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Abstract. Broadening the scope of economic interests, together with the involvement of the
strategic partner to resolve security issues, brings the dialogue between Ukraine and Turkey to a
new level. This intensified negotiations on the establishment of a free trade area and the
implementation of joint projects in the defense industry, cultural and humanitarian spheres. Thus,
the study of priority areas of cooperation between Ukraine and Turkey in the Black Sea region for
the effective realization of Ukraine’s geostrategic interests is becoming topical. The purpose of the
article is to study the peculiarities of the economic partnership between Ukraine and Turkey, to
calculate the impact and to determine the advantages and prospects of a deeper bilateral trade
liberalization. The methodology is based on assessment of export specialization; the
characterization of the relative advantages by the RXA coefficient; the impact assessment of
bilateral trade on economic development through a descriptive gravity model. The study found that
high tariff barriers are now applied to Ukrainian exporters in the Turkish market. Total exports from
Ukraine to Turkey declined by more than 30 per cent from 2011 to 2019, while the low value-added
products dominate in the highly concentrated structure of export flows. On the contrary, Turkish
exports to Ukraine are quite diversified. The top ten exports include machinery, electrical
equipment, vehicles and knitwear. Ukrainian grains, oilseeds and oils, iron and steel, ore and rail
transport have comparative advantages in the Turkish market. The military-industrial sector and IT
are promising areas for export development and investment cooperation in the Ukrainian economy.
Bilateral trade surpluses are in favor of Ukraine. The economic development of Ukraine
significantly influences the volume of bilateral trade, according to the results of the descriptive
gravity model. A $1 increase in Ukraine’s GDP will lead to an increase in bilateral trade by $0.8.
This makes Ukraine much more interested in entering the Turkish market.
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liberalization.
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TEOCTPATEI'TYHI IHTEPECU YKPATHU TA EKOHOMIYHE MAPTHEPCTBO
3 TYPEYYUHOIO
AHoTtaunis. Po3mmpenns cdep peamizamii eKOHOMIYHUX IHTEPECIB pPa3oM i3 3aTydeHHSIM
CTpaTeriuHoro mapTHepa AJis BPeryJloBaHHs O€3MEeKOBHX MUTAaHb BUBOJUTH CHOTOJHI J1aJOT MiX
VYxpainoto i TypequnHolo Ha HOBHUIl PiBEHb, CKJIAJIOBOIO SIKOTO € aKTHBi3allisl IEPEeroBOpiB L1010
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CTBOPEHHSI 30HM BIJIBHOI TOPTiBIi, peani3alis CHUIbHUX IPOEKTIB B OOOPOHHO-IPOMHUCIIOBIH,
KyJBTYpPHIA 1 TyMaHiTapHIi cdepax. AKTyaIbHUM TIOCTA€ JTOCHTIPKCHHS HAmNpsMIB MPIOPUTETHOL
coiBopani Mk Ykpainoto i TypeuunHoro B HopHOMOpCEKOMY perioHi i eheKTUBHOI peasizarii
reocTpaTeriyHux iHTepeciB YkpaiHu. Mera ctaTrTi — JOCHIIPKEHHS 0COOJMBOCTEH TOProBEIbHO-
€KOHOMIYHOr0 MapTHepCcTBa YKpaiHu 1 TypeuduHH 3 PO3pPaxXyHKOM EKOHOMIYHOTO eQeKTy Ta
BU3HAYCHHSIM TIEpeBar 1 MEPCHEeKTUB BiJ OUThII TIMOOKO1 JiOepamizallii JBOCTOPOHHBOI TOPTIBIIL.
B ocHOBI MeTOIUKM TOCTIIKEHHS JEKUTh OI[IHKA CTaHy CIeliani3amii KpaiHu, XapakTepucTUKa
BIJIHOCHUX TepeBar 3a gonoMoror koedimienta RXA Tta ominka edekTy I1BOCTOPOHHBOI TOPTIBII 3
XapaKTePUCTUKOIO B3a€MOBIUIMBY 30BHIIIHBOTOPIOBEJIBHUX MOTOKIB Ha €KOHOMIYHUI PO3BHTOK
KpaiH 3a JOMOMOIOI0 OIMKHCOBOI TpaBiTaliifHOI Mojeni. Y pe3yibTari AOCHIIKEHHS Oylo
BCTaHOBJICHO, 1[0 Hapa3l MO YKpaiHCbKMX EKCIOpPTEpiB Ha TYpPELbKOMY PHHKY 3aCTOCOBYIOTHCS
BUCOKI Tapu(Hi 6ap’epu. 3aranpHuii o0csar ekcriopty 3 Ykpainu o Typewunnu 3a nepiox 3 2011
10 2019 pp. ckopotuBcst Ounbiie HiX Ha 30 %, a BUCOKOKOHIIEHTPOBAHINA CTPYKTYpi €KCIIOPTHUX
MOTOKIB TIepEeBaKalOTh TOBAPH 3 HHU3BKOIO JTOJIAHOIO0 BapTicTio. Typeupkuil ekcrnopT B YKpaiHy,
HaBIAKH, Ma€ JJOCUTb BUCOKUI CTyIiHb AuMBepcu(ikalii, a y mepury JecsITKy eKCIOPTHUX TOBapiB
BXOISATh MAIlMHM Ta MEXaHiuHi NpHOOpH, €NEeKTPOTEeXHiKa, TPAHCHOPTHI 3acCO0M 1 TPHUKOTAX.
[TopiBHSIBHI KOHKYPEHTHI IepeBaru Ha puHKY TypeudrHU Ha ChOTOAHI MalOTh YKpaiHChKI 3€pPHOBI,
HACiHHA ONIWHUX Ta ouii, 3a’mi30 1 cTajp, pyAa 1 3ami3HUYHHHA TpaHcropT. llepcnexTuBHUMU
chepaMu yKpaiHCHKOI €KOHOMIKH Il PO3BUTKY €KCIIOPTY Ta 1HBECTHIIITHOTO CITIBPOOITHHUIITBA €
BilicbKkOBO-TipomMucioBuii cekrop Ta IT. [lo3uTuBHE canpl0 y IBOCTOPOHHIN TOPriBii Ipae Ha
KOPUCTh YKpaiHu. 3a pe3yjapTaTaMd OIKMCOBOI TI'paBiTalllfHOI MOJEII E€KOHOMIYHUNA PO3BUTOK
VYkpaiHu 3HAYHO CWIIbHILIE BIUIMBA€ HAa OOCSATU JABOCTOPOHHBOI TOpriBimi. Ilpu 36inemenni BBIT
Vkpaian Ha 1 gon. CIIA ToBapoobopoT Mixk kpainamu 3poctae Ha 0,8 mon. CIIA. Ile popmye
3 60Ky YKpaiHu 3Ha4HO O1IBIINY 3alliKaBJIEHICTh Y BUXO/1 Ha pUHOK TypedunHu.

