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«TRADE TERMS» EFFECT ON THE UKRAINIAN PAYMENT BALANCE STATE
Abstract. The «trade terms» effect as one of the main factors which causes the loss of
Ukraine’s income from foreign trade is considered in the research paper. Quantitative assessment
calculation of the Ukrainian economy losses gives rather obvious idea of the «trade terms»
deterioration and export purchasing power decreasing; namely, it outlines the scale of the Ukrainian
economy losses from foreign economic relations. For a long period of time, starting from the
beginning of the 2010s, there was the tendency in the world market for outstripping growth in
prices for imported by Ukraine finished products compared to the prices of the most of its exported
raw materials. So, the annual weight average exported goods price increase for 2015—2019 is
2,7%, while for similar products it is 11,0%. The unstable situation in the trading partner countries
led to significant export prices’ decreasing, which had adverse effect on the export’s dynamics. As a
result, the «trade terms» have sharply worsened over the years. The amounts of economic losses
from the price factor for 2015—2019 are established in the economy as a whole, they are from
74,7% to 202,6% of the goods balance. The outstripping import prices’ growth, which reflects the
foreign trade conditions deterioration, creates the opportunity to export more for the same volume
of import paying. The adverse effects for Ukraine from participation in the international labor
division and exchange are evident in the relative slump in raw materials goods prices, «trade terms»
deterioration and they are observed with some deviations during the past decades. Residents’
financial losses are especially significant under the main export goods—cereals and metallurgy
products trading. The accelerated export development and the corresponding export quota
increasing are primarily associated with the need to compensate the payments increasing for import
of fuel, energy and consumer goods. The necessity of reducing state financial support to traditional
sectors which have lost their comparative advantage is substantiated for promising sectors which
provide the opportunity of the national economy competitiveness increasing.
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BIIJINB «YMOB TOPI'IBJII»
HA CTAH INIATIDKHOTI'O BAJTAHCY YKPATHU

AHoTanisg. Po3risHyTO BIUIMB «YMOB TOPTiBIIi» SK OJWH 3 OCHOBHUX YMHHHKIB, IO
3yMOBWJIHM BTpaTH JOXOJIB YKpaiHW BiJ] 30BHIIIHBOI TOPTiBii. PO3paxyHOK KiUJIbKICHUX OIIIHOK
BTPAT yKpaiHChKOI €KOHOMIKHM Ja€ JOCUTh HAOUHE YSBJIEHHS NPO MOTIPIICHHS «YMOB TOPTIiBID 1
NaJiHHS KyIiBEJIbHOI CIPOMOKHOCTI €KCIIOPTY, TOOTO OKpECIIoe MaciuTabu BTpaT YKpaiHCHKOI
€KOHOMIKM BiJl 30BHIIIHHOCKOHOMIYHHUX BiAHOCUH. [IpoTsrom TpuBamoro mepioxy 4yacy,
nouynHatoun 3 1moudatky 2010-x pokiB, Ha CBITOBOMY pPHHKY Majla MiCle TEeHIEHIs
BUIIEPEKAIOYOr0 3pOCTAHHS I[iH HA TOTOBY MPOAYKIIIO, IMIIOPTOBaHY YKpaiHOIO, Y TIOPIBHSHHI 3
[[iHAaMH Ha OUIBINICTH TOBApiB, IKi BOHA eKcropTye. Tak, piuHuil cepelHbO3BaKEHUH MPHUPICT LiH
Ha excropTHi ToBapu 3a 2015—2019 pp. ctanoBus 2,7 %, Toni sk Ha aHanoriuni ToBapu — 11,0 %.
Hecrilika KOH’IOHKTypa Yy KpaiHaX — TOPrOBEJbHUX MapTHEpax 3yMOBHJIA 3HAYHE 3HMIKCHHS
eKCMOPTHUX I[iH, IO 3JAIMCHUJIO HECTPUSTIMBHI BIUIUB Ha JUHAMIKY €KCHOPTY. Y pe3ylbTaTi
«YMOBH TOPTIBIII» 3a TI POKH PI3KO MOTIPIIWJIKCA. YCTAHOBICHO CyMH BTpPAaT €KOHOMIKH BiJ
niHoBoro ¢akropy 3a 2015—2019 pp. y uinoMmy B eKoHOMIIli, 110 cTaHOBUIH Bif 74,7 no 202,6 %
BiJl BeIMYMHM OajaHcy ToOBapiB. Bumepemkaioye 3pocTaHHA IMIOPTHUX IIiH, IO BigoOpaxkae
MOTIPIIEHHS YMOB 30BHIIIIHBOI TOPTIBJI, CTBOPIOE MOXJIMBICTh O1IbIIE €KCIIOPTYBATH JIJIsl OTUIATH
TAKOTo camoro oocary immoprty. Hecripusitinusi muis YKpaiHu HacliJKd y4acTi B MIKHAPOIHOMY
MOAUTI TIparli 1 MbKHApOIHOMY OOMiHI, IO BUSBJISIOTHCS Y BITHOCHOMY MaJiHHI I[iH HA CHPOBHUHHI
TOBAapH, B TOTIPIIEHHI «YMOB TOPTIBI», MPOCTEXKYIOTHCS 3 ACIKHUMH BIAXWICHHSIMH TPOTATOM
OCTaHHIX AecATHIITh. OcoOJMBO iCTOTHI (hiHAHCOBI BTPATH PE3UACHTIB MPU TOPTIBII OCHOBHHUX
eKCTIOPTHUX TOBAPIB — 3€pHOBUX KYJIBTYP 1 IPOIYKIIil METaITyprii.

