CBITOBA EKOHOMIKA TA MIXHAPOHI
BIJHOCUHU

UDC 339.5
JEL Classification: D41

METHODOLOGICAL APPROACH TO EVALUATING THE POTENTIAL OF UNDER-SERVED MARKETS
WITHIN THE FRAMEWORK OF CANADA-UKRAINE FREE TRADE AGREEMENT

©2019 SERPUKHOV M. YU.
UDC 339.5

JEL Classification: D41
Serpukhov M. Yu.

Methodological Approach to Evaluating the Potential of Under-Served Markets within the Framework
of Canada-Ukraine Free Trade Agreement

The article analyzes the state of mutual trade between Ukraine and Canada before and after their entering into Canada-Ukraine Free Trade Agreement. The results
of the operation of the free trade zone between Ukraine and Canada in terms of commodity groups and trade relations between the countries are analyzed. A study
of the import structure of Canada and the export opportunities of Ukraine is carried out. Using statistical data, the results of testing a methodological approach to
evaluating the potential of under-served markets within the framework of the Free Trade Agreement are presented. A methodological approach that allows to assess
different aspects of the impact of free trade on the country’s export activity is proposed and commodity items that have a potential for growth in the bilateral trade
are determined. Conclusions on the intensification of trade between the countries are drawn; proposals for improving the export structure of Ukraine are presented;
commodity groups due to which Ukrainian producers can increase a potential for export growth are identified.

Keywords: under-served markets, potential sales markets, exports, import substitution, trade barriers, protectionism, international trade, free trade agreement.

DOI: https://doi.org/10.32983/2222-0712-2019-3-5-10
Fig.: 3. Tabl.: 4. Bibl.: 9.

Serpukhov Maksym Yu. — Candidate of Sciences (Economics), Associate Professor of the Department of International Economics and Management FEA, Simon Kuz-
nets Kharkiv National University of Economics (9a Nauky Ave., Kharkiv, 61166, Ukraine)

E-mail: maximserpuhov@gmail.com

Y/IK 339.5
JEL Classification: D41
Cepnyxoe M. 10. MemoduyHuli nidxid do eusHaueHHA nomeHyiany
Hedomop208aHuUX pUHKie y pamkax Oii Y200u npo einbHy mopziento
mix Yepainoto ma KaHadoro

Y cmammi npoaHanizo8aHo cmaH 83aemHoi mopaiesni mix YxpaiHoto ma Ka-
Hadoto 00 i nicna ykNAOaHHA y200u NPO 30HY BinbHOI Mopaieni Mix KpaiHamu.
[Mpoaxanizosaro pe3ynsmamu dii 30Hu 8inbHOI mopeigni mix YkpaiHoto ma
Karadoto 30 mosapHUMU epynamu i aHAnNi30M Mop2oBesbHUX 36'A3Kie KPaiH.
[MposedeHo docnioxeHHs imnopmHoi cmpykmypu KaHadu ma ekcrnopmHux
moxcnusocmell YkpaiHu. Ha cmamucmuyHux 0aHux npedcmasseHo pesysb-
mamu anpobayii Memodu4Ho20 Nioxody 3 BU3HAYEHHS MoMeHyiasy Hedo-
MOp208aHUX PUHKi8 y pamkax Oii y200u npo 308HiWHK0 mopeignto. 3anpono-
HO8aHO MemoduYHu(i nioXio, Wo OYiHIOE Pi3Hi CMOPOHU 8MAUBY 30HU BislbHOI
mopeieni Ha ekcrnopmHy 0OianbHicMb KpaiHu ma 00380/18€ BU3HAYUMU
mop2o8enbHi no3uyji, AKi Marme nomeHyian 3pocmaxHs y d80CMOPOHHil
mopeieni. 3p0baeHo 8UCHOBKU BIOHOCHO GKMUBI3AYIi Mopaieni Mixc KpaiHamu
ma Ha0aHO npono3uyii 3 MOKPAWEHHS cmpyKmypu ekcriopmy YKpaiHu,
0 MAKOM BU3HAYEHO MOP20BEbHI 2pyNU, 30 AKUMU YKPAIHCLKI BUPOBHUKU
Malomb oMeHuyian 3pOCMaxHA eKcropmy.
Kntouoei cnoea: HeOomop208aHi PUHKU, MOMeHUiliHi puHKu 36ymy, ex-
crnopm, iMnopmo3amiujeHHs, mopeosensHi  6ap’epu, MPOMeEKYioHi3m,
MIiXCHaPOOHa mopeaiens, y200a npo sinbHy mopeaiento.
Puc.: 3. Tabn.: 4. bi6a.: 9.
Cepnyxoe Makcum [Opitiosuy — KaHOUOAM eKOHOMIYHUX HayK, 0oueHm
Kagedpu mixcHapoOHoi ekoHomiku ma meHedmmeHmy 3E[, Xapkiscokuli
HayioHanbHuli ekoHomiyHull yHisepcumem im. C. KysHeus (mpocn. Hayku,
9a, Xapkis, 61166, YkpaiHa)
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Cepnyxoe M. 0. Memoduueckuii nodxod K onpedeneHuto nomeHyuana
Hedomop208aHHbIX PbIHKO8 8 pamKax delicmaus CoenawieHus
0 c80600Holi mopzoene mexdy YkpauHoli u KaHadoli