Knrouogi cnosa: crtpareriuie mapTHEpCTBO, 30HAa BIIBHOI TOPTiBJli, MIXKHApOJHA TOPTiBIIA,
€KCIOPT, MUTHI Tapudwu, Jidepanizaris.

®opmy: 3; puc.: 4; Tabmn.: 2; 6161.: 21.

Introduction. As of 2021, Ukraine has integrated into Western structures, implemented
models of regulation of certain industries, created anti-corruption institutions, signed and ratified
the Association Agreement, received a visa-free regime and enshrined in the Constitution the course
of European and Euro-Atlantic integration. However, at the stage of implementation of the basic
requirements for Ukraine to move closer to the standards of democratic and economic development,
the EU plunged into its own systemic crises, which narrows the format of strategic and economic
partnership of our country.

On the other hand, the aggravation of the security situation in the Black Sea region has given
impetus to a new level of strategic dialogue between Ukraine and Turkey, the practical component
of which today is the intensification of negotiations on a free trade zone, implementation of joint
projects in defense-industrial and humanitarian spheres which in turn can become a springboard for
the realization of the basic economic and geopolitical interests of both countries in the region. In
this regard, it is important to study the areas of priority cooperation between Ukraine and Turkey in
the Black Sea region for the effective implementation of geostrategic interests of Ukraine.

Analysis of research and problem statement. Theoretical foundations of liberalization of
international trade in the framework of integration processes in modern scientific work were laid by
such economists as B. Ballas [1], J. Weiner [2] and G. Haberler [3], T. Walras [4]. As early as the
middle of the twentieth century, they described modern forms of customs unions and a deeper
mechanism of economic integration, proposed methodological tools for determining the
effectiveness of international trade for the national economy, including a fundamental indicator of
comparative advantage and sectoral specialization of RCA and also studied the effect of reducing
customs tariffs

The current place and importance of both Ukraine and its strategic partner Turkey, as well as
their role in strengthening or weakening Europe were studied by Y. Bilan [5], O. Yatsenko [6—38],
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O. Drozd [9], P. Oleshchuk [10], R. Ostapenko [11], O. Bazaluk [12], P. Kuzmin [13], V. Koziuk
[14] and others. Political and economic aspects of Ukrainian-Turkish cooperation were studied by
E. Solovykh [15], V. Matei [16], N. Nebaba [17].

