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Background. The competitive positions of countries and their companies largely depend on the
nature of participation in international economic interaction. It has been proven that countries with
high levels of economic development are benefiting from foreign trade through liberalization.
However, itremains debatable how much positive expectations identified in trade liberalization theory
can be putinto practice in economically peripheral countries.

The fundamental scientific basis for studying the correlation of economic openness in the context
of the impact on economic growth, including ambiguous and contradictory impact of trade
liberalization, have been studied by various scholars. However, since antagonists of trade
liberalization theory often do not fully understand all the positive effects of its application, research
in this area is relevant.

The goal of this study is to analyze the development and foundations of trade liberalization theory,
as well as to compare projections of the effects of trade liberalization between Ukraine and the EU
under the terms of the Deep and Comprehensive Free Trade Area (DCFTA) and the practical realities.

The main results of the research. International trade theory provides explanations for the impact
of international trade and the distribution of the gains from trade and particularly trade liberalisation
through preferential trade agreements. Classical trade theory supports free trade and advocates
against tariffs and restrictions. The assumptions behind the classical trade theory are the following:
Completely free trade; no subsidies, tariffs, or commercial restrictions; Frictionless inter-sectoral
transfer of labour. However these assumptions do not hold in the real world and gives rise to the
debate on the conditions under which free trade provides Gains from Trade.

In the Heckscher-Ohlin model of trade, each nation’'s comparative advantage is traced to its
particular endowments of different factors of production: that is, basic inputs such as land, labour,
and capital. Since the costs of these inputs in each country will depend on their availability, differences
in factor endowments across countries will create differences in comparative advantage. Each
country will tend to exportitems whose production requires intensive use of the factors with which it
is abundantly endowed relative to other nations; conversely, each country willimport goods whose
production requires intensive use of factors that are relatively scarce. Therefore, countries well
endowed with land, like Australia and Canada, and indeed Ukraine, are thus expected to export
agricultural products (e.g., wheat and wool), while importing products thatrequire the intensive use
of labour (e.g., textiles and footwear).

The article emphasized that Classical theory and Heckscher-Ohlin theory is further developed by
the factor price equalization theory, by Paul A. Samuelson. Economic theory of equalization of factors
and prices implies that free trade should lead to trends in the equalization of income, capital and
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The example of graphical models illustrates what to expect in an economy that can move from
protection to free trade. It has been shown that this will lead to a netincrease in welfare. This made
it possible to formulate a scientific understanding of why trade theory supports trade liberalization
through preferential trade agreements, such as the DCFTA between the EU and Ukraine. The results
of this agreement, as shown by the systematization of short— and long-term expectations, should
be toincrease trade, more effective allocation of resources, equalise wages and stimulate economic
growth. According to forecasts, six sectors in Ukraine were expected to generate additional increases
in Exports to the EU of over 20% net. However, we stressed that Ukrainian business entities will only
gain access to the domestic marketif European standards are established and technical regulations
are complied with. At the same time, the cost ofimplementation of EU standards and retrofitting of
production should be compensated by the flow of European investment which is going to stimulate
restructuring and retrofitting of companies, facilitate new businesses and, as the result, increase
the state’revenues.

Our personal research has revealed that with 4 years of data since the effective application of
DCFTA provisions on Ukraine's exports to the EU, it shows that Ukraine's exports have not significantly
improved under the DCFTA. This runs contrary to both the EU and Ukrainian policy objective of the
DCFTA as well as traditional economic theory.

Conclusions. According to the traditional economic theory, trade liberalization brings not only
traditional "static gains” from specialization, but also the adoption of new technologies and skills,
leading to "dynamic gains” from trade — to higher productivity. But in the case of the practical
implementation of the DCFTA on Ukraine's exports to the EU, the opposite consequences were found.
It is noted that the results obtained during this study can be used for further research towards
optimizing the processes of liberalization and upholding national economic interests in the context
of the objective growth of world trade. Our data can also be used to find the real reasons that did not
allow the country to benefit from the implementation of the DCFTA, as well as to develop measures to
eliminate or minimize the negative effects.

