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PRIORITY FORMATS OF TRADE INTEGRATION OF COUNTRIES
Abstract. The study is devoted to the problem of trade integration of countries, in the
context of globalization, the development of foreign trade is one of the main factors in the
competitiveness of the national economy. Partnership with the EU is strategic for Ukraine. The aim
of the study is to reveal the key characteristics and manifestations of the asymmetric development
of trade integration of Ukraine and the EU and to identify priority areas of trade and economic
cooperation. The object of the study is the process of trade integration of countries on the example
of Ukraine with the EU. Methods, measures and tools of trade and economic cooperation between
Ukraine and the EU in the context of integration are the subject of the study. The study is devoted to
the characteristics of the partnership between Ukraine and the European Union in the context of the
Deep and Comprehensive Free Trade Area (DCFTA), which came into force on September 1, 2017
and is part of the Association Agreement. The dynamics of indicators of Ukraine’s economy
development and foreign trade sphere is quantitatively estimated. An analysis of relations between
Ukraine and the EU was conducted and it was concluded that the EU is a priority partner of
Ukraine, as on average 42% of Ukraine’s goods and services are exported to Europe in recent years.
The existing asymmetries of trade and economic integration of Ukraine and the EU, which are
manifested in technological disproportion, raw material exports from Ukraine and high-tech
imports, a negative balance and the constant growth of the negative trade balance of Ukraine are
pointed out. To assess the effectiveness of Ukraine’s trade policy measures in terms of the DCFTA,
a gravity model was built, which allowed to state that bilateral trade between the EU and Ukraine is
more elastic than the dynamics of economic growth of EU GDP and less elastic than the dynamics
of Ukraine’s GDP. The study confirmed that the DCFTA between Ukraine and the EU has already
significantly affected the growth of trade turnover between these countries. The main integration
opportunities and threats of cooperation between Ukraine and the EU have been identified. The
main tools of trade integration are highlighted and the priority goals of trade integration of countries
are identified in our study of Ukraine and the EU.
Keywords: trade integration, trade policy, DCFTA, FTA, globalization, international trade.
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MPIOPUTETHI ®OPMATH TOPI'OBEJIBHOI IHTET PALILI KPATH

AHoTanist. J{ocaiUKeHHsT IPUCBSAYEHO NMpoOIeMi TOProBeibHOI iHTerpauii kpaiH. B ymoBax
rino0amizamii pPO3BUTOK 30BHIINIHBOTOPrOBENbHOI cdepu € OJHMM 3 TOJOBHUX YHHHUKIB
KOHKYPEHTOCIIPOMOXKHOCTI ~HalllOHAIbHOI ekoHoMiku. [IlaptHepctBo 3 €C gna  VYkpainu €
CTpaTeriyHuM. MeTta JOCHIKEHHS — PO3KPUTHU KIIHOYOBI XapaKTEPUCTHKH 1 IPOSIBU aCUMETPUYHOTO
PO3BUTKY TOProBesbHOI iHTerpanii Ykpainu i €C Ta BU3HAYUTH NPIOPUTETHI HANPSIMH TOPTOBEIBHO-
€KOHOMIYHOr0 CHiBpOOITHUITBA KpaiH. O0’€KTOM IOCIIIKEHHS € MPOLIEC TOProBeIbHOI IHTErpaii
KpaiH Ha npukinaai Ykpainu 3 €C. [IpeanmeroM AOCHiIKEHHS BUCTYNAIOTh METOIM, 3aXOIU Ta
IHCTPYMEHTH TOPrOBEJIbHO-€KOHOMIUHOTO CcriBpoOITHUITBA YKpaiHu 3 €C y KOHTEKCTI 1HTerparii.
JlocniKeHHsT TPUCBSIUEHO XapaKTEepUCTULIl HapTHepcTBa YkKpaiHu Ta €Bpomeiicbkoro Coro3y B
KOHTEKCTI MOrIMOJIeHo1 Ta BceocshkHOI 30HH BUTbHOT Toprieii (IIB3BT), sika HaOyna YMHHOCTI Bix
1 BepecHs 2017 poky 1 € yacTuHOIO YT0au Mpo acorriaiito. KiTbKiCHO OIIHEHO TUHAMIKy TTOKa3HUKIB
PO3BUTKY €KOHOMIKM YKpaiHH Ta 30BHIIIHBOTOProBeNbHOI cdepu. [IpoBeneHo anHami3 BiIHOCHH
VYkpainu ta €C 1 3p00JIeHO BUCHOBOK Mpo Te, 1m0 €C € MpiopUTEeTHUM NapTHEPOM Y KpaiHH, aJiKe B
cepeTHbOMY 3a OCTaHHI POKH 42 % ToBapiB 1 mocayr YKpaiHa ie Ha eKcropT B €Bporry.

