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The paper deals with the analysis of Deep and Comprehensive Free Trade Area (DCFTA)
implementation by Ukraine. It was found that DCFTA implementation was not very progressive due to
the military confrontation in the East of Ukraine and worsening macroeconomic situation. It is
underlined that macroeconomic fluctuations in Ukraine during 2014-2015 in terms of real GDP decline,
decrease in private consumption, increase of public debt, rise of consumer inflation, and devaluation of
hryvnia exchange rate did not allow obtaining the significant benefits of DCFTA. Having lost industrial
enterprises on Eastern part of Ukraine in 2014 the export to Russia and EU for many industrial items
(like tanning or dyeing extracts, mineral fuels, mineral oils, oil seeds, and cereals to EU and mineral
fuels, railway or tramway locomotives, nuclear reactors, boilers, machinery, electrical machinery and
equipment, iron and steel to Russian) was decreased by 50%. Currently it is very difficult to predict
consequences and results in future of DCFTA implementation in Ukraine. The experience of Visegrad
Countries showed that without strong internal position the effective implementation of DCFTA will be
impossible. It is underlined that high income Visegrad countries with a very high Human Development
Index have developed the mechanisms of government-to-business cooperation during their EU accession
process.
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Introduction. Ukrainian ongoing economic situation contributes the snowballing
challenges and improvement. Ukrainian government is trying to make effective decisions to
recover the economic, political and social situation in country. Thus Ukraine has started the
Euro integration process and the official agreement has been signed. The signing of agreement
was within two following stages: the first — the political part of Euro integration Ukraine had
been signed on 21 March 2014; the second stage — the economic part of agreement had been
signed on 7 June 2014.

Due to the DCFTA implementation Ukrainian producers would obtain predictable
preferential access to the largest world market with 500 million customers. While EU
businesses will be able to benefit from easier access to the Ukrainian market with its more
than 45 million customers and build new relationships with Ukrainian industrial and trade
partners. It is necessary to underline that a lot of preparation had been done and new
legislation had been accepted by Ukrainian government for euro integration process. But,
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unfortunately not all changes have the immediately consequences, and some positive results
can't see in short-time period. Moreover, it is very easy to make conclusion about efficiency
and consequence after evidence and very difficult to predict consequences and results for
Ukraine in future. Also, Ukrainians can’t understand the main features of this process, because
they don’t have the whole information about it and have the tunnel vision. That is why it is
necessary to enlarge the official information about euro integration with main features and
principles. Besides, the previous experience of euro integration in Czech Republic, Hungary,
Poland and Slovakia (Visegrad Countries), and Moldova also would be helpful. All these
would help to overcome the fear and panic, which in turn reduces the potential for tunnel
vision of Ukrainian civil society and improves the ability to see the possibilities that might
otherwise have been missed.

The aim of the paper is analysis of ongoing situation in Ukraine related to foreign trade in
terms of DCFTA implementation. The separate question is the study of DCFTA
implementation in Visegrad Countries and using their experience it is predicted main
opportunities and fears of DCFT implementation in condition of macroeconomic fluctuations
in Ukraine.

The results of research. It is necessary to underline that a lot of new legislation has been
accepted by Ukrainian government. Starting from 1 January 2016 the economic part of
Associated Agreement is in operation. However, in April 2014, in response to the security,
political and economic challenges faced by Ukraine the EU unilaterally granted Ukraine
preferential access to the EU market until 31 December 2015. To avoid further destabilisation
of the country and in particular to guarantee Ukraine's access to the CIS market under the
Ukraine-Russia bilateral preferential regime, in September 2014 the EU postponed
implementing the DCFTA until January 2016.

The main purpose of DCFTA is creating the free trade zone between Ukraine and EU. The
main aspects of DCFTA are following:

1. The import duties for mostly products which most imported to the markets of each

other will be cancelled in both sides.

2. The rules of origin products, which are one of the elements of the application of trade
preferences, will be created.

3. Ukraine should create and adopt the technical regulations, procedures, sanitary and
phytosanitary measures and food safety in accordance with European. As consequence
it will be allowed that Ukrainian industrial goods, agricultural and food products will
not require the additional certification in the EU.