lMocTaHoBka npo6nemu. KOHKYpPeHTHI No3uLii KpaiH 3Ha4YHOIO0 MiPOIO 3anexXaTb Bif xapakTepy y4acTi
y Mi>kHapOAHI eKOHOMIYHIN B3aemogii. JoBeaeHo, Lo KpaiHU 3 BUCOKUM PiBHEM €KOHOMIYHOIro po3-
BUTKY OTPUMYIOTb BUro4y Bif 30BHILLHbOT TOPriBni wnaxom nibepanisauii. OgHaK 3anuuaeTbcs auc-
KYCIiliHUM, HAaCKisIbKu NO3UTUBHI OYiKyBaHHSI, BU3Ha4YeHi B Teopii nibepani3zayii Toprieni, MoxHa pea-
ni3yBaTv Ha NpakKTULi B EKOHOMIYHO nepugepinHnx kpaiHax.

lMpo6nemaTuky BBy eKOHOMIiYHOT BiAKPUTOCTI KpaiH Ha eKOHOMIYHe 3POCTaHHS, Yy T.4. HEOA4HO-
3Hay4Hi Hacnigku nibepanizayii 30BHILLHLOT TOPriBsi BUBYanu pi3Hi HaykoBui. MpoTe, ockinbkn aHTa-
roHicTv Teopii nibepanisauvii TOpriesi 4acTo He NOBHICTIO PO3yMilOTb yCi NO3UTUBHI Hacligky ii 3ac-
TOCYBaHHS, AOCIA)XXEHHS Y LibOMY HanpsiMi € aKktyasiibHUMU.

MeTa uboro gocnigxkeHHs1 — MPOBECTUN aHaJli3 PO3BUTKY Ta KJIIOYOBUX MOJI0XEHb Teopii ni6epani-
3auyii Toprieni, a Takox 3icTaBUTU NPOrHo3u WoAo0 edekTie nibepaniszayii Topriesi Mmixxk YkpaiHoto Ta
€C B ymoBax nor/mbsieHoi Ta BCeoxornio4oi 30Hu BinbHOT Toprieni (MB3BT) Ta npakTuyHi peanii.

OcHoBHi pe3ynbTatyn gocnigxeHHs. Teopist MixxHapoaHOi TOPriBJi 4a€ NOSACHEeHHS BIVIUBY MiXKHa-
poAHoi Toprieni Ta po3noaginy npuobyTKy Big TOoprieni, 3okpema ni6epanizayii Toprieni 3a gonomororo
ninbroeux roprosux yroa. KnacunyHa reopist Toprisni nigTpuMye BinlbHY TOPriB/itoO i BACTYNae rnpoTu
Tapungis Ta oomexxeHb. lNpunyLeHHIMN K1acu4dHOT Teopii TopriBii € Taki: NOBHICTIO BislbHa TOpriBns;
BigcyTHicTb cyocugiii, Tapngis abo komepLiliHnx o6MeXxxeHb; MiXXCEKTOPHa nepesaya poboyoi cunn
6e3 Tepta. OgHak yi npunyweHHs He MaloThb MicLje B peasibHOMY CBITi i TOPOAXYIOTb AUCKYCIlO LLLOAO
HeobXifHOCTI BifIbHOT TOPriBJli 3 METOI0 OTPUMAaHHS NPNOYTKY Bif TOPriBAi.

lMpoinmocTpoBaHo, Wwo y moaei toprisni Xekwepa-0niHa nopiBHSAJIbHa nepeBara KO)XXHOi Hauii npo-
CTEXYETbCS y BJIACHUX 00CSIrax pisHnx ¢pakTopie BUPOOHULTBA: TOOTO OCHOBHUX PECYPCIB, sIK-OT: 3eM-
N9, Npausa Ta kanitan, sski BAKOPUCTOBYIOTbCS B Pi3HUX MPOMNOPLisX Y BUPOOHULTBI pi3HUX TOBapiB Ta
nocnyrn. Ockinbkn BUTpPaTy Ha Ui BK1aAeHHSI B KOXHIV KpaiHi 3anexaTtumyTb Bif ix AOCTYNHOCTI,
BIAMIHHOCTI y pakTOpHUX poHAAaX Yy PiSHUX KpaiHax CTBOPIOBATUMYTb BiAMIHHOCTI B NOPIBHSI/IbHIN
nepeBasi. KoxxHa kpaiHa nparHe ekcrnoprtyeaTu ToBapu, BUPOOGHULITBO IKUX BUMArae iHTeHCUBHOIro
BUKOPUCTaHHS paKTopiB, SIKUMUN BOHA HaZjifleHa B MOPIBHSIHHI 3 iHLUNUMU KpaiHaMu; HaBrnaku, KOXXHa
KkpaiHa iMnopTyBaTume ToBapu, BUPOOHULTBO IKUX NOTPEOYE iHTEHCUBHOIO BUKOPUCTaHHS paKTopiB,
siKi € BigHOCHO aediunTtHumn. Tomy kpaiHn, HagineHi aemnelo, sik-ot: ABcTpanis ta Kanapga, i cnpaBgi
YkpaiHa, o4ikyloTb eKCcriopTy CizibCbKOrocrnogapcbkoi npoaykuii (Hanpuknaa, niueHuli Ta BOBHU),
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BOAHOYacC iMNOPTYIOTb NPOAYKLII0, iIka NoTpebye iHTeHCUBHOro BUKOPUCTaHHSI pob6o4oi cunu (Ha-
npuknaa, TeKCTusb Ta B3YTTSl).

