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Trade Relations between the Russian Federation and Ukraine

Introduction

Trade cooperation represents an important element of relations between the Russian Federation and
Ukraine. The specificity and significance of this sector results from three different reasons. Firstly, both
countries are each other’s important, even if not the very top of the list, trade partners. Secondly, trade
affairs were on numerous occasions the essence of the disputes between Russia and Ukraine, even if their
background was both economic and political. Thirdly, trade relations between both states are of vital
importance in the context of Russia’s attempts at reunification of the post-Soviet area (CIS, CES) and the
World Trade Organization membership aspirations of both Ukraine and Russia.

The purpose of this paper is to present the current state of affairs in terms of trade exchange between
Russia and Ukraine, describe legal and institutional conditions that were designed to support bilateral
cooperation and problems that both states face, as well as to discuss these problems in the international
context, notably in the context of both countries’ relations with the European Union and the WTO. Owing to
the scope of this paper issues and specific features of some trade areas, such as energy resources,’
Ukraine-Russia cooperation in the defence sector,” exchange of services, or the problem of intellectual
property protection, are not tackled in detail here.

The main arguments of this paper are the following:

— Ukraine is largely dependent on the exchange with Russia, and the dependence is not bidirectional.
The present situation largely results from: Ukraine’s dependence on energy resources imported from
Russia or via Russia from Central Asia and difficulties with finding supply markets other than Russian for
some sectors of the Ukrainian economy.

— Russia uses or wishes to use trade links existing between the countries as a tool of pressure on
Ukraine: it argues that the development of trade cooperation is conditional upon Ukraine’s political
concessions, and simultaneously limits bilateral exchange when the relations between the countries
happen to deteriorate. At the same time, Russia attempts to protect domestic suppliers from competing
Ukrainian businesses, which hinders effective utilisation of the trade tool for political purposes.

— Ukraine attempts to ensure steady and easy access to the Russian market either by means of
agreements with Russia, or by unilateral support to Ukrainian suppliers, but rejects political and economic
terms quoted by Russia as the necessary condition for a more liberal bilateral exchange. In addition, aware
of Russia’s use of trade links for political purposes, Ukraine seeks to diversify its foreign trade exchange, in
particular by cooperating more closely with the EU states.

— Since the objectives of Russia and Ukraine are fundamentally divergent, both states have failed to
build lasting foundations for bilateral trade relations. For both economic and political reasons, Russia
prevented the establishment of an effective free trade zone. On the other hand, Ukraine actually refused to
participate in post-Soviet reintegration projects that stipulated trade cooperation as well.

— No lasting foundations for bilateral cooperation and the presence of disputes resulting from this loss
of common ground loosen trade links between the states. The situation may change if Russia and Ukraine
join the WTO. This organisation should, at least in theory, impose transparent rules of cooperation and
facilitate mutual access to the markets.

A serious problem that hampers the discussion on Russia-Ukraine trade relations is the shortage of reliable
statistics, in particular on the first half of the nineties. As a result, figures quoted here should be construed as
a rough estimate, primarily intending to show trends in foreign trade. The lack of the statistics results from two
primary reasons. Firstly, it was the lack of reliable statistical methodologies. Initially, following the collapse of the
USSR, statistics on foreign trade were obtained from questionnaires addressed to state enterprises. As a result,
they failed to cover small, private companies on the one hand, and big defence enterprises on the other.
Another complication was the retention by authorities of centrally-fixed currency exchange rates, combined
with the inflation (at over 10,000% in Ukraine in 1993), which, in practical terms, rendered a reliable estimation of

On the subject, e.g. “Stosunki pomigdzy Federacjg Rosyjska i Ukraing w sektorze gazowym,” in: E. Wyciszkiewicz (ed.),
Geopolityka gazociggéw. Wspbtzaleznosc¢ energetyczna a stosunki miedzypanstwowe na obszarze postsowieckim, War-
szawa: Polski Instytut Spraw Miedzynarodowych, 2008, pp. 97-135.

See B.M. bBerma, O6opoHHO-rpomuciosi Kommnnekcu YkpaiHu ma Pocii: crnigpobimHuymeo, napmHepcmeo, KOHKYpeHUIs,
KwiB: HauioHanbHWI iIHCTUTYT yKpaiHCbKO-POCINCbKUX BigHOCKUH, 1998.
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the actual trade exchange impossible.®> Secondly, of importance was also the grey zone present in the
economies of post-Soviet states. Detailed statistics on this phenomenon are obviously not available. Based
on the 1999-2000 estimates, it represented 46.1% of Russia’s and 52.2% of Ukraine’s gross domestic
product.* Legal realities of Russia and Ukraine are conducive to the development of unrecorded foreign
trade. In the past, state enterprises were underestimating their export figures because otherwise they would
be required to resell exchangeable currency being the revenue on exports to state agencies.® At present,
exporters overestimate their turnover to claim VAT back, while importers underestimate it to evade customs
duties and taxes.® These problems, combined with different methodologies used to calculate exports and
imports, the former being calculated based on FOB prices, while the latter based on CIF, contribute to the
presence of significant differences between Russian and Ukrainian figures on trade exchange balance
between Ukraine and the Russian Federation (see Annex 1).

Ukraine-Russia trade relations still reflect links immersed in the USSR realities. To a large degree, the
Soviet economy was centrally governed, autarchic and ineffective. As a result, strong economic links
emerged between the Russian Federation SSR and the Ukrainian SSR. Both republics were each other’s
most important trade partners in the Soviet Union area, although their relations lacked symmetry. Owing to
the difference in economic potentials and the fact that Ukraine’s economic development was managed
from Moscow and served the interest of the entire USSR, the Ukrainian Soviet Republic relied much more
on the exchange with the RFSSR. In 1988, approx. 39% of the Ukrainian gross product and some 18% of the
Russian gross product were deliveries to other Soviet republics.” The RFSSR’s exports to Ukraine were
mainly energy resources, while the imports primarily covered machinery and metal and chemical industry
products. The pricing system in the inter-republic trade was economically favourable to the Ukrainian
Soviet Republic, as fuel was underpriced in the Soviet Union, while some other product groups were
overpriced. It is estimated that in 1990, the Ukrainian SSR’s profits resulting from this system design
represented 3.6% of its gross domestic product. The corresponding RFSSR’s loss was similar.?

The collapse of the USSR led to a consequent disintegration of the common economic space which,
combined with the aggravating economic crisis and mounting conflicts of interest among the individual
republics, caused the trade exchange balance in the post-Soviet area to slump. What the new states faced
was the need to work out alternative terms of trade cooperation that would incorporate their particular
interests and the cost-benefit factor, previously ignored by the centrally planned system.

Volume and structure of trade balance

The volume of trade balance between Ukraine and Russia in 2006 totalled some USD 23.2 bn.? Bilateral
exchange is on the systematic rise. In 2002-2006, the trade exchange growth was at 39% on average
annually. This results from the improving economic situation in both countries following the crisis of the late
nineties, rising prices for Russian energy resources, Ukrainian exporters’ difficulties in third country markets
and improving relations between the countries in 2000-2004."°

Ukraine is still largely dependent on Russia, although it has managed to diversify its trade exchange
since the fall of the USSR. In 2006, trade exchange between Ukraine and Russia represented 26.9% of
Ukraine’s foreign trade exchange turnover and a mere 5.5% of Russia’s foreign trade balance.' The above

R. Antczak, “Handel zagraniczny i bilans ptatniczy Ukrainy w latach 1992-1995,” in: M. Dagbrowski, R. Antczak (eds.),
Ukrainska droga do gospodarki rynkowej 1991—1995, Warszawa: Centrum Analiz Spoteczno-Ekonomicznych Fundacja
Naukowa, Wydawnictwo Naukowe PWN, 1996, pp. 145-147, 149; G. de Menil, “Deficyt budzetowy a inflacja w latach
1992-1995,” in: M. Dabrowski, R. Antczak (eds.), Ukrainska droga do gospodarki rynkowej 1991-1995, op.cit., p. 79.

F. Schneider, R. Klinglmair, “Shadow Economies around the World: What Do We Know?,” IZA Discussion Paper [Institute for
the Study of Labor, Bonn], no. 1043 (2004), p. 10, www.worldbank.org.

° R. Antczak, “Handel zagraniczny i bilans...,” op.cit., pp. 146-147.

6 Ukraine’s Trade Policy. A Strategy for Integration into Global Trade, Washington, D.C.: The World Bank, 2005, pp. 30-35.

! “Ukraine,” in: Eastern Europe and the Commonwealth of Independent States, London: Europa Publishing, 1992, p. 518.

8 L.T. Orlowski, “Indirect Transfers in Trade among Former Soviet Union Republics: Sources, Patterns and Policy Responses in
the Post-Soviet Period,” Europe-Asia Studies 45, no. 6 (1993), p. 1006.

?0 This and the following figures as in Annex 1.

This and the following figures as in Annex 1.