4. All sides will have to create the particularly favourable conditions to access to their
services markets.

5. The main EU rules of government tender must be implemented. As results Ukraine
has opportunity to take part in market of EU tenders.

6. The customs procedures will be simplified.

7. Ukraine should strengthen the protection of property rights (Governmental Portal,
2015).

During the last two years Ukrainian economy is operating in conditions of macroeconomic
fluctuations the last could be measured by the following indicators as real GDP growth,
changes in private consumption, public debt developments, consumer inflation, hryvnia
exchange rate per USD, current account balance, foreign direct investment (table 1.).

Thus during the third quarter of 2015, the rate of decline of GDP was up to 7% year over
year (yoy), and according to Sigma Bleyzer prediction the GDP may fall by 11.5% in 2015
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and may grow by 2% in 2016. Also it seen from the table that the majority of macroeconomic
indicators were deteriorating in Ukraine within in the 2015. However, the agricultural
production index rose by 0.5% yoy, compared to a 4.2% yoy decline in September 2015.

Table 1
Main Macroeconomic Indicators in Ukraine

Main Macroeconomic Indicators 2011 2012 2013 2014 2015
GDP, $ billion 163.4 176.6 182.0 127.4 98.0
Real GDP Growth, % yoy 5.5 0.2 0.0 -6.8 -11.0
Private Consumption, real growth, % yoy 15.7 8.4 6.9 -9.6 -17.0
Fiscal Balance, incl. Naftogaz and
Pension Fund, % of GDP 4.3 -6.0 6.5 117 8.0
Public Debt, External and Domestic, % 363 367 399 703 940
of GDP
Consumer Inflation, eop, % yoy 4.6 -0.2 0.5 24.9 48.0
Hryvnia Exchange Rate per USD, eop 8.0 8.0 8.2 15.8 25.0
Current Account Balance, % of GDP -6.3 -8.2 -9.2 -4.1 0.0
FDI ($ hillion) 7.0 6.6 3.3 0.2 0.5
International Reserves ($ billion) 31.8 24.5 20.4 7.5 13.0
g'ﬁltiac!nF;ubllc and Private External Debt ($ 126.2 134.6 1421 125.9 138.0

"The table is built on data of Sigma Bleyzer Foundation, 2015.

Ukraine is moving in the direction of approximation to EU legislation in many areas like;
competition, government procurement, and protection of intellectual property rights. It is
expected that DCFTA would contribute to the modernisation and diversification of the
Ukrainian economy and will create additional incentives for reform, notably in the fight
against corruption. In fact, DCFTA could be treated as opportunity for Ukraine to improve its
business climate and to attract foreign investment, helping Ukraine to further integrate with
the world economy (Trade part, 2016). However, in the conditions of macroeconomic
fluctuations it is very hard to receive strong benefits due to the DCFTA implementation.

Currently EU exports to Ukraine amounts to EUR 17 billion and Ukraine exports to the
EU equalled EUR 14 billion (data for 2014). It should be noted that main Ukraine exports to
the EU metals (€3.5bn in 2013), vegetable products (€2.8bn), mineral products (€2.7bn),
machinery and appliances (€1.2bn) Main EU exports to Ukraine machinery and appliances
(€5.7bn in 2013), transport equipment (€2.6bn), chemicals (€3.7bn) and manufactured goods.
Ukraine's main exports to the EU are base). According to the first chapter of DCFTA for
industrial products, all duties are cancelled on most products, with exceptions for a few for
which a transition period exists, in particular for the automobile industry. In general, DCFTA
will eliminate respectively 99.1% and 98.1% of duties in trade value. The special conditions
and period will be working for agricultural goods. Thus, duty-free tariff rate quotas been
granted to the Ukraine for cereals, pork, beef, poultry and a handful of additional products,
while for others the progressive elimination by the EU of the custom duties will occur over a
longer transition period (generally 10 years). This means that for mostly sensitive sectors, the
DCFTA gives producers more time to adapt to a more competitive environment while offering
consumers a wider choice of products at lower prices (DCFTA, 2014). So among the main
benefits for Ukraine due to the DCFTA could be named that Ukrainian citizens would have
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better access to high quality products, and higher competition within EU related with lowering
of import tariffs should lead to lower prices.