3’sicOBaHO HAasBHI aCHUMETPii TOPTrOBEJIbHO-EKOHOMIYHOI iHTerpamii Ykpainum ta €C, 1o
NPOSIBIISIIOTECS B TEXHOJIOTIUHINA AMCIPONOPIIHHOCTI, CHPOBUHHOMY €KCHOPTI 3 YKpaiHu Ta
BHCOKOTEXHOJIOTITYHOMY IMIIOPTi, HETATUBHOMY CaJlbJI0 Ta B MOCTIHHOMY 3pOCTaHHI HEraTMBHOIO
TOProBeNILHOTO OanmaHcy YkpaiHu. /{7 OMIHKM €QEKTUBHOCTI 3aXOMiB TOPTOBEIHHOI MOJITUKH
VYkpaiau B ymoBax [IB3BT moOymnoBaHo rpaBiTamiifHy MOJIEb, SKa Jaia 3MOTY CTBEP/KYBaTH, 10
JBOCTOPOHHIH ToBapooOir Mixk €C Ta YKpaiHOIO € OLIbII €TaCTUYHUM BiJ] TUHAMIKH €KOHOMIYHOTO
3poctanus BBIT €C i menm enactuaanm Bin auHamiku BBIT Yipainu. JlocaimkeHHs TiATBEPAIO,
mo Yrona npo IIB3BT mix Ykpainoto ta €C yxe 3HaYHO BIUIMHYJIA Ha 3POCTaHHS TOBApOOOIry
MDK MMM KpaiHamu. [neHTudiKoBaHO OCHOBHI 1HTETpaIliiiHi MOXKJIMBOCTI Ta 3arpo3d CITIBIpaIIli
Vkpainn i €C. BuokpemieHO OCHOBHI IHCTPYMEHTH TOPTOBENIBHOI iHTEerpamii Ta BU3HAYEHO
MPIOPUTETHI LTI TOPTrOBEIBHOI IHTETpallii KpaiH, y HaroMy JAociikeHHi — Ykpainu ta €C.

KarouoBi cjoBa: ToproBenpHa iHTerpaiisi, ToproenbHa momituka, [IB3BT, 3BT,
riio0asi3altis, Mi>KHapOIHa TOPTiBJIA.

®opmyi: 2; puc.: 1; Tabdmn.: 4; 6161.: 19.

Introduction. Given the intensification of integration processes, the development of the
foreign trade sphere is one of the main factors in the competitiveness of the national economy.
During the systemic transformation of the national economy there are changes in foreign trade.
Their consequences have different effects on the state of economic security. Therefore, the analysis
of existing trends, transformations and prospects in the field of foreign trade is an important aspect
for making the right management decisions at the micro and macro levels and the implementation
of well-grounded changes in economic trade and economic policy.
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Analysis of research and problem statement. Various aspects of the problems of trade
integration of countries are reflected in the works of such scholars as: L. Antoniuk, P. Bosh,
Dzh. Bkhahvati, D. Irvin, T. Kalchenko, P. Kruhman, D. Lukianenko, Dzh. Pyhman, R. Pomftret,
A. Poruchnyk, V. Sidenko, P. Smit, Ya. Stoliarchuk, E. Khelpman, M. Khart-Landsberh,
A. Filipenko, O. Shvydanenko and others. The works of I. Burakovskiy, V. Heits, O. Holovachova,
M. Emerson, T. Zinchuk, O. Ostashko, S. Kvasha, 1. Klymenko, T. Melnyk, V. Movchan,
N. Karasova, V. Chuzhykova and others have studied the issues of threats and opportunities of
Ukraine-EU cooperation. Trade and economic cooperation between Ukraine and the EU have
undergone a long period of formation, and a historical journey proves that the transition of the
system to a qualitatively new stage of development is accompanied by transformations. The trade
integration provides new opportunities for the development of national economies, but at the same
time deepens the existing asymmetries, so constant monitoring and analysis are required.