The purpose of the article is to study the peculiarities of the trade and economic
partnership between Ukraine and Turkey with the calculation of the economic effect and the
definition of the advantages and prospects of deeper liberalization of bilateral trade.

Unsolved aspects of the problem. It should be noted that there is currently a small amount
of research aimed at unlocking the potential of strategic and economic partnerships with Turkey.

Research results. The information base of the study consisted of macroeconomic indicators
of countries, as well as indicators of international and bilateral trade for the period 2000-2019. The
information source was international databases: World trade organization (2021), Trade map
(2021), World bank (2021), and the State Statistics Service of Ukraine (2020).

The assessment of the state of the country’s specialization in the export of groups of goods
and the characterization of relative advantages was carried out using the relative export advantage
coefficient (RXA) according to the formula of T. Walras (1). If the value of the index is greater than
1, then the comparative advantage is considered to be detected. An index value in the range of 2—4
means a significant advantage, more than 4 — a large one.

_ XX, - X))

= 1
er'(Xiw_X@/)’ v

where X, is the volume of exports of goods (or product group) i country j; X, is total exports of
the country j; X is the volume of exports of goods (or product group) i all countries of the world;

X, 1s total world exports.

To assess the effect of bilateral trade and characterize the interaction of foreign trade flows
on the economic development of countries, the gravity model of J. Tinberg was used [18; 19] (2).

Ln(Fyj) = Bo + BiLn(My) + BoLn(M,) + BsLn(dy) + e, 2

where Fj; is trade between countries, M, and M, — gross domestic product of countries, d;; is
factor of trade costs associated with exports, including logistics costs, €;; is all other factors that

affect exports but are not included in the equation, {3 is constants (model parameters).

Today, absolutely interpenetrating national security and economic factors are decisive for
the national welfare of the state and one of the effective multivariate partners for Ukraine in the
realization of national interests can be Turkey, cooperation with which is of strategically
advantageous and rational character for our country. Turkey is an extra weight in many areas in its
region with a growing population of over 80 million; high economic growth rates — about 10% of
GDP annually; 11th place in the ranking of the strongest states [20], which strengthens the military
potential and gives the opportunity to dominate among the countries of the Middle East, as well as
to develop de facto politico-military alliances with Israel and Azerbaijan. In addition, Turkey has a
favorable geographical position, has access to four seas, controls the critical for the Black Sea
straits of the Bosphorus and Dardanelles, which opens a spatial channel of access not only to the
ocean but also to global markets. As a member of the North Atlantic Treaty Organization (NATO),
a candidate for accession to the European Union and a regional leader, Turkey offers access both to
its own markets through direct business partnerships and to the markets of Central Asia and the
Middle East due to the possibility of promoting joint projects.

Pragmatization and economization of relationships have always been the key to strong
partnerships. Turkey as a trading partner of Ukraine in 2019 ranked 4th, or 5.2% of total exports of
goods and services (Fig. 1). For comparison, the 3rd place was taken by the Russian Federation
(6.5%), the second place — Poland (6.6%) and the first place — China (7.2%). Ukraine ranks only
18th in Turkey’s total imports with a market share of 1.3%. Turkey’s largest partners remain the
Russian Federation (11.2%), China (9.2%) and the United States (5.5%).
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Fig. 1. The share and volume of Ukraine’s foreign trade with Turkey
Source: based on data (Official website of the State Statistical Service of Ukraine, 2020; Trade Map, 2021; World trade
organization, 2021).

The volume of exports from Ukraine to Turkey for the period from 2011 to 2019 decreased
by more than 30%. Obviously, the reason for this is both the general economic recession and the
qualitative deterioration of the export structure. Positive Optimistic characteristic of trade relations
is a significant positive balance of bilateral trade, which, other things being equal, is an advantage
in the liberalization process.

The Herfindahl concentration index is 2014.5, which indicates a high level of concentration
and, consequently, a low degree of commodity diversification of export flows. As can be seen from
Fig. 2 «core of exports» for Ukrainian goods are 4 items with a low degree of processing and low
added value: iron and steel, grain, oilseeds, food industry waste. Over the last ten years, the
structure of exports has not improved. On the contrary, the share of such high-margin goods as oils
and fats, plastic and iron products, fruits and nuts has significantly decreased. In addition, all this
took place against the background of declining absolute exports to Turkey.
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Fig. 2. Structure of exports to Turkey
Source: based on data (Official website of the State Statistical Service of Ukraine, 2020).
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Turkish exports to Ukraine, on the other hand, have a fairly high degree of diversification
(Herfindahl Index — 483.8). The top ten exports include goods with high added value, namely:
machinery and mechanical appliances, electrical engineering, vehicles, mineral fuels, fruits and
nuts, plastic and cast-iron products, knitwear and clothing.

