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Executive summary

Ukrainian industrial production underwent radical changes in short. The alteration in
the political and economic landscape forced enterprises to quickly rethink their
potential production patterns and export markets.
The Association Agreement brought new opportunities to Ukrainian exporters, but
only the PEMC will really unleash the full potential. On the other side, the General
System of Preferences for developing countries (GSP) of the EU is foreseen to
expire shortly.
The Government of Ukraine, to counter shrinking exports and avoid negative shocks,
took a progressive trade liberalisation initiative, undertaking free trade negotiations
and launching the access of Ukraine to the Paneuromed Convention on rules of
origin (PEMC). Ukraine will join the PEMC by 1st February 2018 after it had
successfully submitted the instrument of ratification.
In this analysis, the author points out several positive effects for Ukraine from joining
the PEMC. One major effect is the integration of Ukrainian manufacturers in the
global but above all regional value chains, which are of upmost importance for the
relaunch of manufacturing operations in Ukraine, i.e. in the light industries sector and
automotive sector.
Overall, the potential trade creation from joining the PEMC could be estimated
between USD 3 billion until a maximum of USD 23 billion additional trade creation
through diagonal cumulation in the PEMC. It is therefore of upmost importance that
the Government of Ukraine completes as fast as possible the current negotiations
and initiates also negotiations with the remaining partners in the PEMC area.
The private sector looks positively at the new potential, with a word of caution
concerning infant industries. A rapid liberalisation of those sectors would mean that
Ukraine producers would face immediately strong competition, without having time to
adapt to new technologies, skills and trade opportunities. On the other side, it is
important, that the producers can access available raw materials and parts used in
their production, to ensure their competitiveness.
Overall, through joining the PEM Convention on Rules of Origin, Ukraine is achieving
an important integration step with the EU, the EFTA and PEMC trading partners that
will unleash the agricultural but above all the industrial potential of Ukraine.
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The context

The Component 3 Activities “A3.2.4 DCFTA analyses and policy papers & A3.3.7
Consultations with businesses and private sector representatives” aim to improve
Government of Ukraine policy making in respect of the implementation of the
Association Agreement (AA), specifically the “Deep and Comprehensive Free Trade
Area” (DCFTA) between the EU and Ukraine based on good analysis and
consultation with business (informed policy implementation).
The Ministry of Economic Development and Trade (MEDT), EU integration
Department, developed together with the A4U project a work plan for DCFTA
Analyses and Policy Papers & Consultations with Businesses to be supported by the
A4U project.
One of these components concerns a study on the prospects and impact of Ukraine
acceding to the Paneuromediterranean Convention on Rules of Origin (PEM). The
beneficiary of the project on PEM RoO Study is the Ministry of Economic
Development and Trade of Ukraine. Analysis and understanding of the implications,
potential and activities/actions required by the Government of Ukraine in order to
acceded to these rules is needed, including benefits and how business to take
advantage of DCFTA opportunities.
The specific objective of the assignment is:
 to provide analysis on the opportunities and benefits that business can derive
from Accession to PEM; and
 to inform policy makers on strategies and focus for concluding FTAs with third
countries (who are already PEM members)

4

Identification of key sectors

4.1

The economic situation in Ukraine

Since the signature of the Association Agreement, the Ukrainian economy suffered
from the loss of the biggest traditional trading partner, Russia. The most striking
losses resulted between 2014 and 2015 (while undeniably it was on a rough path
already since the independence of Ukraine). As well, the unresolved issue in the
occupied East, where the raw materials (iron, coal) and heavy industries are located,
weight in hard on the production capacities of Ukraine. Altogether, a multitude of
issues caused the GDP to shrink vertiginously for two consecutive years
(2014/2015).
There is a silver line at the horizon. In 2016, GDP grew by approximately 2% thanks
to financial stabilisation measures as well as international assistance and halting the
devaluation of the local currency. Most forecasts predict a cautious GDP growth also
for 2017 and 2018.
The restructuring of Ukrainian economy led to some situation where basic raw
materials from mining or also agricultural raw materials constitute the main exports.
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The value of those exports naturally depends on the world market prices. If prices go
up, the sectors can boost massive gains and provide a decent wealth, but if world
markets drop, the negative effect is doubled, as there is no safety belt in form of
higher value processing (at large scale).
The once dominant heavy industry exports shrink massively. The trend shows that
the still existing industrial production is shifting from heavy towards so-called light
industries. Thus, Ukraine might gain a certain market position in labour intensive
operations, as wages are now highly competitive and the education / skills level high.
However, if this shift does not happen fast enough, some private industries pointed
out that the heavy brain-drain of skilled workers towards the EU could deprive
Ukraine from a healthy economic growth back in higher value-added production.
Already, millions of Ukrainians found a job in the EU (i.e. in Poland, the latter having
to substitute the own workforce that shifted towards Western Europe).
Below, a table of major exports of Ukraine in the past 3 years. The adverse “Russia”
effect is mostly felt in HS Chapters 84, 85 and 86. In Chapter 85, the trend could be
reversed again and move slightly upwards thanks to large exports of cabling/wiring
for automotive industries. The table also highlights that Ukraine has still a quite
complete, diversified economy.
Table 1 – Total Exports of Ukraine (in ‘000 USD)
Product
code

Product label

'TOTAL
'72
'10
'15

All products
Iron and steel
Cereals
Animal or vegetable fats and oils and
their cleavage products; prepared edible
fats; animal ...
Ores, slag and ash
Electrical machinery and equipment and
parts thereof; sound recorders and
reproducers, television ...
Wood and articles of wood; wood
charcoal
Oil seeds and oleaginous fruits;
miscellaneous grains, seeds and fruit;
industrial or medicinal ...
Machinery, mechanical appliances,
nuclear reactors, boilers; parts thereof
Residues and waste from the food
industries; prepared animal fodder
Inorganic chemicals; organic or
inorganic compounds of precious
metals, of rare-earth metals, ...
Mineral fuels, mineral oils and products
of their distillation; bituminous
substances; mineral ...