B cmambe npoaHanu3upoBaHo COCMOAHUe 83aUMHOU Mopaoenu Mexoy
YkpauHol u KaHadoli 0o u mocne 3aKAK4eHUs co2nauweHus o 30He c80600-
Holi mopaoenu mexdy cmpaHamu. [poaHanu3uposaHs! pesynsmamel pabo-
mbl 30HbI c80600HOU mopaoanu mexdy YkpauHol u KarHadol no mosapHsim
2pynnam u aHanuzy mopeosbix cesseli cmpaH. posedeHo uccnedosaHue
umnopmHoli cmpykmypsl KaHadbl U SKCMOPMHbIX 803MOMHOCMel YKpaUHbI.
C ucnonb30eaHuemM cmamucmuyeckux OaHHbIX MpedcmasseHsl pesynbma-
mbl anpobayuu memooduyeckozo nodxoda Mo onpedeneHul0 NoOMeHyuana
Hedomop20B8aHHbIX PbIHKO8 8 PaMKax delicmeus coanaweHus o ce0b00HoU
mopeoerte. lpednosxeH memoduyeckuli no0xod, oueHUBarWUl pasnuyHble
CMOPOHbI 8AUAHUA C80600HOU MOP2087U HA IKCMOPMHYKO OeamensHOCMb
CmpaHel U no3gonAowull onpedenums mopzosble MO3UYUU, UMeroujue
nomeryuan pocma 8 08ycmopoHHeli mopzoase. COenaHbl 86180061 OMHO-
CUMeNbHO aKMUBU3AUUU mMop208aU MeXOy cmpaHamu u npedcmassneHsi
npednoxeHus Mo yay4weHurd CMpyKmypbl 3KCIopma YKpauHel, a makxe
onpedeseHsl Mop2osble 2pynnbl, MO KOMOPLIM YKPAUHCKUE Mpou3eooumenu
umerom MomeHyuas pocma akcnopma.

Kntouegble cno8a: HeAomopeo8aHHbie PbiHKU, TOMEHYUAbHbIE PbIHKU CObI-
ma, 3KCropm, UMNopMo3amelyeHue, mopaogble 6apbepbl, NPOMEKYUOHU3M,
MeXOyHapoOHas Mopeoess, coenawieHue o ceobo0Hol mopeoere.
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Under the conditions of intensification of integration
processes in the world economy, competition among
manufacturers gains a new meaning and takes new forms. On
the one hand, integration processes facilitate manufacturers’
easier access to external markets; on the other hand, they
intensify competition in home markets due to liberalization of
foreign competitors” access to these markets. The key issue to
be solved in regard to this process is evaluating the potential
of under-served markets of Ukraine’s trade partners, who
enter into a trade agreement with the country and facilitate
access of Ukrainian manufacturers to their markets, as well as
intensifying export activities of Ukraine in these markets [9].