1 Author’s own calculations based on Ukraine’s Trade Policy, op.cit., p. 3; [eogpaghiyHa cmpykmypa 308HIWHLOI mopaieni

moeapamu 3a 2006 pik, www.ukrstat.gov.ua; Okcriopm u umnopm Poccuu 3a nepuod 1992-1998 e.e. PacrnipedeneHue o
cmpaHam, www.rusimpex.ru; CouyuarnbHO-3KOHoMu4Yeckoe rnonoxeHue Poccuu, Mocksa: ®epepanbHasa cnyxba rocygap-
cTBeHHom ctaTmucTmky, 2007, www.securities.com.
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asymmetry is a consequence of the difference in economic potentials of both states, and of Ukraine’s being
more dependent on foreign trade than Russia. In 2006, foreign trade volume represented over 100% of the
Ukrainian GDP, while it accounted for 67% only of Russia’s GDP in the corresponding period."

The structure of trade exchange between Ukraine and Russia is largely shaped by the USSR legacy.
Ukraine’s primary exports to Russia are machinery, in particular locomotives and rail cars as well as other
vehicles, turbines, cranes and other electrically powered machinery, metal industry products, both ferrous
and non-ferrous (iron and iron alloys, aluminium, copper, nickel, zinc and lead), and their products, notably
pipes; agricultural products and foodstuffs, such as meat, dairy products, sugar, alcohol beverages,
canned food; chemical products, notably ammonia and other nitric products; plastics, tyres and cleaning
agents. Some branches of the Ukrainian industry are markedly dependent on their supply markets in
Russia. This applies in particular to the machinery and transportation, wood processing and paper as well
as agricultural and foodstuff industries.™ This is most acutely felt in the latter sector as Russia is the receiver
of 99.9% of Ukraine-exported meat and its intermediates, 74.9% of milk and milk products volume and
73.9% of alcohol and soft beverages volume. The dependence of some industries on exports to Russia is
relatively lasting and primarily exists in the machinery and electrical machinery industries (48.2% of its
exports went to Russia in 2005) and wood and paper industry (33%). The remaining branches of the
Ukrainian economy (agriculture and food industry, chemical industry) have managed to find receivers from
other markets.' The permanence of trade links in some areas results from the fact that Ukrainian goods are
not too popular in other markets (primarily the EU) owing to their poor quality as well as the presence of
customs barriers that act as effective guardians for those markets."

The structure of Russian exports to Ukraine is relatively stable. It primarily comprises energy resources,
in particular gas, oil and oil-based products as well as fuel for nuclear power plants. In 2005, they accounted
for 56.8% of Russian exports to Ukraine. In addition, Russia sells to its Ukrainian neighbours boilers,
machinery and mechanical devices as well as means of transportation, in particular passenger cars as well
as locomotives and rail cars, metal industry products, notably ferrous metals and their products, chemical
products, in particular plastics, rubber and its products.'®

Ukraine’s dependence on energy resources imported from Russia (in 2005, it represented 68.4% of
total fuel imports) is one of the key problems in Ukraine-Russia relations, the significance of which reaches
far beyond trade relations. Although not the specific subject of this paper, it is argued that a more detailed
look at this issue here is entirely relevant. The economy of Ukraine is very energy-consuming.'” In addition,
Ukraine imports a sizeable portion of its total energy resources requirement, mostly from Russia or from
Central Asia through the Russian territory. In 2005, Ukraine’s imports of natural gas totalled approx.
54 bn m® (74% of the requirement) and of oil at 14.6 million tons (85%)."® Finally, Ukraine imports the
Russian and Central Asian gas at prices that are well below the price that European countries pay, which
makes the country even more dependent on Russia.

Russia has used Ukraine’s dependence in the energy sector on numerous occasions, in order to win
concessions of both economic and political nature. This was the reason behind the RF’s price manipulation
with exported energy resources, or cuts in deliveries to Ukraine. In the trade dimension, Ukraine’s
dependence on the imports of Russian fuels combined with Ukraine’s simultaneous diversification of
import sources and the rising prices of Russian oil and gas are the primary drivers of Ukraine’s deficit in
commodity exchange with Russia." In 20086, it totalled some USD 5.4 bn.

12 . . . . .
Author’'s own calculations based on The World Factbook (on-line version), Washington, D.C.: Central Information Agency,

2007, www.cia.gov.

13 Figures from 2005. For details see Annex 9.

14 Author’s own calculations based on 2005 figures, [Jlep>xaBHUin KOMITET CTaTUCTMKN YKpaiHu, www.ukrstat.gov.ua.

1 .. . .

S V. Astrov, Z. Lukas, J. Pdschl, “The Ukrainian Economy between Russia and the Enlarged EU: Consequences for Trade and
Investment,” WIIW Current Analyses and Country Profiles, The Vienna Institute for International Economic Studies, no. 23
(2006), p. I.

16 For details see Annex 8.

7 Per 1 dollar of gross domestic product, the Ukrainian economy uses 20% more energy than the Russian economy, 60-70%
more than the Polish and 8-10 times more than G7 economies — C.1. Mupoxko. (ed.), 3abe3neyeHHs1 eHepeemu4yHoU be3nexku
YkpaiHu, KviB: Paga HauioHanbHoi 6e3neku i 060poHu — HauioHanbHWi iHCTUTYT npobriem mixkHapogHown 6eaneku, ,Ctunoc”, 2003,
p. 5.

18 Umoeu pabombl mMornueHO-3Hep2emMUYEeCcKoeo Komrnekca 6 siHeape — Oekabpe 2005 2oda, MUHTON3HEPro YKpawHbl,
www.energo.net.ua; Quantifying Energy. BP Statistical Review of World Energy, London: BP, 2006, pp. 24, 27.

19

V. Astrov, Z. Lukas, J. Péschl, “The Ukrainian Economy between Russia and the Enlarged EU,” op.cit., p. |.
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The commodity exchange deficit is largely compensated for by the exchange of services. The latter
represents an important component of trade relations between Ukraine and Russia, mainly owing to
Ukraine’s transit location, and its role as a transit country for the bulk of the Russian gas (currently, some
80%2°) and oil delivered to European countries. According to Ukrainian sources, the value of Ukrainian
services rendered to Russia in 2006 totalled USD 3.137 bn,?' which accounted for 26.6% of all Ukrainian
exports to Russia.

Despite the substantial share of services in exports to Russia, they are unable to compensate for the
Ukrainian deficit entirely. In 2006, considering both goods and services, it totalled USD 2.6 bn. This further
increases Ukraine’s debt to the RF, an argument which the latter attempted to use in order to take over the
Ukrainian energy sector. The goal was only marginally achieved. It should also be noted that the Russian
Federation attempts to reduce its disadvantageous dependence, both in financial and political terms, on
Ukraine for transit, which may cause Ukraine’s deficit in trade with Russia to grow even more.

Another characteristic feature of the trade and economic cooperation between Ukraine and Russia is
the strong dependence of some economy sectors on deliveries from the other country, owing to the
USSR-inherited lack of closed production cycles. Accurate statistics on this problem are not available, but it
is nevertheless known that, at the beginning of this decade, the Ukrainian defence sector was dependent in
70-80% on deliveries from the RF, while the Russian defence sector was dependent in 50-60% on deliveries
from other CIS countries, notably Ukraine.?

To conclude, it should be noted that the structure of Ukraine-Russia trade balance is unfavourable to
Ukraine. The state’s commodity imports from Russia are strategic goods (energy resources) and at the
same time Russia is an important receiver for some industries in Ukraine. The problem is virtually
non-existent in Russia as the state could sell fuel to other receivers (being only dependent on Ukraine as a
transit country) and use the income thus generated to buy the required commodities from other suppliers.?

Failed attempts at institutionalised cooperation

Both Ukraine and Russia invested some effort to reach an agreement to govern their trade cooperation,
specify clear rules and warrant relatively free access to the respective markets. However, economic and
political interests of the countries were divergent and therefore most of the initiatives have failed to bring a
desired effect. Ukraine’s primary goal was to regain the Russian markets. The purpose was to be served by
liberalised bilateral trade exchange. However, Ukrainian authorities were rather consistent in rejecting
proposals for closer bilateral and multilateral trade cooperation that could restrict Ukraine’s independence
and hamper its cooperation with other partners (notably the EU). Russia, in turn, sought to protect its
domestic suppliers and still use Ukraine’s dependence in trade as a tool of pressure, as well as made the
liberalisation of trade exchange dependent on Ukraine’s concessions in the political dimension.