'26
'85

'44
'12

'84
'23
'28

'27

Ukraine's exports to world
Value in 2014
Value in
Value in
2015
2016**
53,913,302 38,127,040 37,825,223
12,907,071
8,077,621
7,228,342
6,544,132
6,057,490
5,790,896
3,823,672
3,299,799
3,918,129

3,472,393
2,682,123

2,216,459
1,979,214

2,434,841
2,067,314

1,261,956

1,106,386

1,471,506

1,687,726

1,475,456

1,390,332

2,977,213

1,961,642

1,381,492

1,108,296

995,781

1,122,438

1,178,241

967,422

1,058,632

2,012,699

488,016

824,092
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'73
'24
'25
'48
'62
'31
'94

'39
'17
'04

'02
'19
'87

'86

'08
'07
'20
'61
'18
'64
'99
'30
'70
'90

'69
'29
'22
'95
'89
'74

Articles of iron or steel
Tobacco and manufactured tobacco
substitutes
Salt; sulphur; earths and stone;
plastering materials, lime and cement
Paper and paperboard; articles of paper
pulp, of paper or of paperboard
Articles of apparel and clothing
accessories, not knitted or crocheted
Fertilisers
Furniture; bedding, mattresses,
mattress supports, cushions and similar
stuffed furnishings; ...
Plastics and articles thereof
Sugars and sugar confectionery
Dairy produce; birds' eggs; natural
honey; edible products of animal origin,
not elsewhere ...
Meat and edible meat offal
Preparations of cereals, flour, starch or
milk; pastrycooks' products
Vehicles other than railway or tramway
rolling stock, and parts and accessories
thereof
Railway or tramway locomotives, rolling
stock and parts thereof; railway or
tramway track fixtures ...
Edible fruit and nuts; peel of citrus fruit
or melons
Edible vegetables and certain roots and
tubers
Preparations of vegetables, fruit, nuts or
other parts of plants
Articles of apparel and clothing
accessories, knitted or crocheted
Cocoa and cocoa preparations
Footwear, gaiters and the like; parts of
such articles
Commodities not elsewhere specified
Pharmaceutical products
Glass and glassware
Optical, photographic, cinematographic,
measuring, checking, precision, medical
or surgical ...
Ceramic products
Organic chemicals
Beverages, spirits and vinegar
Toys, games and sports requisites;
parts and accessories thereof
Ships, boats and floating structures
Copper and articles thereof

1,695,819
334,219

916,985
350,796

760,970
613,539

619,107

395,016

472,253

851,340

534,668

443,859

410,613

330,856

425,744

694,477
531,193

534,088
397,190

395,871
388,173

459,590
147,093
575,473

342,530
169,508
386,473

342,221
287,661
264,307

381,809
390,325

377,619
267,908

243,789
210,750

293,074

175,608

190,269

839,353

210,822

189,686

148,247

154,082

188,238

129,862

97,215

178,630

297,776

183,892

162,624

135,546

96,890

159,566

322,951
196,055

187,262
144,692

149,851
147,872

127,567
255,627
133,758
229,394

109,551
155,442
116,242
156,010

131,465
123,113
119,792
119,222

226,500
154,148
251,360
94,369

139,345
66,519
183,592
71,526

118,305
117,582
117,354
114,926

93,426
162,615

102,114
116,717

110,335
105,045
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'83
'21
'38
'40
'68
'81
'11
'49

'76
'63

'32

'96
'41
'56

'34

'33
'35
'71

'01
'14

'42

'93
'78
'88
'03
'16

Miscellaneous articles of base metal
Miscellaneous edible preparations
Miscellaneous chemical products
Rubber and articles thereof
Articles of stone, plaster, cement,
asbestos, mica or similar materials
Other base metals; cermets; articles
thereof
Products of the milling industry; malt;
starches; inulin; wheat gluten
Printed books, newspapers, pictures
and other products of the printing
industry; manuscripts, ...
Aluminium and articles thereof
Other made-up textile articles; sets;
worn clothing and worn textile articles;
rags
Tanning or dyeing extracts; tannins and
their derivatives; dyes, pigments and
other colouring ...
Miscellaneous manufactured articles
Raw hides and skins (other than
furskins) and leather
Wadding, felt and nonwovens; special
yarns; twine, cordage, ropes and cables
and articles thereof
Soap, organic surface-active agents,
washing preparations, lubricating
preparations, artificial ...
Essential oils and resinoids; perfumery,
cosmetic or toilet preparations
Albuminoidal substances; modified
starches; glues; enzymes
Natural or cultured pearls, precious or
semi-precious stones, precious metals,
metals clad ...
Live animals
Vegetable plaiting materials; vegetable
products not elsewhere specified or
included
Articles of leather; saddlery and
harness; travel goods, handbags and
similar containers; articles ...
Arms and ammunition; parts and
accessories thereof
Lead and articles thereof
Aircraft, spacecraft, and parts thereof
Fish and crustaceans, molluscs and
other aquatic invertebrates
Preparations of meat, of fish or of
crustaceans, molluscs or other aquatic
invertebrates