HaronoweHo, wjo knacu4yHa Teopisi Ta Teopis Xexkwepa-0niHa 6ysn 4ONOBHEHi Ta pO3BUHEHI 3aB-
Ak Teopii BUpiBHIOBaHHS1 pakTopHux UiH . CamyenbcoHa. EkoHOMiYHa Teopisi BupiBHIOBaHHS ¢ak-
TOpiB i 4iH nepeaba4ae, L0 BinbHAa TOPriBass NOBUHHA NPUBECTU A0 TeHAEeHLUiVi BUPiBHIOBaHHS Nnpu-
OyTKYy, KaniTany Ta po6040i cunn B pi3HUX KpaiHax.

Ha npuknapgi rpagiyHnx mogeneii npoinocTpoBaHO, HA LLO BapTO O4YiKyBaTy B €KOHOMILi, Ika MOXe
nepewTy Big 3axmucTy 4o BiNbHOI TOPriBni — Ao Yncroro npupocty nob6pobyry. Lie nano amory cgpop-
MOJIIOBaTU HayKOBe NOCHEHHS TOro, YoMy Teopisi Toprieni nigTrpumye nibepanisauito Toprieni 3a go-
MOMOrolo Nisibroeux Toproeux yroAd, sik-ot: NIB3BT mixx €C Ta YkpaiHoto. SIk cBig4nTb NnpoBeaeHa cu-
cTemMarTun3auisi KOpOTKO— Ta AOBroCcTPOKOBUX O4iKyBaHb, Pe3y/ibTaToOM Uieiyrogn Mae cratm 36isbLueH-
HSI TOPriBni, epeKTUBHILUNI pO3rogin pecypciB, BUPiBHIOBaHHS 3apO0IiTHOT n1aTvn Ta CTUMYJIIOBaHHS
©KOHOMIYHOro 3pocTtaHHsl. HaBegeHo nNporHo3un, BignoBifgHO A0 SIKUX LUICTb CEKTOPIiB eKOHOMIKN YK-
paiHu BXxe y KOPOTKOCTPOKOBOMY riepioai Mmasn o6ymMoBuTu goaartkose 36inbLUueHHs1 ekcriopTy Ao EC
HanoHag 20%. BogHo4Yac HarosioLeHo, WO YKpaiHCbKi Cyd €KTV rocrnogapioBaHHs OTPUMAIOTh [OC-
Tyn A0 BHYTPILWHbOIo puHKyY €C, akujo OyayTb BCTaAaHOBJIEHi eBponeiicbKi cTaHgapTy Ta 4OTPUMaHI
TexHi4Hi pernameHTn. BogHo4ac BUTpaTtv Ha BnpoBaa)XeHHs cTaHaapTie €EC Ta nepeoCHaleHHSs BU-
POOGHMLTBa NOBUHHI KOMINEHCYBaTUCSs NOTOKOM €BPOMNerCbKNX iHBeCTULIN, siki 0yAyTb CTUMYJIIOBaTU
PecTpPyKTypu3auilo Ta MogepHi3aLito KoMnaHini, cnpusTi HOBOMYy Oi3Hecy Ta, sIK pe3y/bTar, 30inbLuy-
BaTn aoxoau Aepixasu.

3a gaHumu BnacHux gocnimxkeHb 6ys10 BUSBJIEHO, LLLO TPOTSAIrOM YOTUPbOX POKIB 3 MOMEHTY e ek-
TUBHOIO 3aCcTOCyBaHHsI nosioxxeHb NMB3BT wono ekcriopty Ykpainn go €C, ekcnopt YkpaiHn He CcyT-
TEBO Nokpawymecs B pamkax MMB3BT. OcTtaHHE cynepe4YyunTs sk NoAiTUYHIN uini €C, Tak i ykpaiHCcbKi
nonituui MB3BT, a Tako)X TpaanLuiriHii eKOHOMIYHIN Teopii.