Ukraine is gradually liberalizing its foreign trade activity.
It has entered into a number of free trade agreements, including
the Deep and Comprehensive Free Trade Area (DCFTA), which
is part of the Association Agreement between the EU and
Ukraine [1], and Canada-Ukraine Free Trade Agreement [2]. The
free trade zone with Canada opens access to 98 % of the Canadian
commodity market Ukrainian exporters. The Agreement
envisages the abolition of duties on import of certain agricultural
products (except for 108 tariff lines, access to which is granted
within quotas) as well as all industrial goods (except for light
motor vehicles, with the 7-year transition period of abolition
of the tariffs). Ukrainian exporters can supply commodities
included in the above-mentioned 108 agricultural product tariff
lines at a zero rate within the Canadian global quotas.

However, the issue of estimating the practical effect of
the Canada-Ukraine Free Trade Agreement and, regarding this,
evaluating the potential of under-served Canadian markets,
remains understudied.

The aim of the research is assessing the changes that have
occurred since the Canada-Ukraine Free Trade Agreement was
signed, and, based on the research findings, to evaluate the
potential of the under-served markets. The evaluation of the
potential of the under-served markets of Canada will provide
for focusing Ukrainian exporters’ efforts on the Canadian
market, which has an easier access as opposed to the markets
where they face fierce competition or which they are not able
to enter.

Theoretical findings of the investigation into the issues
related to free trade zones functioning are presented in works
of foreign and Ukrainian scientists and, among the most recent
ones, researches of the following economists are worth noting:

Alan V. Deardorff, Quy-Toan Do and A. A. Levchenko
considered the issue of trade policies, identification of
vulnerable industries in the framework of formation of trade
agreements [3].

E. D. Mansfield studied the problem of institutional
barriers through the prism of concluding preferential trade
agreements among individual countries, which, on the one
hand, contributes to revitalization of trade among the countries
participating in the agreement, and, on the other hand, creates
barriers to trade with other countries [4].

L. O. Shvorak carried out research on the structure of
Ukraine-Canada trade and trends in the trading relations
between the two countries, and, based on the findings of his
statistical study, made a conclusion on the possibilities provided
by this trade agreement [5].

A. Balezentis, O. Yatsenko conducted a research into
the content of trade agreements and evaluated their strengths
and threats as well as made a forecast of further trends in
the development of foreign trade between the countries —
signatories to a trade liberalization agreement [6].

The methodological approach of the research is based
on evaluating the potential of the under-served markets and
involves a successive analysis of the following blocks (Fig.1).

Estimation of mutual trade between the countries. The
changes following the entry into force of Canada-Ukraine Free
Trade Agreement are studied using the methods of comparison
and statistical evaluation. Figure 2 shows the trends in the
exports of Canada and Ukraine before and after their signing
the Free Trade Agreement.

As seen from Figure 2, Canada and Ukraine demonstrate
a gradual increase in the exports of goods after entering into
the free trade agreement. The upward trend is partly owing to
the effect of the Free Trade Agreement.

With regard to the fact that Ukraine and Canada have
considerably different trade volumes, more specifically, Canada’s
export volumes exceed those of Ukraine tenfold and its foreign
trade structure is more diversified, the intensification of the
countries’ export activity is a positive effect of the liberalization
of their internal markets.

In order to determine the impact of the Free Trade
Agreement on the export activity of Ukraine and Canada, it
is necessary to assess trends in the exports of both countries
participating in the Agreement (Fig. 3).

