confectionery and beverages. Today Ukraine
exports mostly meat products, alcoholic beverages, products including cocoa. Some Ukrainian
manufacturers, whose activities were focused on the Russian market, suffer certain losses.
Companies that export vegetables, meat and fish suffer the most from recent trade restrictions.
Bilateral restrictive actions have led to a reduction in export-import flows between countries.

During 2013-2018, there was an annual decrease of Ukrainian exports to Russian Federation
in relation to different groups of goods:

e 0n average by 7.13%: railway locomotives (group 86);

e 0n average by 1-5%: cocoa and its products (group 18), other base metals; cermets, articles
thereof (group 81), salt; sulphur; earths and stone; plastering materials, lime and cement (group 25),
preparations of cereals, flour, starch or milk; pastrycooks' products (group 19), ferrous metals
(group 72).
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The annual decrease in the share of Russian exports in the total volume of imports of Ukraine
during 2013-2018 was typical for the following groups of goods, namely:

e 0n average by 51.81%: products of inorganic chemistry (group 28);

e 0n average by 5-6%: other base metals; cermets, articles thereof (group 81), mineral fuels;
petroleum and its products (group 27), fertilizers (group 31), copper and articles thereof (group 74);

e on average by 1-5%: gunpowder and explosives (group 36), various finished products
(group 96), organic chemical compounds (group 29), finished grain products (group 19).

Therefore, there is a need to reorient to other markets to ensure a stable export flow of
Ukraine. In this aspect, the underserved EU markets play a key role.

Then, China shows the largest absolute difference between potential and actual exports in
value terms, leaving room to realize additional exports worth $2.2 billion. Export potential of China
market for Ukraine is $3.4 billion.

Exports of goods to China are growing rapidly - among the counterparties of Ukraine, China
is the biggest country-importer. Exports to China increased by 63% in 2019 compared to 2018. In
2019, the structure of Ukrainian exports to China was as follows: ore, slag and ash - 32.8%; cereals
- 23.9%; fats and oils - 20.6%; residues and waste from the food industry - 7.6%; boilers, machines
- 4.9% [Embassy of Ukraine in the People’s Republic of China, 2020].

Export potential of India for Ukraine is amounted to $2.5 billion. Thus, the untapped potential
remaining in individual products is $861.2 million. At the same time, Ukraine is losing the initiative
in export relations with India. In 2019 India became one of the negative leaders in the fall of exports
from Ukraine.

As for Turkey, its export potential for Ukraine is amounted to $2.3 billion. The untapped
potential remaining in individual products is $999.2 million [International Trade Centre, 2020].

Regarding the EU market, the growth of exports to the EU slowed to 3.9% in 2019 from
14.3% in 2018. In 2019, Ukraine had a negative balance of trade in goods with the EU that is
amounted to $4.3 billion. However, despite large volumes of trade with Russian Federation, China,
India and Turkey, the EU remains one of the most promising markets for Ukraine: trade with the
EU in 2019 amounted to 41.5% of total trade. The share of imports from the EU is 41.13%, exports
- 41.46%. As of 2019, the EU is Ukraine's main trading partner. During 2013-2019, there was a
reorientation of exports of goods by Ukraine to the European direction. At the same time, the
volume of exports to Asian countries and the CIS countries has a general tendency to decrease
during 2013-2019.

Geographical representation of largest underserved European markets of Ukraine is presented
below (Figure 2).
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Figure 2.
Geographical representation of largest underserved European markets of Ukraine, $
million

Source: [International Trade Centre. Export potential map: spot export opportunities for trade
development. URL.: https://exportpotential.intracen.org/en/markets/gap-
chart?fromMarker=i&exporter=804&toMarker=j&whatMarker=a&what=a]

Based on the data on the assessment of the export potential of the world in various markets, it
is possible to identify those European areas of export that will minimize the negative effects of the
Russian trade war against Ukraine.

The volume of Ukraine's underserved market in the EU is $8.3 billion, of which: $61.6
million - group 4 "Milk and dairy products, poultry eggs; natural honey", $28.6 million - group 11
"Products of the flour and cereals industry”, $7.6 million - group 16 "Meat and Fish Products",
$50.4 million - group 17 "Sugar and sugar confectionery", $68.4 million - group 18 "Cocoa and
Cocoa Products”, $83.8 million - group 19 "Finished grain products”, $11.8 million - group 20
"Vegetable Processing Products", $48.2 million - group 22 "Alcoholic and non-alcoholic beverages
and vinegar", $1.6 million - group 25 “Salt; sulfur; earth and stones", $61.9 million - group 27
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“Mineral fuels; oil and products of its distillation”, $137.8 million - group 48 "Paper and
Cardboard", $35.2 million - group 69 "Ceramics", $1780.2 million - group 72 "Ferrous Metals",
$217 million - group 73 "Ferrous metal products”, $4.2 million - group 81 "Other base metals" and
$18.2 million - group 89 "Ships". The list covers these groups of goods, as their share in total
imports of the Russian Federation decreased the most.

Equally important for the development of trade with the EU is the potential of the
underserviced Ukrainian market: the EU's export potential for the Ukrainian underserved market is
$12,638 million. Therefore, exporters of EU member states are also interested in the development
of trade with Ukraine, as it is a promising market for the sale of European products.

Analyzing the possibility of access to underserved European markets, it should be noted that
the conditions are quite unfair and discriminatory against Ukraine. The European Union has its own
combined import duty rates. In addition to the specific structure of combined duty rates of EU, EU
also applies a system of entry prices. The European Union also applies export subsidies for
agricultural products unlike Ukraine. However, it should be noted that agriculture plays one of the
key positions for the Ukrainian economy in contrast to European countries. More than thirty groups
of products are covered by tariff quotas by EU, including: animal products (milk, honey, cheese,
etc.), vegetable products (vegetables, fruits, grains), some ready-made food products (sugar, juice,
etc.), alcohol, tobacco products etc. This list of products is quite vulnerable for Europe and are
under strict control in EU.

In addition to customs duties, the main barriers for trade of Ukrainian on EU markets are non-
tariff barriers, such as: compliance with EU standards, differences in customs systems and various
procedures for determining the conformity of industrial products. An additional barrier for
Ukrainian goods is the preferential rules of origin applied by the European Union.

Thus, the existence of underserved EU markets for Ukraine can be explained by the negative
impact of various non-tariff barriers (both at European and national levels) or other factors such as
low competitiveness (in terms of price or quality) of Ukrainian goods compared to similar goods
supplied by other countries, taste preferences of EU consumers, etc.

Conclusions.

As a result of the analysis of the underserved part of Ukraine's export potential on the EU
market ($8.3 billion), as well as underserved part of the EU export potential on the Ukrainian
market ($12.6 billion), it was established that the intensification of trade relations between the states
is a mutually beneficial process. Of particular importance is the export potential of Ukraine on the
EU market of goods whose exports to Russian Federation decreased during last years.

The trade war between the Russian Federation and Ukraine led to a reorientation to European
markets in the context of the creation of a free trade zone with the EU. Also, in contrast to
deteriorating relations with Russian Federation, we can see an improvement in relations with the
EU, as evidenced by the introduction of a number of EU economic sanctions against Russian
Federation in response to actions against Ukraine. In general, there is a gradual convergence of
relations with the EU: today the EU is Ukraine's main trading partner.

Thus, according to the results of the study, we can conclude that the role of the underserved
market of the European Union plays two main roles in the development of Ukraine's trade: first, the
possibility of reorientation of exports of Ukrainian goods banned in Russian Federation; secondly,
identifying areas for modernization of Ukrainian production in accordance with the needs of the
European market.
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