125,628
212,293
126,770
126,847
119,099

103,349
117,179
87,595
70,027
75,984

97,729
96,474
95,170
92,870
83,935

132,965

97,082

83,147

124,394

117,883

82,793

133,399

82,011

81,577

126,642
109,737

112,448
95,050

79,930
77,766

236,317

74,852

76,131

110,710
85,690

55,600
59,655

75,698
74,185

48,747

52,898

56,224

143,428

73,231

53,999

174,986

106,506

47,131

81,245

56,944

40,932

161,444

82,031

39,210

14,472
85,226

25,640
55,898

37,434
36,397

39,053

37,227

35,504

0

0

34,707

21,529
246,403
27,384

22,730
190,636
12,984

32,015
30,990
24,657

32,379

12,467

23,854
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'55
'82

'09
'43
'05
'54
'59

'36

'57
'75
'66

'60
'06

'51
'67

'65
'58

'91
'52
'97
'53
'47

'92
'46

'80
'13

Man-made staple fibres
Tools, implements, cutlery, spoons and
forks, of base metal; parts thereof of
base metal
Coffee, tea, maté and spices
Furskins and artificial fur; manufactures
thereof
Products of animal origin, not elsewhere
specified or included
Man-made filaments; strip and the like
of man-made textile materials
Impregnated, coated, covered or
laminated textile fabrics; textile articles
of a kind suitable ...
Explosives; pyrotechnic products;
matches; pyrophoric alloys; certain
combustible preparations
Carpets and other textile floor coverings
Nickel and articles thereof
Umbrellas, sun umbrellas, walking
sticks, seat-sticks, whips, riding-crops
and parts thereof
Knitted or crocheted fabrics
Live trees and other plants; bulbs, roots
and the like; cut flowers and ornamental
foliage
Wool, fine or coarse animal hair;
horsehair yarn and woven fabric
Prepared feathers and down and
articles made of feathers or of down;
artificial flowers; articles ...
Headgear and parts thereof
Special woven fabrics; tufted textile
fabrics; lace; tapestries; trimmings;
embroidery
Clocks and watches and parts thereof
Cotton
Works of art, collectors' pieces and
antiques
Other vegetable textile fibres; paper
yarn and woven fabrics of paper yarn
Pulp of wood or of other fibrous
cellulosic material; recovered (waste
and scrap) paper or ...
Musical instruments; parts and
accessories of such articles
Manufactures of straw, of esparto or of
other plaiting materials; basketware and
wickerwork
Tin and articles thereof
Lac; gums, resins and other vegetable
saps and extracts

13,276
23,987

12,461
17,924

19,908
16,740

14,645
31,942

10,596
17,817

15,758
14,749

15,395

20,655

12,532

4,006

4,435

9,052

21,320

12,623

8,026

8,239

7,920

7,004

14,717
21,865
4,494

6,275
5,741
3,281

6,397
5,881
5,688

11,990
1,414

9,891
2,340

4,068
3,781

7,375

4,242

3,446

248

278

3,275

2,013
3,597

2,569
3,716

2,774
2,292

2,055
3,743
232

2,015
3,514
290

2,274
1,707
1,634

1,182

1,342

1,400

932

417

1,269

535

544

1,233

495

593

792

101
557

22
527

581
530
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'37
'45
'79
'50

Photographic or cinematographic goods
Cork and articles of cork
Zinc and articles thereof
Silk

486
174
17,284
12

325
218
95
28

464
245
112
28

Source: December 2017, ITC Geneva, based on UN COMTRADE (**2016: Mirror data)

4.2

Key sectors of Ukraine

Raw materials, i.e. coal, iron and iron ore, cereals, animal or vegetable fats and oils,
are as well important sectors, but not for rules of origin as the raw materials are
wholly obtained in Ukraine. Thus, such raw materials are not affected by shifts from
GSP to AA or to PEM Convention at all.
For processed agricultural products it has to be pointed out that the PEM
“Paneuromediterranean cumulation” option does not apply to agricultural products
(HS Chapters 1-24). However, the restrictiveness of rules of origin nevertheless
might affect the agricultural sector, as far as they process imported materials.
Following the statistics of Ukrainian exports (as seen above, but also at 4- and 6-digit
level), the focus is on sectors, which might suffer from restrictive rules of origin,
and involve production processes using imported materials. Thus, the key sectors
are:
-

-

-

-

Automotive industry (let’s consider this an infant industry, HS Chapter 87),
including accessories and components for automotive industry (i.e. wires and
cables/harnesses), the latter is the strongest industrial, manufactured exports
nowadays (HS Chapter 85);
(Heavy) machinery sector (HS Chapters 84 and 86, i.e. turbo propellers,
turbines, telephone sets, electronic components, transformer stations, trains
and wagons), heavy industries. Despite heavy losses, the industry would still
be capable of producing for the world market;
Textiles and Garments: undeniable potential due to geographical location
and production costs in UA, plus production “in-season”, fast and reliable,
close to EU market. Once upon a time, textiles and garments were 16% of the
Ukrainian GDP. There is a certain potential that the glorious days might come
back, at least partially (HS Chapters 50 – 63); shoes sector could also be a
niche market due to location and cost advantage in UA (HS Chapter 64) and
also leather (HS Chapter 41) and leather products (Chapter 42);
Processed agricultural goods, agro-food processing vests great potential
seen the powerful agricultural potential of UA; (HS Chapters 13 – 23);
Cigars and cigarettes: exports mostly outside the EU, imports too, thus
liberal ROO required. Huge potential but more because other factors.
Factually, the EU forbid a few years ago to produce cigars and cigarettes
which do not comply with EU standards overall, even if such products are
intended for export; thus, what happened is that production has shifted
outside the EU to serve markets like the Middle East and North Africa which
have less stringent rules on tobacco products (Chapter 24);
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-

Wood and furniture: similarly, traditional long-standing promising industry,
great potential for exports towards the EU. (HS Chapters 44 and 94). Slightly
related, as produced out of wood, the paper industry could be added to this
category (HS Chapters 47 – 49).