Unsolved aspect of the problem. To assess the effectiveness of trade integration of Ukraine
and the EU in terms of the DCFTA and build a gravitational model that will assess the factors
influencing bilateral trade turnover between countries.

The purpose of the article. The purpose of the study is to reveal the key characteristics and
manifestations of the asymmetric development of trade integration of Ukraine and the EU and to
identify priority areas of trade and economic cooperation.

Research results. The current state of development of globalization of trade processes poses
to Ukraine a number of tasks related to the active search for new sources of economic
competitiveness and the creation of new economic unions and ties to accelerate the modernization
of the national economy. At present, Ukraine’s foreign trade and the choice of its directions directly
depend on the socio-economic situation of the national economy as a whole, as well as on the
government’s foreign economic policy. According to data [1] there was created Table 1, which lists
the main indicators that characterize the development of Ukraine’s economy in 2014—2018. Their
analysis allows to state a slow growth of Ukraine’s economy.

Table 1
Dynamics of indicators of economic development of Ukraine
Key indicators Years
National accounts 2014 2015 2016 2017 2018
GDP, UAH billion 1567 1979 2 385 2 983 3483
GDP, real,% 93,4 90,2 102,4 102,5 103,0
Consumption, real, % 93,8 84,8 102,0 107,1 103,5
Gross fixed capital formation, real, % 76 90,8 120,4 118,2 114,0
Industry and agriculture
Industrial production, real, % 89,9 87 102,8 100,4 101,7
Agricultural production, real, % 102,2 95,2 106,3 97,3 108,0
Foreign economic activity
Exports of goods and services, % 85,7 73,0 96,4 116,6 108,6
Imports of goods and services, % 72,9 70,7 103,7 123,6 1143
Balance, million dollars 3356,2 3 828,2 541,6 -2 501,1 -5 826,1
Direct investment, million dollars USA 299 3012 3268 2593 2 300
Source: [1].

The economy of Ukraine throughout the study period tended to grow in terms of real and
nominal GDP. However, this growth occasionally turns into a decline. Compared to the countries of
Europe, in particular Poland, the countries of Central Europe and the Baltics, the countries of the
Eurozone and the EU in general, the growth of Ukraine is insignificant, there is a growing
disadvantage. The slow pace of Ukraine’s economic development is generally of internal character,
as it concerns events in the East, rising inflation, rising NBU discount rates, low investment
attractiveness of national enterprises, growing foreign debt, obsolete transport infrastructure, weak
economic dynamics and so on.

The study is devoted to the characteristics of the partnership between Ukraine and the
European Union in the context of the Deep and Comprehensive Free Trade Area (DCFTA), which
came into force on September 1, 2017 and is part of the Association Agreement. In recent years, the
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list of Ukraine’s trade partners includes more than 200 countries. The European Union is
increasingly proving itself as a strategic partner of Ukraine, as Ukraine exports 44% of goods and
services to the EU. However, Russia is still in the lead, which for many decades remains one of
Ukraine’s main trading partners, even despite the sanctions and fighting in Donbass [1, 2].

Due to the lag effect of trade and economic integration of Ukraine and the EU, there is an
asymmetry of trade, which is manifested in technological disproportion, raw material exports from
Ukraine and high-tech imports, negative balance, limited access of Ukrainian business to the
European market [3—7]. In the Table 2 shows the dynamics of imports and exports, the trade
balance of the EU and Ukraine in 1991—2018. Obviously, the asymmetry is manifested in the
constant growth of the negative trade balance of Ukraine, which requires a study of the influence of
the Ukraine’s trade policy with the EU and the importance of free trade zone since 2016. Regarding
trade in services with EU countries, in Ukraine in 2016—2018 there is a significant excess of
exports of services over imports.