®dopcoBaHUl PO3BUTOK EKCHOPTY 1 BIAMOBIIHE 3pOCTaHHS €KCIIOPTHOT KBOTHU MEPII 33 BCE
NOB’s13aHI 3 MOTPEOO0 KOMITEHCYBAaTH 30UIBIIEHHS IUIATEXKIB 32 IMIOPT MaJIMBHO-CHEPTreTHYHHX
1 CITOXKMBYMX TOBapiB. OOIPYHTOBAHO HEOOXITHICTh CKOPOUCHHS IepKaBHO1 (DIHAHCOBOI MiITPUMKH
TPaOUIIMHUX Taly3ei, sKi BTPAaTHIM TOPIBHAJBHY TIepeBary, Ha raiy3l NepCleKTHUBHi, 10
320€31eYyI0Th MOKJIUBICTD ITIIBUIIICHHS KOHKYPEHTOCIIPOMOYKHOCTI HaIlIOHAJTLHOT €KOHOMIKH.

KawuoBi cjoBa: yMOBH TOpTiBIi, €KCIOPT, IMIOPT, IUIATDKHWNA OanaHc, Ccalbao
30BHIIIHBOI TOPTIBIII.

®opmyi: 1; puc. 2; Tabdmn.: 4; 6i6m1.: 14.

Introduction. The disproportions and imbalance in the long-term equilibrium of payment
balance for many developing countries are one of the main problems at the present stage of
development. During studying financial crises in developing countries A. Shklyar notes that in the
modern world, where capital flows play key role, payment balance crises carry the threat to the
country’s economic security and may cause the global crisis, as it was in 2008 [1].
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The change of the «trade terms» plays important role among the factors which effect on the
payment balance state. In the context of the economic relations globalization, crisis in world
markets intensification and inflationary processes, the situation of many developing countries
becomes especially difficult, since rising import prices sharply reduce the purchasing power of their
export earnings, cause forced restriction of import and, as a rule, investments reduction and growth
rate slowdown. The price factor effect on the payment balance, as well as on the change of
residents’ income from foreign trade, is one of the new and little-studied problems in the economic
literature. Meanwhile, this kind of research importance is undoubtedly great, since the tendencies
toward economic integration of internal and external markets are characteristic of all world
countries, moreover, it becomes predominant. This trend is especially relevant for Ukraine, which
has one-sided specialized production and relatively small domestic market.