Both sides will fully liberalise trade in industrial products, with Ukraine reducing duties on
machinery and appliances by €75.2m. There are some exceptions for cars, but Ukraine will
still cut duties on vehicles by €117.3m. The textiles sector will be fully liberalised from day
one with Ukraine and the EU cutting duties worth €8.7m and €24.4m respectively. Special
conditions will apply for five years to second-hand clothing.

Reduced EU tariffs on chemicals will cut duties paid by Ukrainian exporters by €26.8m,
while Ukraine will cut duties by €64.3m.

However, in modern conditions it is very difficult to predict the consequences of this
agreement, because Ukrainian enterprises are not ready to work in the international market.
Though, EU had opened their market for Ukrainian's products on May 2014. That is why
Ukrainian's enterprises have time to prepare for this euro integration. As results, in 2015 our
entrepreneurs have saved approximately $ 4 billion.

Also in the first quarter of 2015 the volume of export of Ukrainian’s products and services
to EU has increased by 2.7%. The results of analysing the structure of export products and
services are showed that the export to Russia is continuing to decrease. In 2013 the decreasing
was 11% compared to 2012, thus in 2014 — 26% compared to 2013. Also the export in EU has
increased by 3% in 2014 compared to 2013 (table 2).

Table 2
The geographical structure of export products and services in Ukraine during 2012-2014
years, million dollars”

CHANGES IN %
2012 2013 2014 2013 to 2014 to 2014 to

2012 2012 2013
Post-Soviet Countries 31359,7 27888,4 20697,2 -11% -34% -26%
Other Countries 50818,4 48548,3 47437,7 -4% -1% -2%
Europe 21461,8 21009,3 22005,8 -2% 3% 5%
European Union (28) 20656,6 20508,8 21198,6 -1% 3% 3%
Asia 18789,5 18068,6 16777,9 -4% -11% 1%
Africa 5793,1 5260,2 5251,2 -9% -9% 0%
USA 4007,7 3591,3 2954,1 -10% -26% -18%
Australia and Oceania 184,7 270,7 102,1 47% -45% -62%

"Resources: http://www.ukrstat.gov.ua

According to the official database during the first half of 2015 year the export to EU was
$ 6062.8 million. It was consist — 32.7% of the total volume of export products. This numbers
are less than during the first half of 2014 year. The export of product to EU has decreased by
35.6% (on $ 3356.2 million).

Also the import of products and services from Post-Soviet Countries has been continuing
to decrease (table 3). Thus, in 2014 the volume of import from Post-Soviet countries to
Ukraine had decrease by 36% compared to 2013 and 47% compared to 2012.

Also, in 2014 the import from EU to Ukraine had also decreased by 15% compared to
2012 and 18% compared to 2013. According to the official database during the first half of
2015 year the import to EU was $7 389,9 million. It was consist — 42.8% of the total volume
of the import products. This numbers are less than during the first half of 2014 year and
decreasing by 25.7% (on $22 557.4 million).
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According to the official report of Ministry of Economic Development and Trade of
Ukraine the main countries' partners are following: European Union (28); Russia; Turkey;
China; Egypt. According to the results EU has the huge share in international cooperation with
Ukraine. And every year this cooperation improves and progress. And it is necessary to
underline that it is only the first visible results of European integration.

Table 3
The geographical structure of import products and services
in Ukraine during 2012—-2014 years, million dollars
CHANGES IN %
2012 2013 2014 2013 to 2014 to 2014 to

2012 2012 2013
Post-Soviet Countries 35663,5 29179,8 18743,3 -18% -47% -36%
Other Countries 55246 54446,2 43208,4 -1% -22% -21%
Europe 303738 31605 25914,2 4% -15% -18%
European Union (28) 29609,3 30687,7 25281,1 4% -15% -18%
Asia 18517,6 16753 12433,4 -10% -33% -26%
Africa 8877 7873 715 -11% -19% -9%
USA 5017 4845 3601,9 -3% -28% -26%
Australia and Oceania 205,9 100,4 186,1 -51% -10% 85%
Unindicated countries 2273 297,2 320,9 31% 41% 8%