Table 2
Dynamics of foreign trade of Ukraine and the EU
Year
Country 1991 | 2000 | 2005 | 2014 | 2015 | 2016 | 2017 | 2018
Exports of goods and services, billion dollars
EU 19522 3004,8 5078,6 8 042,9 7212,0 7269,6 | 79345 8 689,7
Ukraine 20,2 19,5 41,9 64,9 47,9 46,0 53,9 59,1
Imports of goods and services, billion dollars
EU 19743 2975,6 4957,1 7 493,0 6 646,3 66852 | 73126 8 051,9
Ukraine 18,5 17,9 41,7 69,6 50,3 52,5 62,5 70,4
Trade balance, billion dollars
EU -22,1 29,2 121,6 549,9 565,7 5844 6219 637,8
Ukraine 1,7 1,6 0,3 -4,7 -2,4 -6,5 -8,6 -11,2
Source: [1].

The commodity structure of Ukraine’s foreign trade with the EU is dominated by exports of
cereals, ie raw materials, which accounts for 11% of exports in 2018, seeds and oilseeds (5.8%),
ready for use food products are 4.5%, mineral products (13.4%), including ores, slag and ash,
mineral fuels, oil and its products, wood and wood products (5.2%), base metals and articles from
them (22%), including ferrous metals 18,4%, machinery, equipment and mechanisms; electrical
equipment (14.2%), including electric machines (11.8%).

The structure of imports with EU countries is dominated by finished food products (6.2%),
mineral products (14.1%), mineral fuels; oil and oil products (13.8%), products of chemical and
type-bound industries (17.3%), pharmaceutical products (6.1%), polymeric materials, plastics and
plastic products (7.3%), machinery, equipment and mechanisms; electrical equipment (22.1%). It
should be noted the main aspects of the asymmetry of the Association Agreement, including:
political, legal, economic, aspects of the movement of capital and labor, respectively. In general, the
agreement with the EU is seen as a chance to significantly reduce the negative impact of the shadow
sector in Ukraine’s economy [17].

It is safe to say that a deep and comprehensive free trade zone within the framework of the
Association Agreement between Ukraine and the European Union is effective. It is already obvious
that the European Union has become Ukraine’s number one trading partner. This can be confirmed by
analyzing the statistics. Against the background of complicated relations with Russia and the
continuing downward trend in exports to Russia — in the first year of the Agreement, the share of the
northeastern neighbor in total Ukrainian exports fell to 9.9%, the EU’s share of total exports over the
same period amounted to 37.1%, and for the first quarter of the second year of the Agreement,
compared to the corresponding period of the first year, increased by another 24.5%. That is, the
results of the DCFTA are obvious today. At the same time, there are skeptical groups of people [8;
19]. The main argument of the opponents of the DCFTA is the non-comformity of Ukrainian
companies’ products with EU standards and, as a result, the inability to compete and export goods to
European markets, expecting European products to capture some segments of the Ukrainian market.
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The DCFTA is called the most ambitious bilateral agreement the EU has ever concluded.
First, the DCFTA allows for the freedom to conduct entrepreneurial activities. Of course, this
requires first of all establishing a system of legislation in Ukraine in accordance with European
legislation, because so far the shortlist of areas where entrepreneurial activities are allowed in the
European Union comprises only financial, telecommunication and postal services [9]. But in line
with how Ukraine will harmonize its regulatory framework with the European one, the list of areas
that will be granted access to the EU market will expand. This should be a new challenge, a new
impulse for regional companies, which have not been able to fully realize their potential due to
difficult access to markets, differences in legal frameworks, bureaucracy, and so on. Second, the
DCFTA allows for mutual access to public purchases. Legal harmonization will create suitable
conditions for Ukrainian companies to participate in government contractual works, as well as allow
them to provide services and conduct tenders at the EU level on terms identical to those which
European companies have. There is a chance to optimize the system of government agencies and
enterprises, improve their functions and reduce costs.