Literature review and the problem statement. The researches of many domestic and
foreign scientists are devoted to the study of the payment balance state and its regulation tendencies.
Among foreign scientists the works of R. Dornbusch, B. Eichengrin, J. Williamson, R. Clarid, L.
Krasavina, P. Krugman, A. Makin, R. Mandel, M. Nikitina, J. Sacks and others can be marked out.
In his time professor of Columbia University J. Bhagwati determined the basic conditions for the
so-called «weaken» growth formation in terms of international trade [2; 3]. Thus, in the work of N.
Rubini and P. Wochel, two important aspects of the current account deficits formation in transition
economies are indicated. High current account deficits, as N. Roubini and P. Wochel note, often
reflect errors in the transient processes management at the macro level, which causes the
imbalances accumulation [4]. In modern conditions, as S. Ketels notes, regional economies start to
identify and support the smart specialization clusters formation, which can make this territory the
only producer of new goods and it attracts global investors [5].

Among Ukrainian scientists the works of V. Geyts, Y. Zhalil, M. Skripnichenko, D. Shklyar,
K. Danilova, O. Chernyak, V. Khomyak, A. Mulyakova-Bocha, A. Shklyar and others are devoted
to the problems of imbalances in Ukrainian payment balance. As it is noted by J. Jalilo and others
the price factor contains significant risks for indices of the payments balance current account [6].

It seems that insufficient attention is paid to the trade terms changes in theoretical studies, in
practice during foreign trade analysis. The authors do not show the country’s losses from «trade
termsy» deterioration both in the economy as a whole and in individual groups of goods. It is the
subject of our research.

The research aim is studying the price factor effect on the state of the payment balance of
Ukraine and the proposals development for the negative consequences eliminating.

Research results. Foreign economic relations, primarily foreign trade, have become an
important factor in the economic development of Ukraine. Share of export and import in gross
domestic product for 2010—2019 is about 100%, which is significantly higher than in many
countries. The very fact that the share of export and import is about 100% of domestic production
indicates the importance of foreign economic relations for it.

The Ukrainian trade balance state in recent years has assumed dangerous character; and now
it threatens national security in the economic sphere. The global crisis impedes the conditions which
are necessary for the sustainable development of this model. One of the most significant external
risks of the national economy destabilization is the negative balance of goods and services in
foreign trade (Table 1).

Table 1
The state of Ukrainian payment balance
Years
Payment balance items 2014 2015 2016 2017 2018 2019
CURRENT OPERATIONS
ACCOUNT —4 596 1616 -1 340 -2 442 —4 367 -1322
Goods balance -7 128 -3 455 —6 942 -9 663 —-12 714 —14 332
Services balance 2522 1 093 489 1019 1347 1 949

It is compiled according to: Dynamics of the payment balance of Ukraine / National Bank of Ukraine. URL :

https://bank.gov.ua/statistic.
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The analysis of the payment balance indicates the current account operations imbalances
increasing. The negative balance of the goods balance is 14,3 billion of US dollars, which is 12%
higher than in 2018. The main channel of the foreign currency receipt is the payment balance
financial account. The imbalances increasing in foreign trade and capital transactions has adversely
affect on exchange rate, threatens to destabilize the domestic market. As V. Dalik and others note
Ukraine’s foreign trade is clearly characterized by the predominance of import over export [7].

While for most economies, the foreign trade balance is positive. In particular, in 2018 the
group of leading countries according this indicator includes Germany (275 billion of US dollars),
Russia (211,1 billion of US dollars), Brazil (51,1 billion of US dollars), and the Netherlands (64,2
billion of US dollars), Republic of Korea (111,8 billion of US dollars).

The scale of Ukrainian production development determines the total volume of entering the
market products, but its selling is increasingly dependent on total external demand. Unstable
economic conditions in the economically developed countries has adverse effect on the dynamics of
developing countries export, which are oriented mainly to the markets of these countries; their
growth rates decreased sharply. Ukrainian economy is one of the most suffered.