"Resources: http://www.ukrstat.gov.ua

According to official data of European Union delegation to Ukraine (trade and economic
section) the whole 2014 and first quarter of 2015 trade was to many extend very difficult to
Ukraine relating to many industries. Thus, the most vulnerable industries in trade with EU
appeared to be tanning or dyeing extracts; tannins and their derivatives; dyes, pigments and other
colouring matter; paints; putty and other mastics lost 74% in trade during the 2014 and export to
EU was only 7 mm. euro. Mineral fuels, mineral oils and products of their distillation;
bituminous substances; mineral waxes lost 70% in trade during the 2014 and export to EU was
94 mm. euros. Cereals lost 48%, however in absolute amount export to EU decreased on
420 mm. euros. Iron and steel export lost 37%, however in absolute amount export decrease
accounted for 422 mm. euros. Due to the war on the Eastern parts of Ukraine the trade with
Russia reduced significantly and export of railway or tramway locomotives, rolling-stock and
parts reduced by 86%, which in absolute amount accounted for 179.1 mm. euros. Nuclear
reactors, boilers, machinery and mechanical appliances lost in export to Russia 64% which in
absolute amount accounted for 311 mm. euros. Electrical machinery and equipment and parts
thereof; sound recorders and reproducers, television image and sound recorders and reproducers
lost in export to Russia 62% which in absolute amount accounted for 111.4 mm. euros. The
export to Russia of iron and steel reduced by 68% in 2014 or in absolute amount it was
227.6 mm. euros. As statistical results are showed, unfortunately, Ukraine has the negative
export surplus. Thus in $ 1327,1 million during the first half of 2015 year.

Moreover, the previous experience of Visegrad Countries is shown the positive economic
effect. All four members of the Visegrad Group joined the European Union on 1 May 2004.
All four nations in the Visegrad Group are high income countries with a very high Human
Development Index. The results of the GDP dynamics of the Visegrad Group are indicated
that GDP of these countries is continuing to increase. The snowballing results have Poland.
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In 2014 GDP of Poland had increased by 115% compared to 2004, in Slovak and Czech
Republic — increased by 75% and 73% in accordance, in Hungary — by 33% (table 4). The
small increasing of GDP in Hungary is connected with internal economic policies, rather than
relations within the EU. That is why it is necessary to make effective internal economic
policies.
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Figure 1. The GDP dynamics of Visegrad Countries during 2001-2014 years, billions of USD
Resources: The World Bank, 2015

Table 4
The increasing of GDP in Visegrad Countries compared to 2004 in %

Countries 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
Czech Republic 14 30 59 98 73 74 91 74 75 73
Hungary 9 11 34 52 25 26 35 23 30 33
Poland 20 35 69 109 72 89 109 97 107 115
Slovak Republic 9 23 50 75 55 56 71 63 71 75

Resources: The World Bank, 2015

First of all, the Visegrad Countries developed the mechanisms of government-to-business
cooperation during their EU accession process. In Slovakia government-business dialogue was
not formalized during the association negotiations. Reportedly, some companies lobbied for
their particular interests with the chief negotiator, but the negotiating team did not have the
resources, time or energy to facilitate broader coordination. At the same time, association
negotiations were held during the period of major economic turmoil, in the midst of the
transition. In an atmosphere of uncertainty, business leaders had only limited resources to take
an active part in the process. Corporate interests were to some extent non-articulated and
difficult to explore (Task Force report, 2014).

There are several ways the Czech government co-operates with business on EU-related
issues. However, the process lacks any systematic features and usually is very informal,
incoherent and done on an ad hoc basis.
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Poland had chosen another way. As Poland’s economy became more advanced and more
formal, thanks in large part to the drawn-out accession process, egregious examples of
attempts at directly influencing government policy become rarer (Task Force report, 2014).
Poland made a lot of attention for protecting the local business. Moreover, Poland was trying
to decrease the asymmetry between the local businesses during the negotiation of EU
integration.

In fact, that the experience of Visegrad Countries showed that without strong internal
position the effective implementation of DCFTA will be impossible. The results of analysing
Visegrad Countries' experience allow systematizing the opportunities and threats for Ukraine
(Figure 2).