For a more detailed understanding of the peculiarities of bilateral trade, it is necessary to
determine the relative advantages of goods. From Fig. 3 it follows that at the moment Ukrainian
grain, oilseeds and oils, iron and steel, ore and rail transport have a large export advantage in the
Turkish market. Wood products, chemical products, tobacco, sugar and meat products are also
significant.

Vehicles other than railway or tramway rolling stock
Other base metals; cermets; articles thereof
Iron and steel

Wood and articles of wood;

Inorganic chemicals

Ores, slag and ash

Tobacco and manufactured tobacco substitutes
Sugars and sugar confectionery

Animal or vegetable fats and oils

Vegetable plaiting materials;

Oil seeds
Preparations of cereals, flour, starch or milk;
Cereals
Dairy produce; birds' eggs; natural honey;
Meat and edible meat offal

® Ukraine  ® Turkey 00 50 100 150 200 250 300 350 400

Fig. 3. Coefficient of relative export advantage

of Ukrainian goods on the Turkish market, 2019
Source: calculated on the basis of data (Official website of the State Statistical Service of Ukraine, 2020; Trade Map, 2021;
World trade organization, 2021).

The economic effect of the liberalization of bilateral trade is demonstrated by the descriptive
gravity model calculated on the basis of statistical data (7able 1) (3) (Fig. 4).

(Fgro) = —4.890 + 0.803 - Ln(M;) + 0.280 - Ln(M,) — 0.989 - e(t — 1). (3)
Table 1
Initial data for building a gravity model
Year Foreign trade operations, GDP of Ukraine, Turkey’s GDP, Oil price,
thousand dollars USA million dollars USA million dollars USA USD US / barrel

2000 1227654 31261.5 274303.0 28.3

2001 1147478 37972.3 201753.3 24.8

2002 1430411 42351.6 240249.0 25.3

2003 1214406 50084.2 3145954 28.5

2004 2225085 64819.7 408865.3 38.4

2005 2634424 86057.9 506314.6 55.9

2006 3159120 107647.9 557076.0 66.7

2007 4617543 142579.6 681321.2 74.7

2008 6582949 179816.8 770449.3 97.7

2009 3078766 117113.4 649289.3 61.9

2010 4324883 136013.2 776967.6 79.6

2011 5229841 163159.7 838785.7 1124

2012 5636971 175781.4 880556.0 1214

2013 5658438 183310.1 957799.4 108.56
2014 4859593 133503.4 938934.4 98.9

2015 3623499 91031.0 864314.3 55.27

2016 3147616 93356.0 869683.1 47.5

2017 3774750 112190.4 858988.6 55.23

2018 4066655 130901.9 778381.9 68.76

2019 4961390 153781.1 761425.5 58.48
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Fig. 4. Actual and simulated values of foreign trade turnover of Ukraine and Turkey,
thousand dollars USA

This model allows us to draw the following conclusions:

= with an increase in GDP of Ukraine by 1 US dollar trade between the countries increases
by $ 0.8;

= with an increase in Turkey’s GDP by §$ 1 turnover increases by $ 0.28;

= with an increase in oil prices by $ 1 bilateral trade increases by $ 0.98 USA.

Thus, despite the much larger size of the Turkish economy, Ukraine’s economic
development has a much stronger impact on bilateral trade. This creates a much greater interest for
Ukraine in entering the Turkish market.

Judging by the volume and structure of trade flows, Ukraine, which is approaching the
signing of a free trade agreement with Turkey, is not in the best position. It is obvious that in the
process of negotiations and discussion of the terms of the agreement it is necessary to proceed from
the key aspects of protecting the domestic producer from the growth of imports. There is
particularly much concern about the issue of maintaining and increasing high-margin exports of
those sectors in which intersectoral foreign trade with Turkey is taking place. This primarily applies
to agriculture, textiles, metallurgy and mechanical engineering. Also, due to weak positions in
foreign markets, it is not expected that most industries will be in a winning position, which as a
result of signing an agreement without consistently defending strategic industry interests may
provoke a negative trade balance for some time.