Bilateral cooperation. In June 1993, Russia and Ukraine signed an agreement on free trade. It stipulated
that its parties would not impose duties, taxes and other levies of similar effect on exports to and imports from
the partner state. Another obligation was to refrain from introducing requirements/restrictions other than
those covering domestic or third country-originating goods. Quota restrictions (or similar) could be used only
in the case of a serious deficit of a given commodity on the local market, a serious payment balance deficit, or
a threat to local manufacturers resulting from the quantity or terms of bilateral exchange. Restrictions could
also introduced following the annually-held consultations. Separate documents were to define exclusions
from free trade. A protocol was annexed to the agreement, specifying opt-outs from the free trade regime.
They comprised commodities subject to Russian and Ukrainian legislation on export duties, licenses and
export quotas. These commaodities were to be covered by “top privileged commaodity” clauses.*

Practical difficulties emerged as regards the implementation of this agreement, related both, to its
individual clauses and the absence of political intent do so on the part of Russia. The agreement of June

2 A. Loskot-Strachota, Rosyjski gaz dla Europy, Warszawa: Osrodek Studiéw Wschodnich, October 20086, p. 4.

leoepachiyHa cmpykmypa 308HiWHbLOI mopeieni mocryeamu 3 KpaiHamu—Haubinswumu napmHdepamu 3a 2006 pik,
www.ukrstat.gov.ua.

2 B.A. BawaHos, I".FO. BpoBuyk, SkoHomuyeckoe compydHudecmeso Poccuu u YkpauHu, Mocksa: COIC, 2004, p. 100.

23 , - P . .
M. O’aHbepi, “AcMeTpis MiXKHapOAHUX EKOHOMIYHUX BiGHOCUH: Aunemu HesanexHocTtw,” in: . Mepenenuus, O.M. Cy6Tens-
HUI, Acumempis MixkHapoOHux sidHocuH, “Ctunoc,” Kuis 2005, p. 170; A.C. dinineHko, B.C. bByakiH, A.C. anb4nHcbkuii (and

others), YkpaiHa i ceimose 2ocrnodapcmeo: 83aemodis Ha mexi mucsiyonime, Knis: INusigb 2002, pp. 246-248.

2 [MpoTokon go Yroam mix Ypsigom YkpaiHu Ta Ypsagom Pociicbkoi ®eaepadii npo BinbHy Toprisnio Big 24 yepsHsa 1993 poky,

KwiB, 24 yepBHsa 1993 poky, www.rada.gov.ua.
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1993 did not contain any provisions on the effective dates of the free trade regime, allowed unilateral
restrictions in bilateral trade exchange, and failed to establish a dispute-solving mechanism which, in case
they did emerge, left no other option to the parties except lengthy negotiations.?® Of top importance was the
provision allowing opt-outs from the free trade regime. Appropriate protocols on the issue were signed
thrice, the last signature taking place in October 2001. Their primary effect was the exclusion from the free
trade system of such Ukraine’s exports as sugar, ethyl alcohol, alcohol beverages and cigarettes and, for
Russia’s exports, of sugar, sweets (including chocolate and sweet bakery products) and cigarettes.®
Symmetrical as they appeared at first glance, they were in practice unfavourable to Ukraine in the first place,
owing to the existing trade structure.

The efforts taken primarily by Ukraine to implement in real life the free trade system has failed to bring
tangible effects. In February 1995, an agreement was signed on the launch of the free trade regime.
It stipulated that both parties would take actions to expand the free trade zone and subsequently contribute
to the development of integration processes between both states. This provision suggested that the
establishment of the free trade zone would be the first state of integration, to be followed by the customs
union, or perhaps even more integrative developments. The provision, even though not legally binding,
suited Russia. The agreement failed to solve any fundamental problems that stalled the realisation of the
free trade regime, because it still permitted opt-outs from it based on bilateral arrangements.*”

In May 1997, along with the treaty on friendship, cooperation and partnership, an agreement was signed on
main directions of long-term economic, technical and scientific cooperation. It stipulated that 1997-1998 would
see the abolition of tariff and non-tariff restrictions in trade exchange, as well as the introduction of the common
customs tariff in relations with third countries.?® As such, the agreement not only stipulated the establishment of
the free trade zone, but even a customs union. The document was never ratified by Ukraine and never
implemented. It could be argued that Ukraine agreed to sign this agreement as it was one of Russia’s
conditions to sign an inter-state treaty. However, it did not want to implement it because the agreement
contained solutions that reached too far, such as e.g. the customs union.

In February 1998, Russia and Ukraine signed an agreement on economic cooperation in 1998-2007.
The annexed cooperation programme stipulated the liberalisation of the existing free trade regime by the
quickest-possible introduction of common rules on the imposition of indirect taxes in mutual trade, gradual
removal of the existing barriers and the bringing closer, rather than the former harmonisation, of customs
systems of Russia and Ukraine (simplification of procedures, introduction of the common customs
clearance form) and the exchange of statistics. Bringing the rules on imposing indirect taxes closer was to
take place in 1998-1999. However, no deadlines for the implementation of other provisions were specified.”

In June 2001, Ukraine and Russia initiated talks on the new agreement on free trade between the states,
to allow the liquidation of the existing restrictions to mutual exchange. A preliminary agreement was
reached in autumn of the same year.* Bilateral negotiations continued until summer 2002. However, they
failed to result in a new agreement to replace that of June 1993. Subsequent attempts in the same respect
were made in 2005. In November, an agreement was signed on the gradual removal of free trade opt-outs.
The agreement covered limitations to both Russia’s and Ukraine’s exports. For the former, the majority of
limitations are to be lifted in 2006 while for Ukraine, the planned date is 2009-2010.%

% 0.V. Rjabokon, “Trade Liberalisation for the Second Largest Country in Europe: Going West or East or Can it be both?,” Journal

of the World Trade 40, no. 1 (2006), pp. 100-103.

lMpoTokon Npo BHECEHHSA 3MiH Ta AOMOBHEHb A0 [1pOTOKOMNY NPO BUITYYEHHS 3 PeXMMY BiflbHOT TOPriBMi A0 Yroan Mix Ypsaom
Ykpainu Ta Ypsagom Pociicbkoi Peaepaii npo BinbHy Topriento Big 24 yepsHa 1993 poky, nignncaHoro 24 yepsHs 1993 poky,
Kwis, 4 »xoBTHa 2001 poky, www.rada.gov.ua. V. Astrov, “Ukraine: Current Economic Situation and Future Prospects,” WIIW
Research Reports [The Vienna Institute for International Economic Studies], no. 331 (2006), pp. 12—13.

26

27 . .. . . . . . .. - .
Yroga mix Ypsigom Ykpainu Ta Ypsigom Pocincekoi ®egepalii npo peanisauito pexwumy BinbHoi Toprieni, Kuis, 8 niotoro 1995

poky, www.rada.gov.ua.

28 . . . . . . .
Yroga npo OCHOBHi HanpAMKU OBroCcTpoOKOBOIro €KOHOMIYHOIo Ta HaykoBO-TEXHIYHOIo CI'lIBpOGITHI/ILl,TBa Pocincbkoi d)e,qepauu

i Ykpainu Ha 1997-2000 poku i Ha nepiog Ao 2005 poky, Kuis, 28 TpaBHsA 1997 poky, www.rada.gov.ua.
[Horosip mix YkpaiHoto Ta Pociicbkoto Peaepalieto npo ekoHoMiYHe cniBpobiTHULTBO Ha 1998—-2007 poku, Mocksa, 27 noToro
1998 poky, www.rada.gov.ua.

“Ukraine and Russia to create Free Trade Zone in the beginning of 2002,” IntelliNews — Ukraine Today of 30 November 2001,
www.securities.com.

29
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31 - . .. L .
[MpoTokon npo Y3ro>KeHHsA TepPMIHIB MOETanHoro ckacyBaHHA BUITy4YE€Hb 3 PEXXUMY BIJTbHOI TOPrIBSII A0 npOTOKOJ‘Iy Bif 4 XXOBTHS

2001 poKy Npo BHECEHHS 3MiH i 4OMOBHEHb A0 [1pOTOKONY NPO BUITYYEHHS 3 PeXUMY BifbHOI TOPriBni 40 Yroam Mix Ypsgom
Ykpainu Ta Ypsigom Pocinicekoi ®eaepadii npo BinbHy TOpriento Big 24 yepsHs 1993 poky, nignucaHoro 24 yepsHsA 1993 poky,
Mocksa, 25 nuctonaga 2005 poky, www.rada.gov.ua.
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To sum up, it should be argued that Ukraine and Russia have so far failed to introduce a genuine free
trade regime to their bilateral trade relations. This results both, from the discussed deficiencies of the June
1993 agreement (no date of entry into force, opt-outs), unilateral attempts of Russia and Ukraine that
impose periodical restrictions on the trade in selected goods (more on the problem below), as well as from
the specific features of trade in some commodities that are important for both countries (natural gas),
regulated by bilateral agreements between the states and/or Russian and Ukrainian enterprises.