BucHoOBKM Ta nepcrnekTuBy rnoaasbLUnNX [OCAigKeHb. 3rigHo 3 TpaauLiiHOI0 eKOHOMIYHOIO TeOo-
pieto nibepanizavis Topriesi NOBUHHa NPUHOCUTY KpaiHaMm He nuwie TpaauuiviHi "ctaTtnyHi Burogn”
Big cnieuiani3auii, ane  "AnMHaMidHi" Yepe3 NPUAHSATTA HOBUX TEXHOJIOr i Ta pO3BUTOK HOBUX HaBU-
40K, LLJO 0OYMOB/IIOIOTh NiABULLEHHS NPoAyKTUBHOCTI. lpoTe y Bunaaky sanposagkeHHss MB3BT wono
ekcnopTty YkpaiHn go €C 6ynun BusBeHi Hacnigku, Lo cynepe4YaTtb Teopii. 3a3Ha4eHo, Lo pe3y/ib-
TaTv, oTPUMaHi B Xo4i LibOro A0oCNiA)XXeHHs, MOXYTb OyTyU BUKOPUCTaHI 4151 No[asibLUNX HaYKOBUX IMO-
wiykiB y HanpsiMi onTumisauii npouecis nibepanizauii Ta BigcTolOBaHHS HaLiOHaIbHUX eKOHOMIYHUX
iHTepeciB B yMoBax 06 '€eKTUBHOIO 3pOCTaHHS CBITOBOT TOPriBi. Lje TakoX Moyxe cTaTy nigrpyHTTam
AJ151 1o 4asibLLOrO MoLyKy peasyibHUX NPpUYuH, siki He 403BOJIAIOTb KpaiHi otpumaTu Buronv Big NB3BT,
a TaKoX po3pobku 3axoniB oo iX yCyHeHHs1 a60 MiHimi3aLii HeraTuBHUX HacnigKiB.

Key words: trade liberalization, the Deep and Comprehensive Free Trade Area, economic growth, tariffs, exports,
preferential trade agreements.

KnrowoBi cnoBa: nibepanizauis mopeiBnai, nozaubaeHa ma Bceoxonsowda 30Ha BineHoi mopeaiBni, ekoHomidHe
3pocmarHs, mapughu, ekcnopm, nine2oBi mopeoBesbHi y2o0u.

BACKGROUND

through liberalization. However, it remains debatable how

At all stages of economic development, the state has
used and continues to use measures of trade policy to
ensure a balance between the interests of national
producers and global market development trends. The
competitive positions of countries and their companies
largely depend on the nature of participation in
international economic interaction.

Research findings on the impact of the external
component on economic growth suggest that the positive
impact of foreign trade and its liberalization on economic
growth is currently dominant. Discussions on foreign trade
liberalization tendencies are part of the problem, which
has a contradictory impact on the economic development
of free cross-border movement of goods, capital and labor.

It has been proven that countries with high levels of
economic development are benefiting from foreign trade

much positive expectations identified in trade
liberalization theory can be put into practice in eco-
nomically peripheral countries.

ANALYSIS OF RECENT RESEARCH
AND PUBLICATIONS

The fundamental scientific basis for studying the
correlation of economic openness in the context of the impact
on economic growth is the publications of such scientists as
M. Clemens, J. Williamson [1], D. Dollar, A. Kraay [2; 3],
S. Edwards [4], J. Sachs and A. Warner [5] and others.
The consequences of foreign trade liberalization, including
ambiguous and contradictory ones, have been analyzed in
the publications of E. Choudri, D. Hakura [6], G. Duhinets,
V. Tronko [7], J. Francois, M. Manchin [8], J. Nugent [9],
D. Rodrick [10] and others [11—16].
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The antagonists of trade liberalization theory, in our
view, often do not fully understand all the positive
consequences of putting it into practice. At the same time,
in practice, entrepreneurs may not be aware of how they
can reap the benefits of trade liberalization. Therefore,
the issues of clear coverage of the principles of
liberalization and growth theory, as well as the study of
various aspects of the application of trade liberalization
in practice, are relevant today.