Short Impact Modelling shows almost 7% growth potential (over 1.5 billion USD)
overall with the future trade liberalisations realized under the PEM Convention FTAs.
The partners will also be able to exploit the opening of the Ukrainian market by
similar figures (1.7 billion USD), thus creating a vast growth in trading in both
directions. This is for sure the spirit of the further integration in the PEM area.
Ukrainian producers will have the option to profit from the most competitive inputs,
and through cumulation, keep competitiveness to exports towards the EU, for
instance.
Real growth could even lay higher, as EFTA shows:
-

-

Strong growth of Ukrainian garment exports towards Switzerland, beyond the
normal growth trend, show the raise of the Ukrainian garment producers for
knitwear and apparel (2016: +27%; totalling EUR 25 Mio.)
Good trend also towards Norway of knitted apparel (2016: +18.4%; totalling
EUR 11 Mio)
Overall, in 2016, Ukrainian exports towards Switzerland grew by 12.7%
Strong performance also of electrical machinery sectors of Ukraine: +42.8%
exports towards Norway, +30% towards Switzerland.

This clearly shows that one of the main areas of interest of PEM are textiles and
electrical machinery.

5

Implementation of the PEM Convention

A priori, changes to the Association Agreement depend much on the legal system in
Ukraine. In general, modifications of the main text of the Agreement will require full
parliamentary approval (with all related legislative preparation, and afterwards,
publication).
Annexes and protocols rely on the delegation of competences in the Association
Agreement, thus, the Joint Committee (from Ukraine side the lead would be MEDT)
is enabled to decide and enact changes. Under normal circumstances, such
changes will not need specific Parliamentary approval anymore (as the delegation of
competences was already accepted). However, Parliament might need to be
involved or informed on a regular basis. Again, even if the Government could handle
changes in legislation (annexes and protocols), the modifications need to be
published officially.
If the Ukrainian law allows, annexes and protocols could be considered as of
“technical nature” and thus not require publication in the Official Gazette, but only on
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other media (i.e. internet of MEDT and/or other competent Ministries). In
Switzerland, rules of origin are considered for instance as technical and thus formal
publication is no longer required. This is however a long-evolved new practice, as
some years back the Federal Chancellery still required the Ministry of Economy to
publish such Annexes to the FTAs. The new approach was also facilitated with the
rapid expansion of internet services.
The same way, only a few years ago, the EU changed from paper-based to IT-based
online publication of all legislative acts of the Commission. Before, only the paperversion was legally binding.

6

Interview with the key stakeholders and
the private sector

The expert held a briefing meeting with two representatives of the Ministry of
Economic Development and Trade (MEDT) and Mr. Mark Hellyer (Component 3
Expert). The expert could meet with Automotive sector, Textiles sector
representatives during the first and the second mission. He also interviewed State
Fiscal Service (Customs authorities) and the Ukrainian Chamber of Commerce and
Industry (UCCI). Ukrainian Statistical services were involved. The Debriefing meeting
was held on 22 December, where the Analytical study was handed out to MEDT.
6.1

Interview with the Representative of the
Automotive Industry (and related industries)

On 23 June 2017, the expert could meet the automotive industry representative. She
confirmed that Ukrainian industry is still capable, above all producing parts for the big
EU car manufacturers. The industry produces:
-

Electronics for cars; software;
Cabling/wiring/harnesses
Tires
Seat covers

One producer has about 30’000 components, meeting stringent managerial
standards like the Japanese Kaizen, but at the end they cannot meet the stringent
rules of origin. Apparently, most input materials would originate in the Far East.
Thus, the company uses now inward processing facility in Ukraine to avoid paying
duties on input materials. They prefer to pay the relatively low EU import duties on
the finished goods instead.
About the PEM Convention, the automotive sector would not be against in principle
but at the same time some fears exist versus Turkey. According to Automotive
industry, Turkey is highly interested to sell to Ukraine and is highly competitive, i.e. in
the automotive sector, thus could potentially harm the efforts to establish again an
automotive industry (assembly of cars) in Ukraine. The other PEM Members are of
minor interest.
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A follow-up meeting was held on 6 December 2017. The author could report a more
optimistic outlook of the Ukrainian industry, as two more enterprises invest in
Ukraine (one from Japan, the other from Italy), mostly in the production of cable sets
for cars, which emerges as one of the specialities of Ukraine. A conference held in
October yielded great interest into Ukraine, with follow-up visits from, for instance,
German car manufacturers.
While no questionnaires were returned under this assignment, the “Employers’
Federation in the Automotive Sector of Ukraine” used this questionnaire to circulate
among the members, i.e. to their “Trade and Customs Committee”. Overall, the
questionnaire was thus circulated to about 1200 Members. Several questions were
received, but more on a generic level. The Federation could thus reply on their own
on such requests. The perception the Federation is however, that the awareness
about the PEMC is still low, also because the relevant Free Trade Agreements are
still under negotiation.1
To further help the automotive sector, the Federation points out the following points:
-

6.2

Enhanced interaction between Government agencies and private sector;
Finalise and implement the “Automotive Industrial Strategy”;
Implement the Export Strategy;
Implement the “Export Credit Agency”, to give Ukrainian exporters security
and guarantee needed loans (connected also to internal regulations
concerning the payment of invoices, not compatible with international
standards; excessively expensive interest rates).
Interview with the Representative of the
Textiles Industry (and related industries)