The general slowdown in the foreign trade growth rate of economically developed countries
is accompanied by their increased instability. The recent economic crisis first led to stagnation, and
then to import reduction, although it didn’t have such scale as in 2009. There was significant import
reduction in countries — the main trade partners of Ukraine during 2014—2015 crisis (Fig. 1).

30 —
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0 i > —— Russia
— ———Germany
-10 Poland
20 L Turkey
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40 L 2014 2015 2016 2017 2018

Fig. 1. Import dynamics of leading countries — trade partners of Ukraine

at current prices, in annual terms, for 2013—2018, in %
1t is compiled according to: Export and Import of Goods / Website of the Federal State Statistics Service of Russia.
URL : https://www.gks.ru/folder/210/document/12994.

The largest import reducing was in Russia — by 132,0 billion of US dollars or by 41,9%, in
Germany — 137,5 billion of US dollars or by 11,5%. And after the crisis, import growth rates
recovered, which made it possible by 2018 to exceed the export volume before the crisis level.
Since 2017, after three years of stagnation in many EU countries, the cost parameters of goods
export have increased by 7—8% (France, Italy, Belgium, Great Britain, Germany) to record 14%
(Netherlands).

The foreign trade dynamics as GDP component is important factor in the economic growth
of Ukraine, especially under current recession of the global economy and limited domestic market.
At the same time, the dynamics of the foreign trade turnover volume in Ukraine has significant
differences (Fig. 2).

! The leading trade partners of Ukraine are Russia, Germany, Poland, Turkey and India; in 2019 their share of goods export was 27,1 %
and goods import — 33,2 %.

2 1t is calculated according to: World Economic Outlook: Challenges to Steady Growth. Washington : IMF, 2018. October. Eurostat.
URL : http://ec.europa.eu/eurostat.
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Fig. 2. Dynamics of goods export and import (2010 =100 %)
It is compiled according to: Foreign trade goods structure / State Statistics Service of Ukraine. URL
http://www.ukrstat.gov.ua.

Since 2011, foreign trade turnover decreasing has been observed, especially import. At the
height of the crisis, Ukraine is the leader of this process: its export reduced by 29,3%. Since 2016,
the positive dynamics recovery of foreign trade turnover has been observed. However, over 8 years,
the foreign trade turnover volume only reached the level of 2010. Thus, in 2019, goods export was
60,8 billion of US dollars. As T. Vlasyuk notes, the external demand reducing and the domestic
market excessive saturation with imported goods indicate the inertial economy growth exhaustion
and prove the need to develop the domestic market and increase the domestic production
competitiveness [8].

In fact, Ukraine is involved in the world trade system by primitive way — through the raw
materials and semi-finished products export. The volumes of goods export financial flows, as I.
Chugunov and N. Pasichny note, depend primarily on the extraction, raw materials demand and
world prices for products of ferrous metallurgy, agriculture, chemical industry, mineral fertilizers
and wood [9].

The last five years have become a period of serious price shocks in the system of modern
international trade. So, according to the latest data from experts of the International Monetary Fund
(IMF, October 2018), at this stage, as dominant trend is landslide drop in price indices, which
gradually covers almost all international commodity markets [10].

The deep decline in Ukrainian foreign trade of 2014—2015, as well as the slow recovery of
2016—2019 is conditioned by the action of many factors, among which the «trade terms» occupy
the important place. «Trade terms» are the ratio between export goods prices and import goods
prices [11]. If prices for exported goods rise faster than for imported ones, then the country has the
opportunity to export less to pay for the same volume of import. The outstripping growth in prices
of imported goods compared to prices of exported goods and services causes the opposite result.

The direct effect from trade terms improving is increasing import volumes for export cost,
as well as improving the country’s payment balance [12, 13]. As it is noted by 1. Pogosov and A.
Sokolovskaya, this effect can be determined on the base of the indicator, which in the SNA is called
trade profit (loss) as a result of foreign trade terms changes [14].