The goal of our study is to analyze the development
and foundations of trade liberalization theory, as well as
to compare projections of the effects of trade libera-
lization between Ukraine and the EU under the terms of
the Deep and Comprehensive Free Trade Area (DCFTA)
and practical realities.

To achieve this goal, we will use the following methods:
comparison, systematization, induction and deduction,
critical analysis, modeling, etc. Information base of the
research is scientific publications, results of own obser-
vations and researches.

THE MAIN RESULTS OF THE RESEARCH

International trade theory provides explanations for
the impact of international trade and the distribution of
the gains from trade and particularly trade liberalisation
through preferential trade agreements.

Classical trade theory [17] supports free trade and
advocates against tariffs and restrictions. Free trade is
defined as the exchange in international markets that is
not regulated or restricted by government actions.
Classical theory asserts that there will be benefit and a
net gain from international trade. According to the
Ricardian models the gains from trade result through the
optimum uses of available resources so that the national
output is greater, and this raises the level of social welfare
(static gains). The assumptions behind the classical trade
theory are (i) Completely free trade; (ii) no subsidies,
tariffs, or commercial restrictions; (iii) Frictionless inter-
sectoral transfer of labour, that labour can move from
sector to another interchangeably. However these
assumptions do not hold in the real world and gives rise to
the debate on the need for free trade in order to obtain
Gains from Trade.

Accordingly, moving from a closed economy to free
trade (which can result from preferential trade agreements)
produce substantial economic gains because trading
countries benefit from specialisation and more efficient
resource allocation. In addition, many believe that trade
not only brings these traditional "static gains" from
specialization, but also the adoption of new technologies
and skills, leading to higher productivity — the so-called
"dynamic gains" from trade.

Classical Trade Theory therefore favours free, or freer
trade, and advocates against tariffs and restrictions.
Classical Theory purports that principles of gains from
trade and that the overall benefit of trade is positive.
According to the Ricardian models the gains from trade
result through the optimum uses of available resources so
that the national output is greater, and this raises the level
of social welfare (static gains).

Arefinement of Ricardo's basic model is the Heckscher
/ Ohlin theory [18]. A condition of trade between two

countries is that the countries’ differ with respect to the
availability of the factors of production. They differ if one
country, for example, has many machines (capital) but few
workers, while another country has a lot of workers but
few machines. According to the Heckscher-Ohlin theory,
acountry specialises in the production of goods that it is
particularly suited to produce. Countries in which capital
is abundant and workers are few, therefore, specialise in
production of goods that, in particular, require capital.
Specialisation in production and trade between countries
generates, according to this theory, a higher standard-of-
living for the countries involved.

According to Heckscher / Ohlin, the comparative
advantages of different countries and the related patterns
of trade that go with them can be explained by examining
the differences in access to production factors in different
countries. That is, countries rich in natural resources export
raw materials. Countries with plenty of labour but little
capital tend to export labour-intensive goods and import
capital-intensive products.

In the Heckscher-Ohlin model of trade, each nation's
comparative advantage is traced to its particular endowments
of different factors of production: that is, basic inputs such
as land, labour, and capital that are used in different
proportions in the production of different goods and services.
Since the costs of these inputs in each country will depend
on their availability, differences in factor endowments across
countries will create differences in comparative advantage.
Each country will tend to export items whose production
requires intensive use of the factors with which it is
abundantly endowed relative to other nations; conversely,
each country will import goods whose production requires
intensive use of factors that are relatively scarce.

Therefore, countries well endowed with land, like
Australia and Canada, and indeed Ukraine, are thus
expected to export agricultural products (e.g., wheat and
wool), while importing products that require the intensive
use of labour (e.g., textiles and footwear) from more
labour-abundant economies like China and India. This
explains whilst advanced economies of Europe, Japan, and
the United States, well endowed with capital relative to
the rest of the world, export capital-intensive products
(e.g. automobiles and pharmaceuticals), while importing
labour-intensive goods from less-developed trading
partners where supplies of capital are scarce compared
to supplies of labour.

The Heckscher-Onhlin theory says that two countries
trade goods with each other (and thereby achieve greater
economic welfare), if the following assumptions hold:

— The major factors of production, namely labour and
capital, are not available in the same proportion in both
countries.

— The two goods produced either require relatively
more capital or relatively more labour.

— Labour and capital do not move between the two
countries.

— There are no costs associated with transporting
the goods between countries.