In parallel to the automotive industry, the Textiles industry looks positively to the
future trade network expansion but with the same worries about Turkey. In textiles
industry, Turkey is the powerhouse in the region and could endanger the left-over of
the once huge Ukrainian textiles industry. In a position paper submitted to the MEDT,
the textiles industry opposed zero duties in the negotiations with Turkey, mainly on
finished textiles goods. Main argument is that the domestic market is not yet
competitive. There is also a local problem in form of the tax system applied in
Ukraine. Mrs. Izovit strongly emphases the Government to undertake reforms for
enhancing competitiveness of Ukraine.
The expert gave an overview on the way the PEM Convention will work and
eventually enable Ukraine to source materials and sell finished goods into the PEM
region. He reiterated that labour wages in Ukraine are lower and geographical
location might give an additional benefit.
Mrs. Izovit pointed out that the EU had already an Agreement with Ukraine since
long date which led to a gradual reduction of tariffs for Ukrainian exports towards the
1 Further insights about the Ukrainian automotive industry can also be found at:

https://automotivelogistics.media/intelligence/ukraines-automotive-industry-way-revival
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EU from 20 to 5.6% on average. Now, products of HS No 6203 and 6204 (men’s and
women’s clothing) are the main textiles exports towards the EU.
The textiles association wishes that this or future EU Projects will also assist UABusiness associations to better carry out their role harnessing Government and
private industry. At the moment, the textiles association partnered with University for
Technology and Design. She would wish also EU and UNIDO assistance for export
promotion portal, enabling all companies to export more, and to push technological
upgrade of textiles industry (which the EU did for instance strongly in Turkey).
In the follow-up meeting in December 2017, the representative of the Ukrainian
textiles industry showed some optimism for the garment industries. However, there
were not yet bigger investments to flag in Ukraine. Gladly, the industry could point at
the increased activities by the Customs authorities in the provinces also to propagate
the understanding of rules of origin.
6.3

Interview with the Ukrainian Chamber of
Commerce and Industry (UCCI)

Until the end of 2017, the UCCI (and all its regional branches across the country)
establish certificates of origin Form A (under the EU GSP) for Ukrainian exports.
Furthermore, UCCI also issues certificates of origin under the FTA UA-Macedonia,
and a special arrangement with Mexico which is however not used very often.
The expert also exposed the future PEM Convention advantages but acknowledged
that losing the GSP might affect some companies, above all from switching the
competent authority. Under the AA, the Ukraine Customs is the competent authority
to establish COs EUR.1. This will entail that companies have again to go through
more paperwork to proof the origin of their goods until Customs has built up
knowledge and records about those companies that used the GSP.
Apart from that, the UCCI did not mention any further issues.
6.4

Interview with Ukrainian State Fiscal
Services (SFS) (Customs)

SFS is responsible now for the issuance of certificates of origin EUR.1 under the
Association Agreement. They are also involved in the current FTA-negotiations,
while MEDT has the main lead.
SFS welcomes joining the PEM Convention and sees a beneficial long-term effect of
having uniform rules of origin. He points out that the AA has a big disadvantage
prohibiting the drawback of customs duties on imported materials, if the latter are
incorporated into a product and later exported towards the EU.
Joining the PEM Convention will partially ease the drawback issue, as drawback is
allowed up to a certain threshold. As the Convention is under negotiation, it may be
even possible that the prohibition of drawback will be eliminated as a whole, which
may further benefit Ukraine.
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SFS has already introduced good measures to verify the origin of UA exports (and
deals also efficiently with post-verification requests from the EU). SFS also
authorised 134 exports as so-called “approved exporters” which will now be able to
issue invoice declarations in lieu of certificates of origin. This reduces considerably
transaction costs for UA approved exporters.
SFS admits that they still face a major problem as they couldn’t implement yet the
HS 2017 revision. However, the respective law has been signed by the president
and will enter into force next year presumably.
6.5

Awareness raising through workshop

MEDT agreed to hold on a quite short notice the workshop about the PEM Convention
accession and mobilise the participants. The mobilisation of the private sector was done by
the A4U project on a very short notice but was nevertheless successful.
During the workshop, the expert highlighted the available rules of origin and their implications
on business operators. Upon questions, he was able to explain also the beneficial effects of
rules of origin cumulation options for Ukrainian exporters.
Participants expressed appreciation for the workshop and the round-table discussion held
during the afternoon session.

6.6

Conclusion on the interviews and feedbacks

The interviews with private sector stakeholders showed no opposition from the
private sector to join the PEM convention on rules of origin (PEMC). There is a
certain reluctance however to what we could call “protection of infant industries”,
above all versus Turkey, a strong potential partner but also a certain threat,
Ukrainian business judges Turkey to be very competitive and more industrialised
than Ukraine at the moment.
If negotiation with Turkey would expose the Ukrainian industry to a fast phasing out
of import duties (and thus a certain protection), Turkey might be able to “flood” the
Ukrainian market. This was expressed by textiles and automotive industries mainly.
While questionnaires were circulated early August 2017, no specific feedback was
received, except that the questionnaire was actually used for raising awareness
about the Association Agreement and the upcoming PEMC.