To assess the effectiveness of the use of the potential of economic cooperation between
countries, the most common econometric model is the gravity model [5, 10]. This model was first
proposed by J. Tinbergen in 1962 [11]. The author suggested that there is a relationship between
trade turnover of countries and the size of their economies and showed this relationship in the form
of an equation:

mSmP
Fig= G;—?j‘gij, (1)
where F; ; — trade between countries i and j,

M{S Ml.ﬁ — gross domestic product of countries 1 and j,
dfj — factor of trade costs, including logistics costs,

&j all other factors that affect turnover, but are not included in the equation,

a, f, 6 — constants (model parameters).

Theoretical substantiation of this model was carried out by economists D. Eaton and S.
Kortum, D. Bergstrand, E. Helpman and P. Krugman, D. Anderson and E. van Winkup, etc., the
gravity equation as a result became one of the most stable and the most reliable empirical patterns
in the economy and remains relevant for a long time. The main idea of this model is based on
Newton’s law of universal gravitation, but in it the mass of the Earth was replaced by the GDP of
partner countries. That is, trade between the two countries is directly proportional to the size of their
economies and inversely proportional to the distance between them. The gravity model has become
widespread, is frequently used in economics and has received many possible interpretations. In
particular, in logarithmic form, the equation of gravity looks like this:

A distinctive feature of this model is the possibility of adding qualitative variables, such as
the affiliation of countries to a particular integration group, the signing of a free trade agreement
between countries, etc.

In order to estimate the parameters of this model, the collected statistical data of Ukraine
and the EU for the period 1996—2018 were used. The indicators of M; and M; were taken as the
GDP of Ukraine and the GDP of the EU, respectively. To measure the distance between countries in
the selected model different indicators are used depending on the objectives and the research base.
This can be both a geographical distance and, for example, the actual cost of goods transportation.
In this case, the world year-average oil prices were taken as an indicator of D;j, because their
fluctuations affect the cost of transportation, and therefore can be used to analyze trade turnover. To
show how countries’ trade is affected by the EU-Ukraine Free Trade Agreement, we use the
DUMMY variable. DUMMY is 0 until 2015 and 1 since 2016. Such values of this variable are
explained by the change in trade terms after the signing of the Free Trade Agreement. The data are
grouped and given in table 3, which is on the next page.
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Table 3
Basic initial data for building a gravity model for goods
Ukraine’s GDP, EU GDP, billion Qil price, USD / per

Years TT min. USD. billion dollars dollars barrel
1996 894,1 45 9840 20,65

1997 1.099,4 50 9288 19,09
1998 1192,5 42 9 607 12,71

1999 1 .089,9 32 9591 17,8

2000 1149,0 31 8910 28,27
2001 11814 38 9013 24,42
2002 1369,0 42 9 828 24,96
2003 1 698,9 50 11 960 28,85
2004 24590 65 13 809 38,3

2005 3067,9 86 14 443 54,43

2006 4071,6 108 15409 65,39
2007 55879 143 17 811 72,69
2008 7972,8 180 19 164 97,63
2009 6073,6 117 17 127 61,86
2010 61234 136 17 010 79,63
2011 6905,0 163 18 374 110,93
2012 73914 176 17 317 111,96
2013 8 407,7 183 18 053 108,85
2014 71404 134 18 669 98,93
2015 5678,0 91 16 446 52,37
2016 5426,5 93 16 551 44,04
2017 5985,2 112 17 350 54,39
2018 7 335,7 131 18 756 71,07

Source: [1; 2].

As a result of calculations, the equation of Tinbergen’s gravity model is obtained, which
describes the dynamics of Ukraine’s foreign trade turnover with the EU for the period 1996—2018:
In In(F;;) = —10.35 4 0.2251 In In(M;) + 1.7186 In In(M;) + 0.2674 In In(D;;)
+ 0.1546DUMMY;;.

The results of the regression analysis confirmed the hypothesis that there is a direct relation
between the foreign trade turnover of the partner countries and their gross domestic product and a
direct correlation between the foreign trade turnover and transportation costs. Testing the model by
F-test showed that the model is statistically significant (7Table 4).