Multilateral cooperation. Russia and Ukraine were co-founders of the Commonwealth of Independent
States. Based on the conditions adopted in December 1991, its members were to develop fair and mutually
beneficial cooperation in many areas, including trade.* In practice, the signatories had conflicting views on
both the future of the CIS and the shape of trade cooperation it should practice. Russia treated the
Commonwealth as a tool of re-integration of the post-Soviet area and economic cooperation was planned
to be used for bringing the states closer politically. Ukraine initially perceived the CIS as a tool for a “civilised
divorce” of the republics of the former USSR. Only over time did it become interested in economic
cooperation under the Commonwealth, seeking to regain former supply markets, notably the Russian
market.*® Ukrainian authorities were reluctant towards the majority of Russian initiatives on closer
cooperation under the CIS both in political, trade and economic dimension, as they feared that the
consolidation of the Commonwealth could increase Ukraine’s dependence on Russia (which was
undoubtedly Russia’s objective) and hamper the former’s cooperation with the EU.

In September 1993, nine CIS states signed an agreement on the establishment of the CIS Economic
Union. It was a framework agreement, as it provided for the establishment of the free trade zone, customs
union, common commodity, service, labour and capital markets, and finally the monetary union. However,
it failed to specify dates for the subsequent stages. Similarly to Turkmenistan, Ukraine joined the agreement
only as an associated member, emphasising that economic cooperation under the CIS may not pose a
hindrance to the development of cooperation with other states and organisations, which in practice meant
primarily the European Union.** The decision later turned out to be important primarily in the political
dimension, as the agreement of September 1993 was hardly being implemented and the CIS countries
failed to go beyond its signing (April 1994).% In 1995-1996, Russia and Belarus initiated actions to establish
the customs union,* later to be joined by Kazakhstan and Kyrgyzstan. Ukraine was not interested in the
initiative and did not ratify other agreements on trade and economic cooperation under CIS, concerning
e.g. the rules of operation of the Commonwealth Economic Court, or simplification and unification of customs
procedures.*” The agreements could actually facilitate Ukraine’s access to the markets of other CIS states,
primarily to the Russian market, but also link Ukraine with its post-Soviet neighbours too strongly.

In terms of the free trade agreement, both Russia and Ukraine expressed their scepticism, as reflected
by their failure to ratify the document. Russia took this position for two reasons. Firstly, there were concerns
that the establishment of the CIS free trade zone might result in a tangible budget loss for Russia (in 2000, it
was estimated at USD 600M — 1bn®®). Secondly, in practical terms, Russia made the emergence of the CIS
free trade zone with Russia as its member dependent on the consent of other countries to establish more
advanced forms of cooperation. Non-ratification of the April 1994 agreement was therefore a tool of
pressure on other CIS countries (Ukraine in particular) to accept the Russian concept of reintegration for the
Commonwealth area. Russia’s position has not changed significantly until today. Russia abstains from
ratifying the free trade agreement and applies it “only temporarily,” that is “at its own discretion.”®

It appears that Ukraine refused to ratify the said agreement for three reasons. Firstly, the agreement of
April 1994 failed to bring any material change to Ukraine-Russia agreement on free trade. It also failed to

32
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Yropa npo cTBopeHHs CniBapyxHocTi HesanexHux Jepxas, MiHcbk, 8 rpyaHs 1991 poky, www.rada.gov.ua.
P. Anieri, “Dilemmas of interdependence,” Problems of Post-Communism 44, no. 1 (1997), www.epnet.com.
[Lorogip npo cTBopeHHs1 EkoHoMiYHOro coto3y, Mockea, 24 BepecHsi 1994 poky, www.rada.gov.ua.

Yropa npo CTBOPEHHS 30HM BinbHoi Toprieni, Mockea, 15 kBiTHA 1994 poky, www.rada.gov.ua.

See CornalleHne o TaMoXeHHOM coto3e mexay Pecny6nukoi Benapycbk u Poccuiickoint ®egepauuenn, Munck, 6 sHeaps 1995
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supersede bilateral agreements between the signatories. Secondly, the agreement made reference to the
plans for the economic union, the emergence of which was not in the interest of Ukraine. Thirdly, the
agreement was not ratified by Russia, either. Ukraine’s position changed following the adoption of the
protocol that amended and complemented the free trade agreement (April 1999).* In October 1999, Ukraine
ratified the agreement.*' The evolution of Ukraine’s position may be explained in two ways. Firstly, the
protocol of April 1999 was in general terms beneficial to Ukraine, as it removed some references to the
plans for the economic union from the free trade agreement, replaced the provisions on coordination of
trade and economic policies with the obligation to cooperate in that respect, and subordinated the free
trade zone to the WTO principles. It also contained provisions seeking to facilitate the implementation of the
free trade zone (no monopoly arrangements and ban on using the dominant position on the market,
requirement to apply the same technical requirements to third countries’ commodities as those in place for
domestic commodities). A certain exception here was the provision on the recognition of the role Interstate
Economic Committee of the CIS in implementing the free trade zone. Previously, Ukraine refused to
participate in the proceedings of this body, concerned that the Commonwealth may become too much of
an institution. Secondly, in view of the disputes in trade relations between Ukraine and Russia (in particular
the difficulties in introducing the free trade regime), Ukrainian authorities decided to take double action,
trying to convince Russia to implement bilateral arrangements and at the same time supporting the
establishment of the free trade zone within CIS. Presided Leonid Kuchma regarded the establishment of the
CIS free trade zone as an important component of Ukraine’s actions under the strategy for social and
economic development in 2002-2011.* This declaration had its economic overtones (importance of
post-Soviet markets) as well as political ones (closer ties between Ukraine and Russia at the beginning of
this decade).

In 2000-2007, the problem of implementing the free trade zone was a permanent fixture on the agendas
of meetings of the CIS bodies, which adopted a number of new agreements in this respect, in most cases
with no practical consequences. The question also periodically rekindled disputes between Ukraine and
Russia. Ukrainian authorities accused Russia in particular of the failure to observe its obligations on free
trade under the CIS.*® The argument holds water in the political dimension, but it doesn’t in legal terms, as
the decision to ratify agreements signed is made by the sovereign authority of the state concerned. It should
be underscored that, following the Orange Revolution, despite deterioration in the relations between
Ukraine and Russia and the declared redefinition of Ukraine’s foreign policy, the establishment of the free
trade zone under the Commonwealth has been demanded by the representatives of both the president’s
camp and the members of the “anti-crisis” coalition, co-ruling since August 2006. The former even sent their
warning that if the country’s proposals were not met, Ukraine could leave the CIS.* This prompts two
conclusions. Firstly, Ukraine still attaches substantial importance to its trade balance with the CIS countries,
primarily with Russia. Secondly, it seeks to depoliticise its trade cooperation with the Russian neighbour.

In turn, Russia still makes the liberalisation of trade with Ukraine dependent on the latter’s concessions
in other fields, that is makes yet another proposal for a peculiar “package deal”: free trade for deeper
cooperation. At the beginning of the present decade, the objective appeared impossible to reach. Ukraine
was consistent in seeking to improve its position in the Russian market. Starting from 2000, Ukraine-Russia
relations became markedly closer, which resulted from the weakening position of president Kuchma
domestically and deteriorating Ukraine’s relations with states of the West.

In February 2003, leaders of Russia, Ukraine, Belarus and Kazakhstan convened to discuss the
establishment of the Common Economic Space. One of the goals of the initiative was to develop the
provisions of the free trade agreement of April 1994. It was assumed that a coordinated economic policy
would be pursued under the CES, combined with the harmonisation of laws and the appointment of the
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Commission for trade and tariffs, independent of individual states. This was planned to give birth to a
regional integration organisation.** Such provisions represented an important concession by Ukraine,
which had never before been interested in solutions reaching beyond the free trade zone concept, and
could be a proof of president Kuchma’s weakness and the intent to consolidate his position by supporting
closer cooperation with Russia, even at the expense of limited sovereignty for Ukraine. In September 2003,
an agreement was signed on the establishment of the Common Economic Space. The CES was to be the
“economic space covering the customs area of its member states, where the economy management
mechanism exists, based on common principles, ensuring a free flow of goods, services, capital and
labour, and where common external trade policy is pursued.” The Common Economic Space was to be
implemented gradually, by initially establishing the free trade zone with no opt-outs and restrictions, then
harmonising technical and sanitary standards, and then the macroeconomic policies, and conditions for
free flow of goods, services, capital and labour, and uniform competition policy standards, notably for
“natural monopolies.”* The agreement was criticised by the Ukrainian opposition and experts, who
considered its provisions inconsistent, incompliant with the Ukrainian constitution (as they infringed on e.g.
exclusive competencies of the supreme state authorities in Ukraine), potentially threatening to Ukraine’s
integration with the EU (it may not be at the same time member to two customs unions) and serving the
purpose of Ukraine’s subordination to Russia.*” Addressing this criticism, the Ukrainian Supreme Council
expressed their consent to the ratification of agreement on the establishment of the CES, provided that it is
implemented to the extent that is compliant with Ukraine’s constitution. It was not made specific, however,
what the official interpretation of that expression should be.*® Russia ratified the agreement with no
reservations.