Export and import price indices are used for foreign trade prices level changing; these
indices are calculated by the same way as Paasche index. These indices reflect changes in average
prices of exported and imported goods. In practice, this index shows the outstripping or lagging
growth of export prices from import prices, namely, expansion or reduction of the country’s import
opportunities, which are determined by the dynamics of foreign trade prices.

The tendency to the growth rate of import prices exceeding compared to export prices, has
been observed in Ukraine in recent years, although the opposite situation has also occurred in some
years (Table 2).
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Table 2
Trade terms change (in %)

Average for | o015 | o016 | 2017 | 2018 | 2019 | Average for

2010 — 2014 2015 — 2019
Average export prices growth 48,6 -17,7 -3.,8 15,9 11,8 0,1 2,7
Average import prices growth 56,3 -10,2 -3,6 14,0 12,3 0,2 11,0
Trade terms price index 95,1 91,6 99,8 99,4 99,5 99,9 90,4

Index of physical volume, average prices and terms of trade in foreign trade of Ukraine for the relevant years / State
Statistics Service of Ukraine. URL : http://www.ukrstat.gov.ua.

There was growth rate excess of import prices after the economic crisis of 2015, although it
did not carry such prevailing importance. Recently, the degree of outstripping growth of import
prices compared with export ones, has increased significantly. It was 53,3% in 2008—2013, then in
2014—2015 — 61,6%. The reduction of the main export goods prices in Ukraine is fraught with the
transformation of trade profit into trade loss.

The losses of the Ukrainian economy from the deterioration of the «trade termsy» are
presented in the Table 3.

Table 3
Economic effect for Ukraine from changes of the world commodity market'
2015 2016 2017 2018 2019
Goods export at current prices (in billions of US dollars) 38,1 36,4 433 473 50,1
Goods import at current prices (in billions of US dollars) 37,5 39,2 49,6 57,2 60,8
Export and import balance (at current prices) 0,6 -2,8 -6,3 -9,9 -10,7
Export deflator (2010 = 100%) 97,1 93,4 108,3 121,0 121,1
Import deflator (2010 = 100 %) 118,8 114,6 130,6 146,7 147,0
Export in 2010 prices, billions of US dollars 39,2 39,0 40,0 39,1 41,4
Import in 2010 prices, billions of US dollars 31,6 342 38,0 39,0 41,4
Price gain (+) or loss (-) from economic conditions changes
export -1,1 -2,6 3,3 8,2 8,7
import 5,9 5,0 11,6 18,2 19,4
General effect of market conditions changes (trade profit) -7,0 -7,6 -83 -10,0 -10,7
GDP, billions of US dollars 95,0 93,4 112,2 130,9 153,8
Trade profit (+), loss (-) in % to GDP 7,4 8,1 7.4 7,6 7,0
In % to the goods balance 202,6 109,5 85,9 78,7 74,7

! Based on the data for 2010.

1t is calculated according to: Index of physical volume, average prices and trade terms in foreign trade of Ukraine for the
relevant years / State Statistics Service of Ukraine. URL : http://www.ukrstat.gov.ua; Gross domestic product at current prices for
relevant years / State Statistics Service of Ukraine. URL : http://www.ukrstat.gov.ua.

The analysis of the table data allows concluding that the «trade terms» deterioration has
become one of the determining factors in the current account imbalances of the payment balance.
According to expert assessments, the total volume of Ukrainian economy losses during the past five
years is 43,6 billions of US dollars, which is from 74,7% to 202,6% of the goods balance deficit.

Despite the calculation conditional character, its results still allow assessing income changes
nature from foreign trade in recent years. The colossal losses of the Ukrainian economy in foreign
trade clearly emphasize the precariousness and unreliability of its position in the world economy.

The important macroeconomic analysis trend is the assessment of possible losses of the
national economy from worsening trade terms for certain groups of goods. The chain method was
used for calculating losses by product groups. The essence of this method is the sequential
replacement of the base value of each factor by the actual value. At the same time, two main factors
affect on the export (import) of a product (product group) value change; they are physical volume
change and prices change. Then obtained result is compared with the previous one.