Estimation of commodity turnover
between the countries

Impact of the Agreement on export activity is determined

4

p
Estimation of mutual trade between
the countries by commodity items

e

Level of trade intensity by commodity items is determined

1§

Analysis of the Canada import
structure and its comparison with
the specialization of Ukraine

Potential of the under-served markets is determined

Fig. 1. Scheme of studying the potential of the under-served markets within the framework
of Canada-Ukraine Free Trade Agreement

Source: developed by the author
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Fig. 2. Trends in Ukraine and Canada Commodity Exports, 2014-2019 (up to September 2019)

Source: developed by the author based on [7]

As can be seen, in 2016, before entering into the Free
Trade Agreement, Canada had a considerable advantage
over Ukraine in export volumes, i.e., it exported much more
products to Ukraine than imported from it. In 2017, the Free
Trade Agreement came into effect; however, the analysis of the
trends in exports of the countries-participants to the Free Trade
Agreement shows that Canadian exports started declining
rapidly in contrast to the increasing Ukrainian exports.

It is incorrect to state that the abovementioned results
were obtained only due to the Agreement since, except for
liberalization of trade relations, a number of other factors
impact exports, namely: trade structure, specialization,
seasonality, market conjuncture, etc.

As regards trade partners and geographical trading
patterns of Canada and Ukraine, it is worth analyzing the
countries’ positions in terms of export volume.

Trade partnership. In 2018, among trade partners of
Ukraine, Canada took the 64t place in terms of export volumes,
with the volume of Ukraine’s export of USD78.14 mln; while
Ukraine ranked the 62"¢ among trade partners of Canada
with the volume of Canada’s export to Ukraine of USD169.8
mln, i.e., Ukraine has a negative trade balance of USD91.66

USD min

mln. Thus, Canada has considerable advantages in terms of
trade with Ukraine, which brings to the fore the issues of the
intensification of export activity and a more effective use of
opportunities provided by the Free Trade Agreement.

The findings of the research into the geographical pattern
of exports between Canada and Ukraine are given in Table 1.

As can be seen, the considerable geographical distance
between the countries and their different specialization explain
why the lists of their trade partners mostly do not coincide,
except for the markets of the countries included in the category
of the largest world markets.

The next stage of the methodological approach is the
estimation of mutual trade between the countries by commodity
items. The evaluation of the effect of the Free Trade Agreement
requires analyzing the changes that have occurred in Canada-
Ukraine trade.

It is worthwhile studying the structure of Ukraine’s
exports to Canada in order to evaluate the commodity structure
of exports. The results of the analysis are presented in Table 2.

As can be seen, the structure of exports of the Ukrainian
commodities to the Canadian market has only 2 product lines
with a relatively large export volume, which are iron and steel,

250
200
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2017 ' 2018 Year

—e— Canada Exports to Ukraine, USD min
=3 Ukraine Exports to Canada, USD min

Fig. 3. Export performance in the mutual trade between Canada and Ukraine, 2016-2018