— The citizens of the two trading countries have the
same needs.

Classical theory and Heckscher-Onhlin theory is further
developed by the factor price equalization theory, by Paul
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Fig. 1. Gains from Trade (classical theory)

Source: [17; 18].

A. Samuelson [18] which states that the relative prices
for two identical factors of production in the same market
will eventually equal each other because of competition.
The price for each single factor need not become equal,
but relative factors will. Whichever factor receives the
lowest price before two countries integrate economically
and effectively become one market will therefore tend to
become more expensive relative to other factors in the
economy, while those with the highest price will tend to
become cheaper.

An often-cited example of factor price equalization is
wages. When two countries enter a free trade agreement,
wages for identical jobs in both countries tend to approach
each other. After the North American Free Trade
Agreement was signed, for instance, unskilled labour
wages gradually fellin the United States, and at the same
time they gradually rose in Mexico. The same force has
applied more recently to the various countries of the
European Union during enlargement.

The economic theory of factor-price equalization
predicts that free trade should tend to equalize the returns
to capital and labour across countries. For example, to the
extent that the United States s rich in capital, and relatively
lacking in labour power, returns to capital are theorized
to be relatively low and returns to labour relatively high, in
the absence of trade. (The logic of this is that a scarce
factor willcommand a higher return — higher demand for
afactor, relative to available supplies, increases the price
that must be paid for it.) Since factor endowments in
Bangladesh are the opposite, capital investments there
would be expected to receive high returns in the absence
of trade, while workers receive low wages compared to
thosein the U.S.

Once the two countries start to trade, however, the
demand for capital in the United States should rise
(because the country now has a larger market for selling
its capital-intensive goods), increasing the return on
investments there. The demand for labour, however, will
fall, since the U.S. now imports labour-intensive goods
from Bangladesh. Meanwhile, the demand for labour in
Bangladesh should rise (because it now exports labour-
intensive goods), putting upwards pressure on wages in
that country, while returns to capital there fall. According
to this theory, in a (hypothetical) world of perfectly free
trade, we would expect wages to eventually converge, so
that workers in the United States and Bangladesh would

be paid about the same. Returns to capital investments
would also be equalized. The absence of this phenomenon
is aresult of barriers to trade such tariffs but a free trade
agreement will start this equalisation process.

The Stolper-Samuelson theorem then states that trade
benefits those who own the factors of production with
which the economy is relatively well endowed and trade
hurts owners of scarce factors. The reasoning is
straightforward: by encouraging specialization in each
economy in export-oriented types of production, trade
increases the demand for locally abundant factors (and bids
up the earnings of those who own those factors), while
reducing demand for locally scarce factors (and lowering
the earnings of owners of such factors).

The "specific factors" model allows that it can be quite
costly to move some factors of production between
different sectors in the economy. That is, different types
of land, labour skills, and capital equipment often have a
very limited or specific use (or range of uses) to which
they can be put when it comes to making products. In the
specific factors model, the real incomes of different
individuals are tied very closely to the fortunes of the
particular industries in which they make their living.
Individuals employed or invested in export industries
benefit from trade according to this model, while those
who are attached to import-competing industries are
harmed.

In the advanced economies of Europe and the United
States, the implication is that owners and employees in
export-oriented industries like aerospace, pharma-
ceuticals, computer software, construction equipment, and
financial services, should be much more supportive of trade
than their counterparts in, say, the steel, textiles, and
footwear industries, which face intense pressure from
import competition. There is much evidence supporting
these predictions in the real world of trade politics.

The leading research on the political economy of trade
now routinely assumes that the specific factors approach
is the most appropriate way to think about trade policy
preferences, at least in the contemporary context in the
advanced economies, but in many historical contexts as
well (in which factors of production could not move easily
between different sectors within economies).

The demand curve represents the amount of the good
that consumers are willing to buy at each price (fig. 1). If
the market price turns out to be Pe the shaded area
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Fig. 2. Benefits of tariff liberalisation *

Source: [17; 18].

represents the total "surplus” value that
consumers received in buying units of the

Table 1. Predicted Impact of DCFTA on Ukraine's Exports to EU *

good at a price below what they were
prepared to pay for them.