The changes effect of export (import) supplies physical volume on the overall effect value of
economic situation changes is determined by the formula:
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Ay, =E,-1,—E, (1)
where Ay, — trade income (losses) from changes of the physical export (import) volume;
E, — export (import) in the previous period (at current prices);
I, — physical volume index (Laspeyres index) of export (import).

Prices changes growth (Ay, ) is calculated as the difference between the total growth of
export (import) (Ay ) and physical volume changes growth (Ay, ):
Ay, =Ay-Ay,.

The results of calculating the prices effect on export volumes changes for individual product
groups are presented in Table 4.

Table 4
Gain (+) and contingent losses (-) from changes of «trade terms»
by individual products groups, million of US dollars
Products name 2018 2019
in accordance with UCT ZED (Ukrainian
goods classification export | import | balance export import | balance
of foreign economic activity)
Cereal crops 778,1 11,0 +767,1 -54.5 1,5 -56,0
Seeds and fruits of oil-yielding crops 50,5 16,6 +33,9 -258.5 15,7 -274,2
Ores, slag and ash 368,1 31,6 +336,5 4334 -1,4 +434,8
Mineral fuels; oil and products of its distillation 196,1 2355,1 | -2159,0 -33,2 -1136,9 | +1103,7
Inorganic chemistry products 93,3 49,7 +43,6 -11,9 2,0 -13,9
Plastics, polymeric materials 27,0 226,1 -199,1 7,1 -132,5 +139.,6
Ferrous metals 1392,8 181,1 | +1211,8 | —-1110,1 -76,7 -1033,5
Nuclear reactors, boilers, machines 226,1 774,6 -548,5 175,3 505,1 -329,8
Electric machines 267,1 484,1 -217,0 1434 1453 -1,9
Surface transport means, except railway transport 16,2 95,6 -79,4 8,4 —115,7 +124,1
Total 3415,3 | 42255 | -810,2 -700,7 -793,5 +92,8

Note: Authors’ calculations.

Calculations show that in 2019 for the main commodity groups of Ukrainian export, the
price factor negatively affected on the export value, especially on traditional raw material goods.
Trade terms have the most negative affect on the foreign trade balance of the main Ukrainian export
goods — ferrous metals. Thus, the losses of Ukrainian exporters under decreasing ferrous metals
prices in 2019 were 1110,1 million of US dollars, from the export of seed and fruits of oil plants —
258,5 million of US dollars. In 2018, the global economic situation provided the exporters’ income
growth because of the price factor. At the same time, rising prices for imported goods cause losses
which exceeded 4,2 billion of US dollars.

Undoubtedly, the export potential of particular industry is one of the main assessment
criteria for the substantiation of structural and financial policy strategy. However, the industries
kind concept should be expanded. Export increasing should be in line with national interests,
namely, it should be its rational product structure, balance, competitiveness, non-discrimination in
foreign markets and focus on providing income growth and welfare of Ukrainian citizens.

Conclusions. The main factor of the current account payment balance disproportions
increasing is largely conditioned by the «trade terms» deterioration. The amount of losses ranges
from 7,0 to 10,7 billion of US dollars, which amounted to over 75% of the goods balance negative
position. The main reason of the «trade terms» deterioration is monocultural dependence of the
economy on raw materials industries (ferrous metallurgy, agriculture and chemical industry). It is
advisable to revise the traditional concept of the state’s structural and financial policy because of
the extremely large effect of «trade terms» on the stabilization and income level of the Ukrainian
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economy. The matter is about the financial support transfer of industries which have lost their
comparative advantage, to promising, providing the opportunity of the social and economic
problems solving. In this regard, further research should be related to the development of structural
policy strategy variant which is aimed at the basic goods export increase renunciation, which in a
large measure causes huge financial losses and threatens the stability of Ukraine and the further
growth of its economy.
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