Following the revolution of 2004, Ukraine still participated in the efforts to establish the CES, both for
political (care not to antagonise Russia too much) and economic reasons (hope for continued deliveries of
cheap energy resources and access to Russian markets). Nevertheless, the actual establishment of the
CES does not stand a good chance of success, notably because Russia and Ukraine advocate different
concepts for its future. According to Russian plans, the CES is to be a customs union with some
components of an economic union. Ukraine, both before and after the orange revolution, supported the
CES as a tool for the establishment of the free trade zone without restrictions and opt-outs, that would not
conflict Ukraine’s policy of European integration.*® At the same time, it defied the concept of the CES as
reaching beyond the established free trade zones, as this would prevent deeper cooperation between
Ukraine and the EU, and additionally require the establishment of a supranational body within the CES,
namely the Commission, where, in accordance with the agreed principles, Russia would have the strongest
say owing to its economic potential.*

In 2005, Ukraine refused to sign agreements concluded under the CES on e.g. common rules for transit
and common commodity nomenclature, arguing that such agreements sought to lay the foundations for
the customs union. This argument is only partially true. The solutions referred to above are by all means
necessary in a customs union and may facilitate the operation of the free trade zone. Initially, Russia
criticised Ukraine’s position, opposing the a /la carte integration concept. Over time, however, its position
became more relaxed, most likely because it was aware that Ukraine could take the decision on leaving the
Common Economic Space.®' After the “anti-crisis” coalition was formed, Ukraine’s position on the CES also
grew more supportive. In December 2006, Prime Minister Viktor Yanukovych was even quoted as supporting
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the unification of customs tariffs in Moscow, and thus the establishment of the customs union under the
Common Economic Space.® So far, however, the position has failed to translate into any specific actions.

To sum up, it should be argued that Russia and Ukraine have failed to develop lasting and mutually
beneficial terms of trade cooperation. Russia prevented an effective implementation on the agreement on
free trade of June 1993 and the agreement on the free trade zone of the Commonwealth of Independent
States of April 1994, fearing its resultant economic cost and making the implementation of the documents’
provisions dependent on the acceptance by Ukraine and other CIS states of Russian reintegration
concepts. Ukraine was not interested in economic integration under the Commonwealth (the majority of
proposals in this respect have not been implemented in any case) and currently blocks the development of
CES space, since the purpose of the state is only to establish the free trade zone. The lack of lasting
foundations for bilateral cooperation is one of important reasons behind frequent trade disputes between
Ukraine and Russia.

Selected trade problems

The cooperation between Ukraine and Russia in the area of trade is strongly dependent on political
circumstances. Bilateral problems of non-economic nature often result in the escalation of trade disputes
and restrictions in Ukraine-Russia exchange. The situation primarily results from Russia’s actions, as the
state treats Ukraine’s trade dependence as a tool of pressure and, depending on the current needs,
changes the terms of delivery for Russian energy resources, or restricts Ukrainian exporters’ access to the
Russian market. Bilateral cooperation is further hampered by instability marring legal systems of both
states. Among primary problems of purely trade nature there are the enforcement of anti-dumping
procedures, often for no material reasons and only to protect the domestic market,*® as well as other
administrative curtailments in trade (quotas, licenses), the question of VAT tax collection, relatively weak
enterprise-level,* inter-regional and cross-border links, which immerses trade and economic relations in
the political dimension, as well as an entire array of issues related to energy (prices for Russian fuels,
Ukrainian debt, security of transit in Ukraine, ownership of the Ukrainian energy sector, etc.).

In the first half of the nineties, the pervasive problems were those resulting from the collapse of the
(post)Soviet economic area and the economic and social crisis in both countries. Breaking off the previous
economic ties hit back at Ukraine more than at Russia. In January 1992, the Russian Federation lifted the
official prices system, treating the move as the initial stage of economic reforms. Prices of energy resources
exported to the CIS states were raised as well (still much lower than prices for other receivers). This
deteriorated Ukraine’s terms of trade and increased its deficit in foreign trade with Russia. Supply problems
surfaced as commodities, notably food and agricultural products, were shipped to Russia, where prices
were higher. Along with rising prices in trade with Russia, Ukraine started to run short of Roubles. In
response, Ukrainian authorities also freed the prices. For economic and political reasons, in order to
emphasise independence from Russia, restrictions in trade with the Russian Federation were imposed and
the decision was made on the introduction of the republic’s own, interim currency, the Karbovanets. In late
1992, Ukraine left the Rouble zone. The demise of economic ties under the USSR and the CMEA, and the
subsequent administrative curtailments exerted an adverse impact on the Ukrainian economy and
aggravated the economic crisis in the country. Many enterprises lost their suppliers and/or receivers in
Russia, and, owing to the lack of appropriate raw materials or intermediates (previously imported from
Russia), low competitiveness and world recession, they were unable to find receivers in other post-Soviet or
European states. From January 1992 to December 1993 alone, industrial production volume slumped by
over 35%.% It is estimated that 50-80% of the drop resulted from the diminishing foreign trade exchange,
notably with Russia.*
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In early 1993, Ukrainian authorities took actions to stimulate trade exchange with Russia. Ever since,
Ukraine has been seeking to develop closer trade cooperation with Russia. The effort brought limited
success. Firstly, Russia was keen on protecting domestic manufacturers and made the development of
trade cooperation conditional on Ukraine’s concessions in the political dimension. Ukraine did not want to
agree and, as a result, the agreement on free trade of June 1993 has never been fully implemented.
Secondly, Ukrainian suppliers had problems, especially at the outset, with meeting their obligations under
intergovernmental agreements. In 1993, only 50-59% of ordered meat products, steel pipes, trucks and
tractors were delivered. Russia also failed to meet their obligations, although to a smaller degree. In the
same year, the state supplied only 79% of the ordered gas and 75% of oil with gas condensate.*

From mid-nineties onwards, trade conflicts between Russia and Ukraine were breaking out regularly.
Their purpose was to support domestic manufacturers, protect them against unfair practices of the other
state and, for Russia, to undermine the position of the Ukrainian partner and convince them to offer
concessions in other areas.

In 1995-1998, the most serious dispute revolved around the VAT issue and exports of Ukrainian sugar
to Russia. From 1993, Russia imposed VAT on goods exported to other CIS countries. Other Commonwealth
states followed shortly. However, starting from 1995, Ukraine decided to impose VAT on imported goods
and, towards the end of the same year, lifted VAT on exported goods. As a consequence, Ukrainian goods
imported by Russia had no tax duty attached, which made them more competitive and triggered off
dumping accusations. Russia decided to counteract and, in August 1996, took a decision on imposing
a 20% VAT on goods imported from Ukraine, which caused the situation of Ukrainian exporters to the
Russian market to deteriorate.®

Atthe same time, Russian authorities made an effort to limit imports from Ukraine of two important (from
Ukraine’s perspective) commodity groups, namely alcohol and sugar. In January 1996, excise duty was
imposed on alcoholic drinks imported from Ukraine. Ukrainian exporters started to send them to Russia
through Belarus, linked with Russia by means of a customs union. As a consequence, Belarusian
authorities also introduced curtailments in trade with Ukraine.*® The effects of restricted sugar imports were
much more important, as the commodity was one of Ukraine’s important exports to Russia. Russia’s annual
requirement for sugar in half-decade was at approx. 4.5-5 million tons, of which 2.5 million tons were
imported from Ukraine. In 1996, accusations were voiced that Ukraine underpriced the exported sugar. As
a result, in April 1997 Russia imposed 25% duty on the imported sugar and introduced quotas for sugar
imports from Ukraine.®

Towards the end of 1997, talks commenced between Russia and Ukraine to resolve the problem. In
February 1998, new rules on VAT were introduced. Both states were to levy VAT on imported goods at their
sale. As regards other issues, asymmetrical solutions were introduced, favouring Russia. The country still
imposed taxes on goods imported from Ukraine, while Ukraine lifted them. The situation was then more
advantageous for Russian exporters. Additionally, while Ukraine imposed zero VAT on most of its exported
goods, Russia levied a 18-20% VAT duty. In theory, the solution hit the Russian exporters, but in practice
was primarily used to increase the proceeds from the exports of Russian energy resources to Ukraine.®’

As regards sugar, Russia agreed to lift the customs duty in exchange for quotas. It was agreed that
Ukraine would export to Russia 600,000 tons of the product. This was markedly less than the export
volumes from the previous years. Nevertheless, in September 1998, Russia again imposed a 3% customs
duty and, temporarily, 20% duty on sugar. In practice, only 53.9 thousand tons of Ukrainian sugar (a 97.8%
drop as compared to 1995) were imported in 1998.%
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Trade disputes of 1996-1998 and the Russian crisis contributed to the diminishing trade exchange
between Russia and Ukraine. The effects were more acute for Ukraine, dependent on the exchange with
Russia, all the more that the Ukrainian trade deficit with Russia also grew.* Russia’s actions were partially
economy-driven. The issue of VAT distorted bilateral trade relations and the exchange with Ukraine in some
cases was simply unprofitable. For instance, Ukrainian suppliers of sugar were replaced in the Russian
market by non-CIS suppliers, whose products were 50% cheaper than Ukrainian.®* A certain role was also
played by political factors. Restrictions imposed by Russia did not cover CIS states-members of the
customs union. Russia wanted to show to Ukraine (and other countries outside the union) that their
decision was wrong. In addition, the conflict discussed here overlapped in the temporal dimension with the
talks on Ukraine-Russia interstate treaty and the division of the Black Sea Fleet (May 1997). Russia was able
to use the trade dispute as a tool of pressure on Ukraine and agreed on its resolution only when the
negotiations on the treaty and the BSF division finished and the Russian objectives were met.®® Finally, in
February 1998, the already mentioned agreement on economic cooperation for 1998-2007 was signed,
which enabled Russia to relax the pressure on the Ukrainian partner.