Table 4
The main results of building a gravity model
Regressive statistics
R is the coefficient of determination 0,976992091
Multiple R 0,971879222
Standard error 0,137104189
Number of observations 23
ANOVA
df SS MS F
Regression 4 14,367 3,591 191,087
Leftovers 18 0,338 0,018
In general 22 14,706
Model parameters Standard error t Statistics P-value

Intercept -10,350 3,2375 -3,1969 0,0049

In In(M;) 0,2251 0,2083 1,0806 0,2941

In In(M;) 1,7186 0,4222 4,0705 0,0007

In in(Dy;) 0,26739 0,1479 1,8074 0,0874

DUMMY;; 0,1545 0,1043 1,4813 0,1558

Source: calculated by the authors.
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The economic interpretation of this model allows us to state that if the EU GDP increases by
1 US dollar, bilateral trade will increase by 1.7186 US dollars; if Ukraine’s GDP increases by $ 1.
US, foreign trade turnover will increase by 0.2251 US dollars; increase in oil prices by $ 1 US
dollar is expressed in an increase in turnover by 0.26739 US dollars; The implementation of the
Free Trade Agreement, in turn, increases foreign trade turnover by $ 0.1545US dollars for each
dollar of foreign trade turnover. The determination coefficient is close to 1, so it approximates the
data well and shows a significant level of explanation of the cause-effect relationships of the
proposed model. For the visual demonstration, the total turnover (TT) of Ukraine and the EU in
1996—2018 was modeled (Fig. 1).
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Fig. 1. Actual and simulated values of foreign trade turnover of goods of Ukraine and
the EU, million USD USA

Source: calculated by the authors [2].

Thus, the EU economy is undergoing constant change, as is the economy of any country in
the world, and the dynamics of the macroeconomic situation in the region is quite rapid. On the one
hand, it is highly dependent on changes in the global economic situation, and on the other hand, the
state of the EU economy shapes the situation in other markets around the world [12; 18]. Modeling
the degree of impact of crisis phenomena in the economy of the EU or Ukraine on bilateral trade
and economic relations, in turn, revealed the significance of each of them. In our case, it was found
that the bilateral trade between the EU and Ukraine is more elastic than the dynamics of economic
growth of the EU GDP and less elastic than the dynamics of Ukraine’s GDP. The study confirmed
that the FTZ between Ukraine and the EU has already significantly affected the growth of trade
between the countries.

The study identifies priority goals for trade integration, focusing on innovation and SMART
specialization, creating a favorable business climate and sustainable development of industries with
high economic potential, as well as those that generate new jobs. This, in turn, should also stimulate
the reform of state-owned enterprises. Emphasis is placed on the development of the vocational and
technical training sector in order to improve the skills of workers needed for small and medium
business development, increase the competitiveness of the Ukrainian economy, trade
intellectualization [13], modernization of services and industry, and regional and local development.
Efforts are also aimed at developing a skilled workforce, exporting high-quality products and
improving employment opportunities for young people. In addition, the taken measures are aimed at
facilitating access to markets, diversifying access to finance outside the banking sector and
supporting consumer protection [14].

The main tools for improving trade and economic cooperation, in particular by the EU, are
also highlighted. These include lobbying by the European Union for first-priority reforms in
Ukraine, encouraging cooperation between different groups through diplomacy, supporting the
development of small and medium-sized enterprises (SMEs), and so on. One of the EU’s effective
tools is also the Action Plan. The current Action Plan is a strategic planning tool for the period from
January 1, 2018 to December 31, 2021. Its aim is to support reforms aimed at bringing Ukrainian
legislation, institutions and practices in line with European standards in the field of human rights,
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the rule of law and democracy, thus contributing to the country’s efforts to fulfill its obligations as a
member state of the Council of Europe.

In order to promote the implementation of the goals of trade and economic cooperation
between Ukraine and the EU, priority aspects have been identified for their maximum
implementation. In particular, Ukraine should support the existing EU4Business initiative and
motivate businesses to join it; intensify its activities within the framework of the Eastern
Partnership policy, strengthen cooperation in such sectors as energy, trade, digital economy,
customs and security, actively develop spheres of investment, research and innovation, intellectual
property, etc. [16]. It is the reorientation of the national economy to high-tech production and a
radical reform of existing obstacles and shortcomings in the legislation that will give fresh impetus
to the Ukrainian economy and open wide opportunities for European integration.