7

Strategic Direction

7.1

FTA negotiations

Ukraine is a “satellite” country, seen from EU perspective, rotating around the
potential huge EU Market.
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The author could compare this position to the EFTA countries which would lead also
to a striking similarity in their negotiation and trade strategy to ensure that their own
exporters have the same (or even better) market access to other markets, where the
EU is negotiating or has already an FTA in place.
The Government of Ukraine already introduced the strategy and the beneficial step
through formally launching the accession of Ukraine to the PEM Convention
(PEMC). It is foreseen that Ukraine joins formally the PEMC by 1st January 2018.
Furthermore, Ukraine recently concluded FTA negotiations with Canada (equalling
EFTA and the EU), and negotiates with Turkey and Israel. It is important that the
Government continues to negotiate Free Trade Agreements with the remaining
partners of the PEMC area, before launching other negotiations with third countries.
Throughout the negotiations, Ukraine Government should ensure that
Ukrainian producers have:
-

7.2

Duty-free access into Ukraine to raw materials or intermediate materials, parts
or products used in the production of Ukrainian goods (because PEMC has
principally a prohibition of drawback);
Duty-free access of Ukrainian products into the PEMC member countries, or
immediately or with an as quick-as-possible customs dismantling;
Protect Ukrainian infant industries through a cautious dismantling of customs
duties (up to 12 years). This concerns above all the light industries, i.e.
garments and shoes, and also automotive components and parts (i.e. cables).
Reduce and eliminate NTBs that might obstruct Ukrainian enterprises from
joining the regional value-chains.
Raising awareness about the negotiation process and upcoming negotiation
results.
Effects of joining the PEM Convention on
Rules of origin (and conclude the related
FTAs)

The author undertook a modelling of impact of trade liberalisation, based on a
simplified Armington’s elasticities model2. For ease of calculations, the impact
elasticity is averaged on the total exports of Ukraine. The following table shows the
positive outcome of trade liberalisation:

2 Wipipedia: An Armington elasticity is an economic parameter commonly used in models of consumer

theory and international trade. It represents the elasticity of substitution between products of different
countries, and is based on the assumption made by Paul Armington in 1969 that products traded
internationally are differentiated by country of origin. The Armington assumption has become a standard
assumption of international computable general equilibrium models. These models generate smaller and
more realistic responses of trade to price changes than implied by models of homogeneous products. [1]
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December 2017:
Tariff rate, applied, simple
mean, all products (%)
Country Name
Albania
Bosnia and Herzegovina
Algeria
Egypt, Arab Rep.
European Union
Georgia
Iceland
Israel
Jordan
Lebanon
Morocco
Moldova
Macedonia, FYR
Montenegro
Norway
Serbia*
Syrian Arab Republic
Tunisia
Turkey

Ukraine exports
2015

TOTAL
Ukrainian Imports
(imports due to
liberalisation)

20,880,617,000

24,850,000
7,410,000
205,636,000
2,079,784,000
13,019,306,000
402,722,000
265,000
597,065,000
135,804,000
300,130,000
212,502,000
524,294,000
12,933,000
1,140,000
12,796,000
105,918,000
132,799,000
333,506,000
2,771,757,000

17,461,735,000

Average Prospected Tariff liberalisation impact / PEMC
Tariff
Tariff FTA
Value
% change
2015
760,915
2.97
1.24
0
425,342
5.43
2.35
0
56,144,160
21.45
12.26
0
363,202,908
14.87
7.51
0
656,960,865
4.80
2.06
0
4,210,895
1.03
0.42
0
8,567
3.13
1.31
0
51,868,581
7.99
3.6
0
18,824,253
12.17
5.87
0
30,519,743
9.23
4.24
0
13,159,623
5.83
2.54
0
67,035,408
11.34
5.39
0
914,270
6.60
2.91
0
67,069
5.56
2.41
0
228,681
1.76
0.72
0
19,818,591
15.76
8.09
0
43,805,226
24.80
15.2
0
50,813,549
13.22
6.49
0
182,174,876
6.17
2.7
0

4.08

1,560,943,522

6.96

0 1,711,276,874

8.93

The author concludes, that trade creation out of the PEM Cumulation liberalisation
efforts can reach up to USD 1.56 billion upon export and USD 1.71 billion upon
import, totalling thus USD 3.27 billion additional trade.
Another study, carried out at the verge of creation of the Barcelona process, which
lead then later to the idea of the PEMC, analysed the effects of trade liberalisation
and introducing cumulation of rules of origin concept3. The results of the econometric
modelling and study are encouraging:
“Within this context, the economic impact of rules of origin, and thus of cumulation of
those rules, is complex which leads to a set of both welfare enhancing and welfare
reducing outcomes:

3 Augier, Patricia and Gasiorek, Michael (2003) The welfare implications of trade liberalisation between the

Southern Mediterranean and the EU. Applied Economics, 35 (7). pp. 1171-1190. ISSN 0003-6846; Sussex
Publications
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Rules of origin may lead to:
 trade suppression: more domestic production at the expense of imports
and/or
 trade diversion (switching sources of import supply to less efficient suppliers).
The cumulation of those rules in turn may lead to:
 trade creation - an increase in imports at the expense of less efficient
domestic supply,
 trade reorientation – the switching sources of import supply either to more
efficient regional partners, or to more efficient world suppliers,
 trade expansion - an increase in trade arising from the decrease in the costs
of imports,
 trade diversion – the switching of sources of import supply either to less
efficient regional partners, or less efficient world suppliers.
The first three are welfare increasing, while the last is generally welfare
reducing.”
One of the conclusions of the empirical study was that: “First, supporting empirical
evidence on cumulation comes from an econometric analysis using a ‘gravity model’.
This evaluates the impact of preferential trading agreements, and the absence of
cumulation in the historical trading relationships between the Euro-Mediterranean
trading partners. The results suggest that the trade actually taking place
between partners that are not part of a system allowing diagonal cumulation of
origin with the European Economic Space (EU + EFTA) is lower by up to 4045% compared to trade flows between countries which do allow for diagonal
cumulation.”
The second conclusion was that the expansion of cumulation would have:



“strong incentives for trade deflection in the presence of preferential trading
arrangements and thus the need for rules of origin to prevent it.
that cumulation of rules of origin could significantly increase welfare, and
manufacturing production in the Mediterranean partners. These gains arise
principally from trade creation and trade reorientation.”