Another wave of trade disputes surfaced at the turn of 2000. Their background was primarily economic.
Both Ukrainian and Russian authorities wanted to protect their markets to a certain degree and negotiate
more advantageous terms in trade relations. New Russia’s President Vladimir Putin attached much greater
importance to economic aspects of foreign policymaking than his predecessor. Ukrainian and Russian
manufacturers and their associations that demanded relevant actions from the authorities also contributed
significantly to the imposition of those restrictions. They were justified both in Ukraine and Russia by the
significant growth of imports from the other country of a given commodity (the growth partially resulted from
the economic recovery) and the falling turnover of domestic manufacturers. However, specific anti-
dumping procedures were probably not used.®®

It cannot be ruled out that both parties were also motivated by political reasons. Russia wanted to
convince Ukraine that only closer cooperation and endorsement of the Eurasian Economic Commonwealth
concept, and subsequently the CES, were able to ensure access to Russian markets to Ukrainian exporters.
Ukraine, in turn, attempted to push for the introduction of the free trade regime. Unlike in the previous
period, it is hard to present a clear chronological account of events and their overall economic outcome, as
Ukraine and Russia were involved in numerous debates on various product groups in the first half of the
present decade.

Ukrainian restrictions first covered electrical lamps imported from Russia (August 1999), then new
passenger cars, cement, soda, mineral fertilisers, chloride, selected paints and lacquers, cotton wear and
rail switches. Also in 1999, Russia imposed restrictions on starch molasses imported from Ukraine. In
2000-2002, similar actions were taken in relation to the imports of e.g. corn and potato starch, caramel, bird
meat, pipes, compressors for cooling devices and zinc-plated steel.

The subject of top level talks was the export of Ukrainian pipes to Russia. Russia initiated an
anti-dumping procedure against Ukraine as regards pipes in March 2000, and subsequently demanded
that the latter should agree to quotas, threatening that, if rejected, it will impose a 40% customs duty on the
pipes.®” In May 2001, Ukraine accepted Russia demands. It was agreed that the upper limit of its pipe
exports to Russia would be 620,000 tons.®® It is not easy to assess the effects of these actions. The
agreed-upon quotas were only by 150,000 smaller than Ukrainian exports in 2000. In 2001, Ukraine used
only 56.5% of the quota (350,000 tons), and 85.5% in 2002 (530,000 tons).*® The dispute over Ukrainian
pipes was used by Russia for at least two reasons. Firstly, the disagreement struck directly at the interest of
two Ukrainian clans out of the top three, namely the Dnepropetrovsk clan, with President Leonid Kuchma

63
64
65

See Annex 1.
A.C. ®inineHko, B.C. bByakiH, A.C. ManbunHcekmin (and others), “YkpaiHa i cBiToBe rocnogapcTso,” op.cit., p. 203.

O.A. Smolansky, “Fuel, Credit...,” op.cit., pp. 54-55. More on the resolution of the Black Sea fleet issue in: J. Sherr,
“Russian-Ukraine Rapprochement?: The Black Sea fleet accords,” Survival 39, no. 3 (1997), pp. 33-50.

B A. BawaHos, I".HO. BpoBuyk, “OkoHoMmnyeckoe coTpyaHudecTBo Poccun n Ykpauvnu,” op.cit., pp. 64—74, 77-85.

“Ukraine does not agree to Russia’s demand to limit import of Ukrainian pipes,” WPS — Russian Business Monitor of
1 November 2000, www.securities.com.

66
67

68
69

CornalueHve o perynmpoBaHum noctaBok Tpyb 13 yepHbIx MeTannos, Mockea, 10 anpens 2001 roga, www.rada.gov.ua.

“Ukraine and the Eurasian Economic Community: Integration Or Co-Operation?,” National Security and Defence (Ukrainian
Centre for Economic & Political Studies named after Olexander Razumkov, Kyiv), 36, no. 12 (2002), 12, p. 25; ®. BiHueHu,
H. Nerenga, OuyiHka pusukie O ekcriopmy YopHoi Memarypeii, bepeseHb: [HCTUTYT EkoHOMiYHMX JocnigxeHb Ta MNoniTnyHmx
KoHcynbTauin B Ykpaihi, Himeupka KoHcynbTaTtueHa 'pyna 3 MNMutaHb ExkoHomivHnx Pedopm, 2002, no. Q20, pp. 8-9.

39



40

Andrzej Szeptycki

and his son-in-law Viktor Pinchuk, the owner of the group Interpipe, whose core business is the production
and exports of steel pipes and, to a lesser degree, the Donetsk clan, represented e.g. by the then Prime
Minister Viktor Yanukovych and the energy minister Vitali Hayduk. It can be assumed that the pipe issue
was used as a handy tool of pressure on the representatives of Ukrainian authorities, to secure Ukraine’s
concessions at the time of the political rapprochement between the countries. Secondly, Russia probably
counted on the weakening of the Ukrainian metal processing sector as a result of limited deliveries, which
will facilitate the takeover of the still state-owned pipe factory in Harcitsik (Donetsk district), a CIS-wide
monopoly holder in the production of large diameter pipes, used e.g. by the Russian Gazprom.”® The
objective was not achieved as the factory was finally purchased by the Donbas Industrial Association (ISD).”

The Russia-Ukraine conflict was dying down at the turn of 2003, which does not mean that the
restrictions imposed in 1999-2002 were lifted. Rather, Russia and Ukraine reduced the number of new
restrictions. Some of those imposed in the previous period simply expired, while others continued to apply
(Ukraine introduced duties and quotas on the selected goods usually for 4-5 years™). As far as some
commodities exported by Ukraine are concerned, the established practice has become the determination
of quotas through bilateral arrangements. This primary applied to Ukrainian pipes and zinc-plated steel.
Ukraine did not oppose this development, which was related both to the country’s weaker bargaining
position towards Russia and the fear of losing Russian markets.

Trade exchange played a certain role in the period preceding the presidential elections of 2004. In
January, Russia agreed to increase the export quota for Ukraine pipes up to 715,000 tons.” In the summer
of the same year, it abandoned the 18% VAT for gas and oil exported to Ukraine and other CIS countries.
The decision was to bring approx. USD 800M to the Ukrainian budget annually, which could be used before
the elections by Prime Minister Viktor Yanukovych.” The price for the concessions towards Russia was,
however, its growing dependence on the RF both in the political (removal for the military doctrine of the
provisions on the aspirations for NATO and EU membership) and economic dimension (new agreements
on energy cooperation).

Following the Orange Revolution, Ukraine-Russia relations deteriorated. Under the circumstances,
Russia attempted to use Ukraine’s dependence on the mutual exchange to maximise its profits, weaken
Ukraine in economic terms and, consequently, destabilise it politically and persuade into the resumption of
cooperation with Russia. Russian attempts were primarily justified by economic reasons, although in
December 2004, Yevgeniy Primakov, the RF’s former Prime Minister and the chairman of Russia’s
Commerce and Industry Chamber, said when commenting on the developments in Ukraine: “many will
come to the conclusions than in order that such situations can be avoided in the future, the screw must be
tightened.””

At the turn of 2006, Russia introduced anti-dumping procedures for five years, to cover the pipes
exported from Ukraine. It also banned the imports from the country of meat and dairy products, justifying it
by sanitary considerations.” As a result, in Q1 of 2006 alone, the export of Ukrainian food products fell by
27.6%, in comparison with the corresponding period of the previous year (growth by 21% the year before).”
Despite talks held between the parties, by November 20007 the RF did not entirely lift the ban on imports
from Ukraine of meat and dairy products. In February 2007, Russia announced tightened controls for meat
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from Ukraine, in order to prevent re-exports to Russia of meat products from Poland.” In terms of dairy
products, their manufacturers from Russia make it clear that they want to use the present situation to drive
Ukrainian competitors out of the Russian market.”