The supply curve shows the amount
producers are willing to supply at each

price. If the market price is Pe the shaded
area represents the total value producers
received for selling the units of the good
at a price higher than the price they were

prepared to sell for them. Therefore,

trade liberalisation (for example) within
a free trade agreement has the following

benefit.
Now consider an economy that can
shift from protection to free trade. The

Aggregate
Impact Timeframe
Author(s) Date Method of estimation (Ukraine’s .
for impact
exports to
EU)
Berden, Koen & Smakman, 2007 | Computable General +6.4% 1 year
Floor & Wymenga, Paul. [20] equilibrium (CGE) model
Sidenko, Volodymyr [21] 2007 | Computable General +15% Short Term
equilibrium (CGE) model
Movchan, Veronika & Giucci, |2011 | Computable General +6.3% Immediate
Ricardo [22] equilibrium (CGE) model
Institute for Economic 2014 | Computable General +9.9% Immediate
Research and Policy equilibrium (CGE) model
Consulting [23]
Kravchuk, Alexander & 2016 | GTAP Computable +1% 1 year
Popovych, Zakhar [24] General equilibrium
(CGE) model

local market price for the good would fall
from Pe to the world price Pw (with the
removal of a tariff of size Pe-Pw). Local producers lose
the amount A, government tariff revenues decline by C,
but total gains from consumers amount to A+B+C+D.
There is thus a net welfare gain of B+D for the economy.
Consumers could compensate producers fully for their lost
surplus, and make up the lost government revenues, and
there would still be efficiency gains left over.

Trade Theory therefore supports liberalisation of trade
through preferential trade agreements such as the DCFTA
between the EU and Ukraine. The result of this agreement
therefore, should be to increase trade, more effective
allocation of resources, equalise wages and stimulate
economic growth.

In the case of the Ukraine-EU AA /DCFTA, several
authors developed Computable General equilibrium (CGE)
models, ex ante to predict the impact and it was in total,
expected to have a positive impact on trade as shown in
table 1.

In the short term (specified in one study as being within
one year of implementation of the agreement), there were
arange of predictions on impact of between 1 and 15%

Source: * Composed by the author on the results of various sources analysis.

increase in trade due to the AA /DCFTA,; that is, averaging
predictions, a 7.7% increase to Ukraine's trade with the
EU due to the agreement and in addition to that which
would have been expected ceteris paribus, over and above
any underlying growth trend.

Many other studies assessing the impact of the AA/
DCFTA also predicted (without quantifying) a positive
impact of the AA/DCFTA [11—14; 24—26] and others
[15; 16] simply refer to previous models (mostly Berden
et al (2007) [19]) as this was funded by the European
Commission) to back up their own qualitative analysis.

The most comprehensive modelling of the predicted
sector impact on Ukraine's exports to EU is given in Berden
et al (2007) [19]. It details impact based on 3 scenarios:
no agreement with EU (called WTO terms but actually
means GSP); Scenario 1 with comprehensive tariff
coverage and; Scenario 2 with less ambitious agreement.
Since the actual agreement between Ukraine and EU is
comprehensive, below in table 2 the results of WTO and
Scenario 1are given. To estimate the predicted impact of
the AA /DCFTA on specific sectors (net), the WTO terms
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Table 2. Predicted Impact of the Ukraine's Exports theactual impacts of the EU

to EU by Sector *

v

s unilateral market opening
to Ukrainein 2014".

Other studies such as Usenko (2007) [25] attempts
to assess the impact of the DCFTA on specific sectors
such as mechanical engineering, chemicals and light
industry but this study simply examines the provisions

and theoretical positive and negative effects on
respective industries without assessing more closely

competitiveness, capacity or any other factors. However,

it concludes on balance a positive impact "Ukrainian

business entities will gain access to the domestic market

if European standards are established and technical

regulations are complied with. At the same time, the cost

of implementation of EU standards and retrofitting of

production should be compensated by the flow of

European investment which is going to stimulate

restructuring and retrofitting of companies, facilitate

new businesses and, as the result, increase revenues to

the state budget". Moreover, the analysis and

conclusions could apply to any sector and it is unclear

why these specific sectors were highlighted.