Turkey has significantly higher tariff protection in international trade than Ukraine, which
currently puts the national economy in discriminatory conditions, especially in the export-oriented
agricultural sector. In particular, according to the results of trade in 2019, the average customs tariff
for Ukrainian exporters was 20.4%, while Turkish importers paid an average of only 5.7%.
(Table 2). Turkey is interested in importing textile industry products and certain groups of machine-
building products to Ukraine. It is wary of competition from agricultural products, as well as certain
groups of food and textile industry products.

Table 2
Tariff protection of the domestic market, 2019
Countries Average bound tariff, % | Average RNS tariff, % by?::;:%(;stzftlsf,f" e
Ukraine 5.8 4.5 2.9
- agricultural goods 11.0 9.2 5.7
- non-agricultural goods 5.0 3.7 2.6
Turkey 28.9 10.0 4.5
- agricultural goods 61.8 42.3 20.4
- non-agricultural goods 17.3 4.5 3.3

Source: based on data (World trade organization, 2021).
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Within the framework of strategic partnership development, it is necessary to strive not only
to increase trade flows, but also to implement joint investment and production projects. In
particular, one of the areas of investment is the launch of free (special) economic zones in the
framework of joint projects of Ukraine and Turkey. SEZ for Ukraine, in theory, is not a new tool for
attracting investment, but in practice, due to the declarative nature and the actual absence of any
direct and indirect stimulus instruments, the national economy has not received any effect from
their operation. The opposite situation is in Turkey, where FEZ incentives are used to boost
entrepreneurship and create jobs in regions that are not attractive enough without additional
incentives. With experience in implementing relevant joint projects in the Middle East, Turkey has
repeatedly stressed its interest in negotiating projects to create a number of functional units of such
special economic regimes as technology parks and industrial parks in Ukraine, counting accordingly
on special attractive conditions for its investors. So far, as of 2019, Turkey accounted for only 2%,
or $ 320 million, of total foreign investment in Ukraine.

Further active cooperation in the defense-industrial complex can become a locomotive for
the development of production of high-tech goods. The presence of unique technologies in Ukraine
in this area allows Ukrainian companies to cooperate with Turkish in such areas as: supply of a
wide range of spare parts and components for weapons and military equipment; overhaul of
helicopters, training and advanced training of specialists; equipping Turkish-made combat modules
with guided missiles; manufacture and supply of turboprop engines; production of active protection
complexes. In 2019 and the first half of 2020, the total volume of exports of Ukrainian military
goods to Turkey amounted to 40 million dollars USA [21]. Significant reserves for Ukraine in the
sphere of services lie also in the IT sector. A large percentage of qualified programmers, a steady
increase in investment in this area and increasing interest from around the world in moderate prices
form a competitive advantage of Ukrainian services compared to Turkish.

Conclusions. The aggravation of the security situation in the region and the economic
recession in the country push Ukraine to economize its partnership with the regional leader —
Turkey and sign an agreement on a free trade zone. The prospect of concluding an agreement
promises to reduce tariff barriers and improve access to the capacious Turkish market and creates
the possibility of diversifying trade flows in general.

In addition to the fact that at this stage there are high tariff barriers for Ukrainian exporters
in the Turkish market, the volume and structure of bilateral trade does not provide opportunities for
the development of effective partnerships under the old model. In particular, Ukraine is
characterized by a high degree of concentration of export flows, in which there are 4 «core» items
of goods with low added value. Against the background of deteriorating export structure, the
expected decline in total volumes is taking place. Ukrainian grain, oilseeds, iron and steel, ore and
rail transport have comparative competitive advantages in the Turkish market today. Wood
products, chemical products, tobacco, sugar and meat products are also significant. Prospective
areas of the Ukrainian economy for the development of exports and investment cooperation are the
military-industrial sector and IT.

The positive balance in bilateral trade still plays in Ukraine’s favor, and according to the
results of the descriptive gravity model, Ukraine’s economic development has a much stronger
impact on bilateral trade. Consequently, Ukraine is generating much more interest in entering the
Turkish market.

Pragmatization and economization of relations are crucial for the development of a strong
and long-lasting partnership. The agreement on a free trade zone is in fact an unalterable option in
the current conditions of aggravation of the security situation in Ukraine and the long-term
economic recession. However, at the stage of negotiations with a strategically important and
multivariate partner, the main task should be to develop a program of measures to support and
stimulate the entry of Ukrainian producers into the Turkish market, especially for innovative and
high-margin goods and ensure investment programs in priority sectors on mutually beneficial terms.
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