Increasing the quality of local products

Strengthening the protection of according to the EU standards

consumer rights

Decreasing the numbers of local

companies

Stricter requirements for employer in "'>|—|
labor safety Improving the labor conditions

______________________________________________________________

Figure 2. Systematizing the opportunities and threats of DCFTA implementation in Ukraine”
Systematized and summarized by authors

Thus, first of all the import and export duties and tariff quotas will be eliminated. From
one side it means new opportunities for exports into the EU and enlarging the quality and
range of products. From the other side it is the threats for local business which are not ready to
work in international market according to the EU standards. As a consequence, it will
stimulate the local business to become the competitive or get out from the business. The
following consequence is reducing tariff and, most importantly, non-tariff barriers to entering
the EU market, which is currently the largest regional market and one of the two largest trade
partners of Ukraine (EU-Ukraine, 2015). The improving and adaptation of legislation
according to EU standards allow creating the favourable domestic business climate. The
increasing of costs of compliance with “social” standards will stipulate to improve the labour
conditions, to increase the salary, to enlarge the work opportunities in EU. Besides, DCFTA is
considered the main principles of sustainable development. That is why the requirements for
main polluters will be stretchered.

Conclusion. Having signed the Deep and Comprehensive Free Trade Area (DCFTA) in
2014 as part of their broader Association Agreement Ukraine obtained wider access to EU
market. However, the DCFTA implementation was not very progressive to the military
confrontation in the East of Ukraine and worsening macroeconomic situation. Macroeconomic
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fluctuations in Ukraine in terms of real GDP decline, drop in private consumption, increase of
public debt developments, rise of consumer inflation, and devaluation of hryvnia exchange
rate did not allow obtaining the significant benefits of DCFTA. Having lost many industrial
enterprises on Eastern part of Ukraine in 2014, it the similar year the export to Russia and EU
relating to many industrial products was more than 50%. Currently it is very difficult to
predict consequences and results in future of DCFTA implementation in Ukraine. During the
2014-2015 Ukraine is losing its technological industrial export potential since it was aimed
mainly to Russia. Main Ukrainian exports to the EU are raw materials (iron, steel, mining
products, agricultural products), chemical products and machinery).

Visegrad Countries developed the mechanisms of government-to-business cooperation
during their EU accession process. The experience of Visegrad Countries showed that without
strong internal position the effective implementation of DCFTA will be impossible. Currently
all four members of the Visegrad Group are high income countries with a very high Human
Development Index. The results of the GDP dynamics of the Visegrad Group are indicated
that GDP of these countries is continuing to increase
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VY craTTi mpoaHanizoBaHO 0COOIMBOCTI peaizallii J0roBopy Mpo MOTIHOJIEHY i BCEOXOIUTIOIOTY 30HY
BinbHOT TopriBui (DCFTA) B Vkpaini. Y Xoxi HocmikeHHs OyJi0 BHSBICHO, IO YIIOBUIBHEHHS
peanizauii DCFTA, y mepmry uepry, moB'si3aHO 3 BICBKOBUM HPOTHUCTOSHHAM Ha Cxomi YkpaiHu i
MIOTiPIICHHSIM MaKpOEKOHOMIYHOI cuTyanii. BusHadueHo, mo mMakpoekoHoMiuHi Quykryarii B Ykpaini B
20142015 B ymoBax cmaay peanpbHoro BBII, 3HMXCHHS NPHBATHOTO CIIOKWUBAHHS, 30UIBIICHHS
JIepKaBHOTO OOpry, 3pOCTAaHHA CIIOKWBYOI iHQUIALIT 1 AeBaibBamii Kypcy TpUBHI HE IO3BOJITIOTH
oTpuMaru 3HayHi mepeBarn Bing peamizanii DCFTA. Brpata mpomwucnoBux mignpueMctB CxinHol
VYxpainu B 2014 pomi 3yMOBIIIO 3HMKEHHSI €KCTIOPTY MPOMHUCIIOBOT MPOIYKIi1l (HapHKiIan, TyOUITbHAX
Ta (apOyBabHUX CKCTPAKTiB, MIHCPAJIBHOTO TajKMBa, MIHEPAJBHOTO MAacCla, OJIMHOTO HACIHHS 1
3epHOBUX B €C; MiHEpaIbHOTO NaNMBa, 3aJi3HUYHHUX/TPaMBAaliHUX JIOKOMOTHBIB, SJIEPHUX PEAKTOPIB,
KOTJIB, €JIeKTPUIHUX MalIMHH Ta obnmagHaHHA B Pociro) ma 50%, sk B Pociiiceky ®enepariiro, Tak 1 B
kpainn €C. Y nmaHuii yac Baxko mepeabauyuTd Hachiaku i pesynptaté peanmisanii DCFTA B YkpaiHi.
HocBin xpain Bumerpancekoi rpymu mokasaB, mo 0e3 CHIBHOI BHYTPIIIHBOI MO3HWIII, peanizaiis
DCFTA 6yne HemoxiBa. Y CTaTTi BCTAaHOBJICHO, 10 KpaiHW Buierpajachkol rpynd, B Hepuly 4epry,
PO3pOOMIIH MEeXaHi3M CIiBIpali i MATPUMKH ypsii-0i3Hec mig Jac iX mporecy eBpoiHTerparii.