Short- Long-term
WTO terms term Tmpact
Sectors ]()»\(/:1;}};):; Iznp_a}?t (with
wit
DCFTA) | PCFTA)
Bovine cattle, sheep and goats, +21% +33% +34%
horse meat products
Vegetable oils and fats +17% +41% +43%
Dairy products +9% +20% +21%
Processed rice, Sugar +8% +9% +10%
Food products nec +7% +28% +29%
Beverages and tobacco +6% +12% +13%
Textiles 0 +53% +59%
Wearing apparel +35% +273% | +288%
Leather products +5% +34% +39%
Wood products, Paper products, +13% +31% +34%
publishing
Petroleum, coal products +3% +20% +22%
Chemical, rubber, plastic products | +2% +14% +16%
Mineral products nec +9 +53% +53%
Ferrous metals, Metals nec 0 +3% +4%
Metal products +2% +11% +12%
Motor vehicles and parts +9% +18% +20%
Transport equipment +7% +11% +13%

Our personal research has revealed that with 4 years

Source: * Composed by the author.

should be subtracted from impact under DCFTA as WTO
terms shows the expected impact without the DCFTA.

When considering the sectors that were expected to
have the largest impact as a result of the DCFTA
preferences, six sectors were expected to generate
additional increases in Exports to the EU over 20% net
(short term impact with DCFTA less WTO terms without
DCFTA) in the short run:

— Wearing apparel (238%);

— Textiles (53%);

— Mineral products nec (44%);

— Leather products (29%);

— Vegetable oils and fats (24%);

— Food products nec (21%).

A further 5 sectors were also expected to increase
exports to the EU by over 10% net: wood and paper
products; petroleum and coal products; bovine cattle,
sheep and goats, horse meat products; chemical, rubber,
plastic products and; dairy products.

The long run impact of the DCFTA differed very little
from the short term as the models were based largely on
price effects on trade resulting from tariff liberalisation
and although some tariffs were expected (and actually did)
decline over the medium term, most were removed
immediately and therefore, most of the impact would be
seen only in the short term.

Kravchuk (2016) [23] also modelled the expected
increase in exports to the EU under the DCFTA at a sector
level stating "only the most competitive industries would
thrive" suggesting that the tariff preference effect of the
AA /DCFTA would not be significant except in the most
competitive sectors which may have increased exports
anyway. Kravchuk modelled Ukrainian exports
retrospectively and identified crop production (cereals and
oilseeds) as having the greatest potential with expected
growth of 22% followed by textiles and clothing at 18%.
No further sectors were presented. However, he
concludes, "This scenario has already been borne out by

of data since the effective application of DCFTA provisions
on Ukraine's exports to the EU, it shows that Ukraine's
exports have not significantly improved under the DCFTA.
Average EU imports from Ukraine in 2017 (smoothed 2015—

2017 to take account of annual anomalies) was € 13.8 billion,
compared with imports from Ukraine in 2013 (averaged

2011—2013) of € 14.1 billion. This shows that Ukraine's
exports are less post DCFTA than pre DCFTA. Moreover, the
average rate of smoothed annual growth in EU imports from
Ukraine was negative post DCFTA -0.4% perannum (2014—
2017) compared with+10.0% growth in the same time-period
prior to DCFTA (2010—2013).

This runs contrary to both the EU and Ukrainian policy
objective of the DCFTA as well as traditional economic
theory that states that with the removal of tariffs, trade
between the two parties should increase due to
specialisation in areas of comparative advantage. It
therefore would have been expected that Ukraine's exports
to the EU (measured by the EU as imports from Ukraine)
should have increased post DCFTA.

CONCLUSIONS

According to the traditional economic theory, moving
from a closed economy to free trade produce substantial
economic gains because trading countries benefit from
specialisation and more efficient resource allocation. Trade
liberalization brings not only traditional "static gains" from
specialization, but also the adoption of new technologies
and skills, leading to "dynamic gains" from trade — to
higher productivity.

Our study shows that in the theory and practice of
economically developed countries the transition from
protection to free trade can provide a net increase in
welfare. This also clarifies why we should support trade
liberalization through preferential trade agreements such
as EU-Ukraine DCFTA. Forecasts of the positive
consequences of trade liberalization between Ukraine and
the EU under the DCFTA in the short and long terms also
confirm this. But in the case of the practical implementation
of the DCFTA on Ukraine's exports to the EU, the opposite
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consequences were found. This runs contrary to traditional
economic theory and to both the EU and Ukrainian policy
objective of the DCFTA.

We believe that the results obtained during our study
can be used for further research towards optimizing the
processes of liberalization and upholding national
economic interests in the context of the objective growth
of world trade. Our data can also be used to find the real
reasons that did not allow the country to benefit from the
implementation of the DCFTA, as well as to develop
measures to eliminate or minimize the negative effects.
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