Source: developed by the author based on [7-8]
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Table 1
Main Trade Partners of Ukraine and Canada by Export Category, 2018
Canada Exports By Country, USD Ukraine Exports By Country, USD
Ne | Value export Ne Value export
1 United States 337.81B 1 Russia 3.65B
2 China 21.34B 2 Poland 3.26B
3 United Kingdom 12.61B 3 Italy 2.63B
4 Japan 10.00B 4 Turkey 2.35B
5 Mexico 6.35B 5 Germany 2.21B
6 South Korea 4.53B 6 China 2.208
7 Netherlands 3.66B 7 India 2.18B
8 Germany 3.63B 8 Hungary 1.65B
9 India 3.31B 9 Netherlands 1.60B
10 Hong Kong 3.01B 10 Egypt 1.56B
62 | Ukraine 169.80M 64 | Canada 78.14M
Table 2 and copper. These goods are classified as raw materials and
Ukraine exports to Canada, 2018 significantly exceed other commodity groups in their volumes.
In general, the structure of Ukraine exports to the Canadian
Products Value . . . . .
market is characterized by a low-level diversification of
Iron and steel 52147M commodity groups and small export volumes. The majority of
Copper $14.54M commodity groups in Ukraine exports present raw materials
Tanning, dyeing extracts, tannins, " and semi-finished goods with a low added value. The analysis
derivatives, pigments 87.77 of the structure of Canadian exports to the Ukrainian market
Vegetable, fruit, nut food preparations $5.98M is given in Table 3.
Machinery, nuclear reactors, boilers $5.90M Table 3
Vehicles other than railway, tramway $4.82M .
Canada exports to Ukraine, 2018
Articles of iron or steel $2.46M
Wood and articles of wood, wood charcoal $1.93M Products Value
Toys, games, sports requisites $1.51M ! 2
. . Mineral fuels, oils, distillation products $67.39M
Animal, vegetable fats and oils, cleavage $1.37M
products : Fish, crustaceans, molluscs, aquatics invertebrates | $39.55M
Furniture, lighting signs, prefabricated £1.08M Machinery, nuclear reactors, boilers $15.35M
buildings ] Pharmaceutical products $10.74M
Ships, boats, and other floating structures $1.03M Vehicles other than railway, tramway $7.72M
Ceramic products $809.00K Commodities not specified according to kind $5.85M
Articles of apparel, knit or crocheted $676.01K Residues, wastes of food industry, animal fodder $4.25M
Glass and glassware $670.06K Electrical, electronic equipment $2.70M
Beverages, spirits and vinegar $501.41K Meat and edible meat offal $2.27M
Mineral fuels, oils, distillation products $421.15K Optical, photo, technical, medical apparatus $2.04M
Optical, photo, technical, medical apparatus $416.78K Aircraft, spacecraft $1.88M
Miscellaneous chemical products $407.50K Oil seed, oleagic fruits, grain, seed, fruits $1.56M
Cereal, flour, starch, milk preparations and $398.94K Products of animal origin $1.27M
products . . o
Essential oils, perfumes, cosmetics, toileteries $1.14M
Cocoa and cocoa preparations $329.50K ) )
" p I " -, Articles of iron or steel $797.20K
Milling products, malt, starches, inlin, wheat -
quter? P $319.34K Plastics §792.02K
Miscellaneous edible preparations $281.37K Arms and ammunition, parts and accessories $490.7K
Plastics $257.24K Aluminum 2478.75K
8 Mpo6rnemn ekoHomikm Ne 3 (41), 2019
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End tbl. 3 End tbl. 4
1 2 1 2 3
Edible vegetables and certain roots and tubers $459.23K Wood and articles of wood, wood 3080 14900
Edible fruits, nuts, peel of citrus fruit, melons $453.37K charcoal
Miscellaneous edible preparations $336.07K Cereal, ﬂf’”” starch, milk 3040 2683
: . preparations and products
Vegetable, fruit, nut food preparations $209.72K Miscellaneous edible preparations 2860 268.3
Inorganic chemicals, precious metal compound,
isotc?pe P P $195.32K Glass and glassware 2610 160.3
Rubbers $171.02K Miscellaneous articles of base metal 2580 148.8
Footwear, gaiters and the like, 2520 194.5
As seen from Table 3, Canada exports to Ukraine Copper 2500 139.7
6 commodity groups with a considerably laFgeF export volum.es Vegetable, fruit, nut food
compared to other product groups. The majority of commodity preparations 2350 1723
groups in Canadian exports are represented by finished - : -
products with a high added value, in contrast to the Ukrainian Tan.nln.g, dyel.ng extracts, tannins, 2340 1013
export. derivatives, pigments

The final block of the research covers the analysis of the
structure of Canada imports and its correlation with the export
specialization of Ukraine (Tbl. 4).