In January 2006, Russia stopped gas deliveries to Ukraine. The gas crisis was to the serve a number of
important economic and political objectives. Russia wanted to secure Ukraine’s consent to higher gas
prices (to USD 220-230 for 1,000 m°) as it did not intend to subsidise the Ukrainian economy following the
victory of Viktor Yuschenko. In addition, it counted on the weaker international position of Ukraine as a
result of the crisis and that the developments would undermine the credibility of the new government. These
objectives were only partially met. Ukraine did not agree to the gas price rise offered by Russia. Both
countries signed, however, agreements on cooperation in the gas sector (January 2006) that did not suit
any party. The gas crisis destabilised the Ukrainian political scene but also increased the reluctance of
some members of the Ukraine society towards the Russian neighbour.

Conclusions and prospects

For the last sixteen years, Ukraine and Russia have failed to work out lasting and satisfactory (to both
countries) terms of trade cooperation. Ukraine has not managed to secure access to the Russian markets
under the bilateral or multilateral free trade zone. Russia has failed to convince Ukraine that it should agree
to its greater dependence on Russia in the political and economic dimension in exchange for the free trade
prospects. Both countries signed a number of agreements on trade and economic cooperation, yet they
have not been fully implemented.

The present situation has two fundamental consequences. Firstly, it is conducive to the emergence of
Ukraine-Russia trade disputes, seeking primarily to protect domestic suppliers, force the partner to accept
concessions and, as regards Russian actions, also to destabilise the situation in Ukraine. Secondly, it
loosens trade ties between the countries and causes them to redefine the directions of their trade
exchange. In 1995, the exchange with Russia accounted for 45.3% of foreign trade with Ukraine, and for
26.9% in 2006. In the corresponding period, the share of the exchange with the EU grew from 12.6% to
31.7%. Russia’s exchange with Ukraine accounted in 1995 for 11% of its foreign trade balance, and for 5.5%
in 2006. The exchange with the EU rose in the corresponding period from 35.4% to 52.7%.%

From Ukraine’s viewpoint, the above developments have various effects. On the one hand, Ukraine
reduces its economic dependence on Russia, while on the other it gradually loses its traditional supply
market. From the standpoint of Russian authorities, the loosening of trade ties is assessed as an adverse
development, as Russia loses one of its tool of pressure on its Ukrainian neighbour. If Russia agreed to the
establishment of the free trade zone, appointed under bilateral agreements or under the CIS, it would
probably result in the growth of the mutual trade exchange and, as a result, also in closer political relations
between Ukraine and Russia.*’ Problems in the area of trade relations undoubtedly contribute to the
loosening of the ties in other areas as well. Relative permanence of trade links between Ukraine and Russia,
despite the lack of satisfactory legal regulations and frequent trade disputes, is primarily the effect of the
interdependence of the states in the energy sector, and of the Ukrainian (and Russian to a certain extent)
difficulties with gaining access by their manufacturers to European markets.

Of vital influence for bilateral trade relations will probably be the accession of both countries to the WTO.
Ukraine hopes for the WTO membership in 2007. Russia also expects that it will join the organisation in the
near future. It should be emphasised that the date of the accession of each state has already been
rescheduled several times. The membership in the WTO will secure the various benefits for both states, also
as regards their bilateral trade relations, as it will facilitate their access to the partner’s market, restrict the

“Russia to tighten control over deliveries from Ukraine to keep out Polish meat,” Interfax Ukraine Business Panorama of
19 February 2007, www.securities.com.

“Russian Dairy Union Says Russia’s Milk Market Holds No Promise For Ukraine,” Ukrainian News — on-line of 26 February
2007, www.securities.com. According to Russian statistics, the share of Ukrainian products in the Russian imports fell in
2005-2006 from 50% down to 19% for cheese, and from 27% to 7% for butter.

Details in Annexes 3 to 6.

The scenario is to an extent being developed in Belarus. The country’s exchange with Russia accounted in 1995 for 44.4% of its
total exports, and for 47.1% in 2004 (A. Eberhardt, Stosunki handlowe miedzy Federacjg Rosyjskg i Republikg Biatorus (copied
material), p. 27). For comparison, the figures for Ukraine were at 43.2% in 1995 and only at 18% in 2004.
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use of anti-dumping procedures and other tariff and non-tariff barriers, as well as provide an appropriate
procedure for dispute solving.

Ukraine attaches great importance to its accession to the WTO, as it hopes that this will restrict the
employment by Russia of discriminating practices against Ukrainian exporters, consolidate their position in
the EU and allow deeper cooperation of the country with the organisation.®” For similar reasons, Russia is
not a proponent of a speedy accession of Ukraine to the WTO. Russian authorities fear in particular that if
Ukraine joins the WTO before Russia, it could demand from Russia the solutions that suit its interest (e.g. on
the supply of energy resources), or even theoretically block its admission to the WTO (Georgia warned that
it would use such steps). In practice, the scenario does not appear too likely, as it involves substantial
political cost.®® Russia suggests that both countries should take actions to “synchronise” their accession to
the WTO.* At the same time, Russian authorities emphasise that if Ukraine joins the World Trade
Organisation before Russia, they will be forced to review the free trade regime existing between both states.
They argue that following the accession to the WTO, the supply of Western commodities will increase in
Ukraine, which will in consequence stimulate the supply of Ukrainian products in Russia.®® This line of
thinking does not appear reasonable, also because Ukraine’s accession to the World Trade Organisation is
unlikely to resultin the growth in the purchasing power of the Ukrainian society, which is a precondition for a
substantial increase of demand for relatively more expensive Western commodities.

Representatives of Ukrainian authorities reject Russian proposals, stating officially that the accession of one
of the states to the WTO does not threaten the interest of the other state.®® However, it should also be noted that
Russia seems to possess certain tools that allow it to delay the accession of Ukraine to the World Trade
Organisation. The main problem that hampered the accession in 2007 was the lack of agreement on the mutual
access to markets with Kyrgyzstan (Ukraine signed a corresponding agreement with all the remaining
members of the Working Group of the World Trade Organisation on Ukraine.) Kyrgyzstan first demanded that
Ukraine should pay debts of the Soviet times, and later that its customs duties on food and agricultural products
be significantly reduced.”” It cannot be ruled out that Kyrgyzstan’s actions were inspired by Russia. The final
agreement between Ukraine and Kyrgyzstan was signed in mid-November 2007.%
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Annex 1

Russia-Ukraine trade exchange

in 1993-2006

Exports to Russia (in USD bn) | Exports to Ukraine (in USD bn) | Turnover | Annual |Ukraine's| Annual
Year Russian | Ukrainian |Ukrainian/| Russian | Ukrainian | Ukrainian/ (average) %L?r\?gc.;? (a?,g];:ge) gc:gf,'\,ﬁf,
figures figures Russian | figures figures Russian (in %) (in %)
figures figures
1993 3912 4165 0.94 6262 7901 0.79 11120 b.d. 3043 b.d.
1994 4404 4659 0.95 7478 6701 1.12 11621 4.51 2558 -15.94
1995 6617 5698 1.16 7544 7149 1.06 13504 16.20 1189 -53.52
1996 6294 5577 1.13 8817 7547 1.17 14118 4.54 2247 88.94
1997 3983 3723 1.07 7838 7240 1.08 11392 | -19.31 3686 64.08
1998 3267 2906 1.12 7064 5560 1.27 9399 -17.50 3226 -12.49
1999 2528 2396 1.06 5592 4792 1.17 7654 -18.56 2730 -15.36
2000 3651 3516 1.04 5825 5024 1.16 9008 17.69 1841 -32.56
2001 3845 3679 1.05 5813 5282 1.10 9310 3.35 1786 -3.01
2002 3230 3189 1.01 6317 5585 1.13 9161 -1.60 2742 53.54
2003 4438 4311 1.03 8646 7598 1.14 12497 36.42 3748 36.70
2004 6100 5889 1.04 11812 10770 1.10 17286 38.32 5297 41.33
2005 7777 7496 1.04 12843 12403 1.04 20260 17.21 4987 -5.85
2006 9218 8651 1.07 13787 14979 0.92 23318 15.09 5449 9.27

Source: [epxaBHWU KOMITET CTAaTUCTUKN YKpaiHn, www.ukrstat.gov.ua;
PepnepanbHas cnyxba rocyfapcTBeHHON CTaTUCTUKA, www.gks.ru.

Annex 2

Share of mutual exchange in trade between Ukraine and Russia

in 1995-2006

(in %)
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Sources: Author’s own calculations based on: as above.
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Annex 3
Main trade partners of Russia
(2006)

Exports Imports
(% of total) (% of total)
Netherlands 11,9 Germany 13,4
Italy 8,3 Ukraine 6,7
Germany 8,1 China 9,4
China 5,2 Japan 5,7
Ukraine 5,0 Belarus 5,0
Turkey 4.8 South Korea 49
Belarus 4,3 United States 4.7
Switzerland 4,0 France 43
Poland 3,8 Italy 4,2
Great Britain 3,4 Finland 2,9

Source: Author’s own calculations based on: BHewHsiss Topeoernsi Pocculickol ®edepauuu co cmpaHamu OanbHez20 3apybexnbs,
www.gks.ru; BHewHsisi mopeoernsi Pocculickol @edepayuu co cmpaHamu CHIT, www.gks.ru.