As earlier stated, the study clearly outlines a measurable, positive effect of entering
into a diagonal cumulation of origin system, i.e. now called the PEM Convention on
rules of origin. As trade could be lower by up to 40% without such cumulation, it
means, e contrario, that joining such a system, trade should be higher by a similar
percentage.
Thus, the current trade without cumulation, represents 60% of the targeted 100%
with cumulation. Thus, cumulation and joining the PEMC (including the relevant Free
trade agreements in place), the prospect trade could reach:
-

Exports of Ukraine reaching USD 34.8 billion, thus an increase of USD 13.92
billion;
Imports to Ukraine reaching USD 29.10 billion, thus an increase of USD 11.64
billion.
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-

Total additional trade creation inside the PEMC, reaching USD 25.65
billion.

It speaks for itself, that sound Government policies should ensure smooth
implementation of all FTAs commitments, thus creating the beneficial business
environment for private sector stakeholders.

8

Key findings and recommendations

8.1

Findings:
-

-

-

-

The AA was negotiated before 2011 and thus took over the Rules of origin
which might be considered the most restrictive available in the context of
bilateral EU relations. The ROO were very similar to the pre-2011 EU GSP
also and the classic bilateral FTAs of the EU with the EFTA countries (prePEM Convention);
However, in 2011, the GSP of the EU (And Norway and Switzerland)
introduced more relaxed rules of origin for many industrial goods (but only
minimal improvements in processed agricultural goods and obviously no
change for basic agricultural products);
Thus from 2011 to 2017 (and 2018), UA exporters could profit from more
liberal GSP ROO compared to the Association Agreement. By phasing out the
GSP by the end of 2018, UA exporters could potentially be harmed:
o The GSP has no rule about prohibition of drawback, while the AA
has, thus exporters cannot claim back the duties paid on materials they
used for the production of their goods. This hinders the
competitiveness of the UA exporters, as their products get more
expensive.
o GSP ROOs are more liberal in some chapters (value content for
third country materials is higher) thus, AA-ROO could be more difficult
to fulfil.
Joining the Paneuromed Rules of origin Convention is highly beneficial
also for technical reasons because (applies to HS Chapters 25 to 97):
o Several promising trading partners of Ukraine are also part of the
PEMC, i.e. the EU, EFTA, Turkey and Egypt; it could be anticipated
that Brexit would lead to several additional FTAs with the UK, but most
probably also linked to the PEM Convention;
o Trade creation from a cautious estimate of USD 3.27 billion up to an
optimistic estimate of USD
o Enhanced cumulation options for input materials, i.e. textiles,
garments, shoes sectors as well as machinery sector (mechanical and
electric);
o Enhances transhipment options of components and finished goods
(the often neglected, respectable side effect of joining the PEM
Convention). Essentially, the direct transport rule becomes obsolete
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and goods do not need to stay under customs control for being transshipped inside the PEM cumulation zone.
o Paneuromed ROO are under revision and should take over,
hopefully, several more liberal ROO from the GSP and lowering
thresholds of value-added rules, thus helping – once adopted - again
UA exporters to comply with the ROO. Joining the PEM Convention
accelerates the implementation of changes to the rules of origin.
o Joining the PEMC from February 2018 enables the Government of
Ukraine to actively participate in the negotiations about the revision of
the PEMC and influence the results; Ukraine could take a liberal
approach, but also taking into account the regional value-chains,
where more restrictive rules of origin would ensure those value chains
to be preserved or created;
o Drawback is allowed for certain countries in the PEMC but only up to a
certain threshold. Ukraine could try, once joined the PEMC, to
influence the disputed discussion about the drawback provisions in a
flexible way, aiming at maintaining the option for PEMC members
(except EFTA, Turkey and the EU), to grant drawback up to a specific
limit.
8.2

Recommendations:
-

To complete as fast as possible all FTAs with the Paneuromed Rules of
origin Convention countries as the slightly more liberal GSP-treatment expires
by the end of the year 2018;

-

Paneuromed cumulation is not only about cumulating inputs but as well
about free movement of originating products in the whole zone creating
a factual single market (with some obvious limitations when it comes to
logistics);

-

Actively participate in the PEMC Revision;

-

Sound Government policies should ensure smooth implementation of all FTAs
commitments, thus creating the beneficial business environment for private
sector stakeholders to fully profit from PEMC.

Overall, in joining the PEM Convention on Rules of Origin, Ukraine is indeed
achieving an important integration step with the EU, the EFTA and PEMC
trading partners that could unleash the agricultural but above all the industrial
potential of Ukraine.
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9
9.1

Annexes
Comparison of Rules of Origin

EU GSP – EU AA - EU PEM (where different and where there could be potential
advantage/disadvantage for Ukrainian manufacturers)
Rules of Origin checklist – Negotiation options for PEM Convention Revision
While some general rules of origin are very common and do not require specific
attention, some other rules could vest great importance and decide the fate of the
Ukrainian industry:
-

-

-

Tolerance rule 10 to 15% (applies to change in tariff heading rules, eventually
to processing rules)
Direct transport rule or relaxation/derogation of it (proof of non-manipulation,
cumulation applies, countries having similar Agreements and thus
interlinkages)
Cumulation options for industrial products or also for processed agricultural
products.
In Economic Partnership agreements (EPAs) (Africa, Caribbean) the EU now
allows cumulation with materials, which by itself would be MFN-duty free upon
importation into the EU (that’s not too easy to know for economic operators
and eventually requires even specific HS knowledge or binding tariff
information from the EU Member State Customs authorities).
Cross cumulation: relatively new type of cumulation option, further evolving
bilateral and diagonal cumulation. Cross-cumulation allows for using materials
of another Free Trade partner, despite there is no direct link like in the PEM
Convention. It is sufficient, that the other FTA partner has also an Agreement
with the EU. Even the EU GSP contains a sort of cross cumulation option,
which mostly the beneficiary countries are not aware of.
Drawback allowed or prohibited (GSP has no specific Drawback rule, AA has,
Paneuromed Convention too but with a sort of tolerance)
Set rules (similar to a tolerance rule, however sets are composed of
originating single goods)