Ukraine is interested in mediating by the EU and its individual member states in resolving
conflicts on Ukrainian territory, as well as in the general development of the EU’s ability to
participate constructively in strengthening regional security, preventing and resolving international
and internal conflicts. Partnership with the European Union is also important for Ukraine with due
regard to its democratic future. A strong Ukraine with stable state institutions and a stable
democracy is in the long-term interests of the EU, and realizing this potential for cooperation is also
considered a priority task of Ukrainian European policy.

Conclusions. Bilateral trade between the EU and Ukraine is more elastic than the dynamics of
economic growth of the EU GDP and less elastic than the dynamics of Ukraine’s GDP. The study
confirmed that the DCFTA between Ukraine and the EU has already significantly affected the growth
of trade turnover between the countries. Ukraine’s foreign tradeis characterized by an excessive share
of primary commodities and a low level of intellectualization of trade relations, which marginalize its
role in the development of the world economy. Currently, there is a gradual convergence of regional
models of Ukraine and the EU. In particular, during 2016—2018 there was an increase in exports to
the EU, as well as an increase in imports. During 2018, the basis of visible imports from EU countries
comprised products of the machine-building, pharmaceutical, chemical and fuel industries. At the
same time, exports of services to the EU in 2018 increased compared to the same period last year by
12% and imports — by 10, 8%, which indicates an increase in trade turnover between Ukraine and
the EU and can not but signal a significant improving of the situation.

Agreements within the framework of the Free Trade Area with the EU create a number of
advantages and threats, as the mechanism of realizing the potential of the free trade zone between
Ukraine and the EU will promote deepening trade integration and access of national producers to
one of the highest margin markets; formation of value-added chains within the framework of
Ukraine-EU DCFTA; attracting investment for the creation and modernization of production
facilities; horizontal, concentric and conglomerate diversification; improving energy efficiency and
re-equipment; providing consumers with quality and affordable imports; entrance of national
businesses into third country markets.

Using the gravity model of international trade helps to show how certain factors that affect it
can increase international trade flows between countries and characterize the degree of potential
trade flows between trading partner countries in terms of choosing a regional trade bloc. After
analyzing this gravity model, we can draw certain conclusions. At this stage, it is most profitable for
Ukraine to conduct trade operations with those EU countries that have common borders with it or
are not located at a great distance, as well as have a linguistic affinity. Poland, Hungary, Slovakia,
Lithuania and some others are among such countries. Namely Poland, Germany, Italy, Spain and
the Netherlands are Ukraine’s main trading partners. Deepening relations, expanding mutual access
to markets, investment and trade development are mutually beneficial both for these countries and
for Ukraine. Whereas the Balkan states and Ukraine have an unrealized potential for cooperation in
the areas of security and economic cooperation. The countries of Central and Eastern Europe have
common interests with Ukraine in a wide range of aspects, as well as European countries of the
Black Sea region. Deepening cooperation with them in the long run can make a significant
contribution to strengthening regional security.
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It is reasonable to identify the following main priority vectors for the protection and
realization of Ukraine’s national economic interests in cooperation with the EU: full
implementation of the provisions of the Association Agreement, as well as EU directives and
requirements; guaranteeing and complying with conditions for improving the level of
competitiveness of the national economy; rational conduct of Ukraine’s export policy towards the
EU, without of the existing specific needs and requirements of the European market; ambition for
and, as a result of the formation of export-import balance, the availability of a positive foreign trade
surplus; special attention to the development of international scientific, technical and industrial
cooperation with the EU; acceleration and strengthening control over the work on legal
harmonization of Ukrainian legislation with long-standing European and international standards in
accordance with the Association Agreement; planned-out and effective use of credit funds and
financial assistance provided by the EU, in particular to combat the existing problems of Ukraine’s
balance of payments, complete but gradual economic reforms, modernization of production,
transition to energy-saving technologies, investment and development of knowledge-intensive and
high-tech industries.
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