Table 4

Comparison of the structure of Canada imports and Ukraine
exports by the corresponding commodity groups, 2018

Canada Ukraine
Product imports, exports,
USD min. | USD min.
1 2 3
Machinery, nuclear reactors, boilers 68940 1720.0
Electrical, electronic equipment 44900 2930.0
Optical, photo, technical, medical 12580 1456
apparatus
Articles of iron or steel 10810 1110.0
Furniture, lighting signs,
prefabricated buildings 9340 6258
Pearls, precious stones, metals, coins 8760 62.4
Aircraft, spacecraft 8380 61.1
Iron and steel 7940 9940.0
Organic chemicals 6810 2296
Paper and paperboard, articles of 5670 4823
pulp, paper and board
Beverages, spirits and vinegar 5060 229.6
Edible fruits, nuts, peel of citrus fruit, 4790 2286
melons
Articles of apparel, not knit or 4590 4042
crocheted
Aluminum 4500 132.0
Toys, games, sports requisites 4460 115.0
Inorganic ch.emlcals, precious metal 4400 883.2
compound, isotope
Edible vegetables and certain roots 3130 235.7
and tubers

As can be seen from the comparing of the structure of
Canada imports and Ukraine exports by the corresponding
commodity groups, the biggest product categories imported by
Canada and related to the Ukrainian export specialization are:

*  Machinery, nuclear reactors, boilers;

* Electrical, electronic equipment;

* Optical, photo, technical, medical apparatus;

*  Articles of iron or steel;

*  Furniture, lighting signs, prefabricated buildings.

Canada imports a significant volume of these commodi-
ties while Ukraine provides the necessary export volumes only
in three categories, which testifies that the market for these
product categories is under-served.

Considering the correlation between the commodities
that have the largest share in Canada imports and the structure
of Ukraine exports, it can be asserted that Ukraine can cover
the demand of the Canadian economy for imported goods only
in three commodity groups:

* Iron and steel;

*  Wood and articles of wood, wood charcoal;

*  Articles of iron or steel.

As can be seen, these categories include raw materials
with a low added value. However, there is a considerable
potential for promoting other groups of commodities with
a higher added value, which must be further developed to
export these products to the Canadian market.

Therefore, having considered Canada-Ukraine Free
Trade Agreement and proceeding from the application of
the proposed methodological approach to the evaluation of
the potential of under-served markets within the framework
of Canada-Ukraine Free Trade Agreement, it is possible to
conclude the following:

* the analysis of the impact of the Free Trade Agree-
ment on the countries based on the results of its en-
try in force demonstrated an increase in the Ukraine
export volumes and decline in the Canada export
volumes;

* Canada is not the main trade partner of Ukraine as
well as the Canadian market is not one of the main
trade areas for Ukraine;

MNpo6rnemn ekoHomikm Ne 3 (41), 2019



CBiTOBa eKOHOMiKa Ta Mi>KHapOJHi BiiHOCUHU

* the structure of Ukraine export to Canada has a low
level of diversification and is dominated by raw mate-
rials with a low added value;

* the structure of Canada exports to Ukraine is much
stronger and the volumes of exported commodities
is larger. Ukraine imports products with a high added
value from Canada and demonstrates a negative bal-
ance of trade.

Having applied the approach of comparing the structure
of Canadian imports with the Ukrainian export capacity,
commodity items that are in demand on the Canadian market
were identified. The markets for these categories of products
are characterized as “under-served markets’, i.e., the ones in
which Ukraine must develop its specialization and can increase
its commodity exports to the Canadian market. This refers, in
particular, to commodity items with a high added value.

In general, Ukraine’s entering into Canada-Ukraine Free
Trade Agreement has a positive effect for our country. Further
efforts of Ukraine should be aimed at the intensification of
its export activity and a more effective use of opportunities
provided by the Free Trade Agreement.
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