List rules contain obviously the greatest potential to attribute or not the UA
preferential origin:
-

Introductory notes contain tolerance rules for textiles (which probably are
outdated technologically), a general tolerance rule for textiles would be better
nowadays.
Introductory notes contain several origin-conferring processes for Chapter 27
(Petroleum industries). Fact is that such positive rules should be at the
chapter level, despite quite lengthy.
Non-preferential rules of origin negotiations yield some interesting so-called
“chapter rules”:
o Blank rule (for machinery sector)
o Chemical reaction rule (which sometimes FTAs contain already)
o Other Chemical chapter rules (reduction/increase in particle size,
mixtures)

Activity A3.2.4 DCFTA analysis and policy papers & A3.3.7 Consultations with businesses

18

o EU-Non-preferential rules and WTO proposal: fattening/raising of
animals for a specific time-period to confer origin
o Value criteria is less stringent sometimes, however also because in
non-preferential rules have no cumulation options.
KEY SECTOR IMPLICATIONS:
KEY SECTORS

RULES OF ORIGIN

CONSTRAINTS

HS Chapter 87:

60% Value added
only

Value added is very
high and not possible to
meet without using
several inputs from EU
(EFTA has no specific
car industry, but
Switzerland has some
parts producers)

Automotive industry

HS Chapters 84, 85, 86,
and 90:
Machinery sector (i.e.
turbo propellers, turbines,
telephone sets, electronic
components, railways, …)

CTH to produce parts
Value-added of 60%
for assembly of parts
to goods

Chapter 85:

CTH to produce parts

Accessories and
components for
automotive industry (i.e.
wires and
cables/harnesses)

Value-added of 60%
for assembly of parts
to goods

EFFECTS OF JOINING
THE PEM
CONVENTION
Very positive
Enhanced use of
components or
materials from EFTA or
Turkey for instance and
send the finished parts
or goods to the EU.

Value added is very
high and not possible to
meet without using
several inputs from EU
(EFTA has no specific
car industry, but
Switzerland has some
parts producers)

Very positive

Cumulation might help
if materials are
imported from the EU
(with EU origin).

Cumulation does not
help if the components
come from third
countries outside the
PEM.

According to industry
however, most parts
originate in the Far East
thus do not qualify
under this agreement.
Producers prefer to use
“inward processing”
rules in UA.

Enhanced use of
components or
materials from EFTA or
Turkey for instance and
send the finished parts
or goods to the EU.

However, producers
are competitive as they
produce in inward
processing method (not
paying duties on
materials upon
importation into
Ukraine) but prefer
paying the duties on
the end product (which
is fairly low)
Paneuromed
Cumulation wouldn’t
change the pattern of
trade as the drawback
rule under the AA or
PEM Convention is not
favourable.
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KEY SECTORS

RULES OF ORIGIN

CONSTRAINTS

EFFECTS OF JOINING
THE PEM
CONVENTION
However, PEMC could
be an incentive for
producers in Ukraine to
switch to originating
inputs (materials or
sub-assemblies), thus
generate a positive
impact.

2-step production rule
(from Yarn – fabric –
up to garment
making) or printing the
fabric and then
making up of the
garment

Cumulation might allow
UA to seriously
compete with North
African countries and
Turkey in the garment
sector.

Very positive impact
expected, above all for
garment/clothing
industries

ROO are not too
stringent, except for
finished shoes. The
ROO impose that only
uppers without affixed
inner sole can be
used.

Cumulation option as in
textiles

Positive effects for
joining above all for
producing finished
shoes. UA would be
enabled to use uppers
with inner sole
attached.

ROO are quite
stringent and require
a local value content
of 70% which does
not make much sense
anymore.

Cumulation doesn’t
help as most raw
tobacco is imported
from third countries
outside the PEM.

Chapters 60 to 62:
Textiles and Garments

Chapter 64:
Shoes

Chapter 24:
Cigars and cigarettes

No effect, as diagonal
cumulation in PEMC
does not apply to
agricultural products.
Future revision of the
PEMC should allow
cumulation for
processed agricultural
products.

Chapter 16 to 21:
Processed agricultural
goods

Different levels of
Restrictions on the use
complexity of the rules of:
of origin concerning
- Sugar
the origin of meat,
- Chapter 4 (milk
fish, wheat, or sugar.
and milk
products

No effect, as diagonal
cumulation in PEMC
does not apply to
agricultural products.
Future revision of the
PEMC should allow
cumulation for
processed agricultural
products.
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KEY SECTORS

RULES OF ORIGIN

CONSTRAINTS

EFFECTS OF JOINING
THE PEM
CONVENTION

Change in tariff
heading rule generally

No specific effect as the No specific effect as
rules of origin allow for
ROO are relatively
third country inputs
liberal on their own.
easily.
Other PEMC Members
could be however
inclined to use
Ukrainian inputs (preassembled furniture for
instance, or parts of
furniture).

Chapters 44 and 94:
Wood and furniture
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9.2

Export data with Paneuromed-Partners

The following Excel File contains the date of the Top16 products (HS-2 level) with the PEM
Countries.

Trade Statistics
Ukraine - PEMC.xlsx
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