Annex 4
Main trade partners of Ukraine
(2006)

Exports Imports
(% of total) (% of total)
Russia 22,5 Russia 30,6
Italy 6,5 Germany 9,5
Turkey 6,2 Turkmenistan 7,8
Poland 3,5 China 51
Germany 3,3 Poland 47
Belarus 3,2 Italy 3,3
United States 3,1 Belarus 2,8
Hungary 2,5 France 2,2
India 2,2 Kazakhstan 2,1
Kazakhstan 2,2 South Korea 2,1

Source: Author’s own calculations based on: [leoepacpiyHa cmpykmypa 308HiWHLOI mopeieni moeapamu 3a 2006 pik,
www.ukrstat.gov.ua.
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in 1995-2006

Annex 5
Russia’s trade exchange with its main partners

(in million USD)
1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 2005 2006
Rest 52638 | 58720 | 59441 | 50141 | 48078 | 63507 | 63881 | 70804 | 88222 | 93546 | 111227 | 143272
s
EU’ 44238 | 43829 | 47776 | 39741 | 36035 | 48035 | 52151 | 56207 | 69144 | 125482 | 177040 | 231619
cIs? 14381 | 16603 | 19635 | 16185 | 11730 | 16753 | 16692 | 17059 | 21601 | 21334 | 31382 | 40436
Ukraine | 13766 | 13841 | 11223 | 8827 | 7320 | 8675 | 9127 | 8815 | 12036 | 16870 | 20180 | 24197
Source: Author’s own calculations based on: ®egepanbHas cnyx6a rocyaapcTBeHHOW cTaTucTuku, www.gks.ru.
Annex 6
Ukraine’s trade exchange with its main partners
in 1995-2006
(in million USD)
1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 2005 2006
Rest 8561 | 9058 | 10759 | 9924 | 8915 | 10756 | 12135 | 14021 | 18173 | 19623 | 21511 | 24071
e
EU' 3702 | 4365 | 5136 | 5289 | 4518 | 5235 | 6398 | 7568 | 10362 | 18275 | 21083 | 26481
ClIs? 3714 | 4187 | 3904 | 2130 | 2007 | 3196 | 4015 | 3839 | 4595 | 6064 7431 10412
Russia | 13242 | 14394 | 11561 | 9970 | 7988 | 9341 | 9492 | 9506 | 12957 | 17701 | 20339 | 22438

Source: Author’s own calculations based on: [lepxaBHuin KOMITET CTaTUCTMKK YkpaiHu, www.ukrstat.gov.ua.

1

EU 15, since 2004 EU 25.

Except Russia.
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Annex 7
Structure of Ukraine’s exports
in 1997-2005
(in thousand USD)

Commodity group 1997 1998 1999 2000 2001 2002 2003 2004 2005
Food and 786 773 47 1448 528 463 611673 673 760 667 986 | 853275.1 | 1131811 | 138206
agricultural

products

Mineral products 139 291 144 453 83312 75175 98 149 95015.25 | 108 779.9 | 178 639 399 177
(including energy
resources)

Chemical industry | 494 299 456 838 386 918 595 396 518661 | 385034.3 | 430206.5 | 538715 750 382
products and
rubber

Leather and fur, 5347 6569 3305 6680 7215 6282 1735.592 2153 2476
and their products

Timber, wood, 75 662 78 979 95 981 136 905 188 974 181829 | 2477475 | 274 597 325 907
cellulose and
paper products

Textiles, footwear 41 840 35 481 35992 54 153 38 981 30886.5 | 40779.8 56 674 78 998

Metals, precious 1200698 | 896 221 643280 | 1149139 | 1048810 | 669 120.3 | 1166227 | 1713748 | 2221 599
stones and their
products

Machinery, plant 935 355 791 211 591 835 830627 | 1023793 | 1080940 | 1289600 | 1876427 | 2236213
and means of
transportation

Other 44 233.8 24 287 27 294 55 839 81193 67 357 81747.05 | 113476 92 147

Source: C.I. MNMupoxkos (and others), YkpaiHcbko-pocilicbKi 8iOHOCUHU: eKoHOMIYHUU acriekm, HauioHanbHWiA iIHCTUTYT ykpaiH-
CbKO-pOCifcbKumx BigHocKH, KniB 1998, www.niurr.gov.ua; C.l. Mupoxkos, A.l. CyxopykoB (eds.), EkcriopmHul nomeHuyiasn
YKpaiHu Ha pocilickkoMy 8eKkmopi: cmaH i npoeHo3, HauioHanbHU iIHCTUTYT YKpaiHCbKO—POCINCbKMX BiAHOCUH, KuniB
1998, chapter Il, www.niurr.gov.ua; C.l. MNupoxkos (and others), Ykpaina-Pocis: npobrnemu eKoHOMiYHOI 83aemodi,
HauioHanbHuUiA IHCTUTYT ykpaiHCbKO—pOCiACbKMX BigHOCUH, Kuie, 2000, www.niurr.gov.ua; A. XKanino (ed.), KoHky-
PEeHMOCMPOMOXHICMb €KOHOMIKU YKpaiHu e ymosax enobanizayii, HauioHanbHWIA iHCTUTYT cTpaTeriyHUX JOCHiOXEeHb,
Kuis 2005; V. Astrov, Z. Lukas, J. POschl, “The Ukrainian Economy between Russia and the Enlarged EU: Consequences
for Trade and Investment,” WIIW Current Analyses and Country Profiles [The Vienna Institute for International Economic
Studies], no. 23 (2006).
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(in thousand USD)

Annex 8
Structure of Russia’s exports
in 1997-2005

Commodity group

1997

1998

1999

2000

2001

2002

2003

2004

2005

Food and
agricultural
products

48 328

101 814

58 336

96 151

142 503

133 826.8

349 856.7

286 625

443 783

Mineral products
(including energy
resources)

5503 025

5312043

4 156 087

3950 149

3 566 787

4142 006

5641143

7 935 867

7501 057

Chemical industry
products and
rubber

423 031

341187

291 612

355 827

375 408

380 975.3

518 689.5

729 575

1004 717

Leather and fur,
and their products

5550

5068

3593

4429

3555

2903.36

3169.831

4483

3980

Timber, wood,
cellulose and
paper products

135 444

133 654

127 246

136 187

203 928

180 824.9

179 057

248 465

318 086

Textiles, footwear

42 902

46 851

46 418

72 592

71208

85 195.47

77 888.3

84 087

99 591

Metals, precious
stones and their
products

325 889

291 344

213 005

319 183

394 529

448 296.9

612 641.3

947 345

1357 329

Machinery, plant
and means of
transportation

1033 228

814 149

680 666

869 525

1008 526

912 108.7

1234 853

1822 408

2033 951

Other

40918

18 184

13 493

20 872

47 035

31 392.58

34 2421

69 045

74 440

Source: As above.
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Annex 9

Structure of Ukraine-Russia exchange
in the international context

Commodity group | Ukrainian % of the % of the % of Russian % of the % of the | % of Russian
exports to | commodity’s | commodity’s | Ukrainian exports to | commodity’s | commodity’s | exports to
Russia share in total | share in total | exports to Ukraine share in total | share in total Ukraine
(USD K) Ukrainian Russian Russia (USD K) Russian Ukrainian
exports imports exports imports
food and 1383 203 32.12 7.94 18.47 443 783 9.78 16.53 3.46
agricultural
products
mineral products 399 178 8.48 13.22 5.33 7 501 057 4.81 64.84 58.41
including energy 150 294,8 4.49 12.2 2.01 7298 078 4.77 68.45 56.83
resources and
oil-based products
chemical industry 750 382 21.05 4.61 10.02 1004 717 7.00 19.95 7.82
products, rubber
leather and fur, 2476 1.17 0.90 0.03 3980 1.21 3.58 0.03
and their products
timber, wood, 325 907 32.98 9.94 4.35 318 086 3.83 26.42 2.48
cellulose and
paper products
textiles and 78 998 6.37 2.18 1.05 99 591 10.66 4.52 0.78
footwear
metals and their 2221599 15.70 29.04 29.66 1357 329 3.32 50.40 10.57
products
machinery, 2236213 48.20 5.15 29.86 2 033 951 15.06 20.20 15.84
devices and
means of
transportation
other 92 147 19.19 0.21 1.23 74 441 2.95 12.98 0.58

Source: [lepaBHWIN KOMITET cTaTUCTUKK YkpaiHu, www.ukrstat.gov.ua; ®epepanbHas cnyxba rocyqapCTBeHHON CTaTUCTUKK,
www.gks.ru. Exchange volumes based on Ukrainian statistics.
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