Knwouosi crosa: yroma, eKCIOpPT, BiTbHA TOPTIBIA, IMIOPT, IHTETpamis, MaKpOEKOHOMiuHA
GuykTyaris.
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B crarbe mNpOaHAIM3MPOBAaHO OCOOEHHOCTH pEalH3allii JOroBOpa Mpo YIIIYOJIEHHYIO W
BceoObeMuTtonyto 30Hy cBobonguoi ToproBmun (DCFTA) B Vkpamne. B xome mccrnemoBanmst ObLIO
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BBISIBIIEHO, uTO 3amemnenue peanuszauun DCFTA, B mnepBylo odepenb, CBS3aHO C BOEHHBIM
IIPOTUBOCTOSTHUEM Ha BocToke YKpawHBI M yXyIIIEHUs] MAaKpOIKOHOMHYECKOH cuTyanuu. OnpezeneHo,
YTO MaKpOdKOHOMHYeckHe (iykryanuu B Yipanne B 2014-2015 B ycnoBusix cmaga peansHoro BBII,
CHIDKEHHE YacTHOTO HOTPEOJICHUs, yBEJIMUYEHHE TOCYJapCTBEHHOIO JIOJITa, pOCTa MOTPEOHTENbCKON
UHQIANY ¥ AeBaTbBallMU Kypca TPUBHBI HE MO3BOJIIET NOIYYUTh 3HAUUTENbHBIE NMPEUMYILIECTBA OT
peamm3auun DCFTA. Ilotepst mpoMmblnuleHHBIX mnpeanpustuii Bocrounoit Ykpaunsl B 2014 romy
00yCIIOBHJIO CHIDKEHHE SKCIIOPTA MPOMBIIUICHHOH MPOXYKIMU (HarmpuMep, AyOUIbHBIE MU KpacsaInue
9KCTPAKThl, MHHEpaIbHOE TOIUIMBO, MHHEpaJbHBIC Macila, MaclIWYHble ceMeHa U 3epHOBHe B EC;
MHHEPaJIBHOTO TOILINBA, JKEJIE3HOJOPOKHBIX/TPaMBaiHEIX JIOKOMOTHBOB, SIEPHBIX PEaKTOPOB, KOTIIOB,
o0opyIoBaHKe, DICKTPUUECKHEC MalIMHBI U oOopymoBanue B Poccuto) Ha 50%, kak B Poccuiickyro
Oeneparmio, Tak U B crpansl EC. B Hacrosimiee BpeMsi 3aTpyIHHUTENBHO MPEACKa3aTh IMOCICACTBHS U
pe3ynbraTel peamm3aimid DCFTA B Ykpaune. OnbiT cTpad Brimerpaackoil rpymisl mokasai, 4to 0e3
CHWIIFHOH BHyTpeHHe# no3unmy, peanusanusi DCFTA Oyner HeBo3MoxkHa. B craThe nmpoaHanu3upoBaHo,
YTO CTpaHbI BrImerpajackoil rpymmnel, B MEPBYI0 ouepens, pa3paboTaad MEXaHHU3M COTPYAHHYECTBA U
TIOJJIEP>KKH MIPaBUTEIBCTBO-OM3HEC BO BpeMsI UX Tporiecca BeTymuienust B EC.

Knuloueeble  cnosa:  cornallleHHe, OBKCIOPT, CBOOOAHAs TOPrOBII, HMIIOPT, HHTErparus,
MaKpOIKOHOMUYECKash (PIyKTyamus.
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