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Abstract

The world economy is evolving towards multipolar globalization, and China has be-
come a new pole of economic development. Ukraine, like other countries, is looking
for ways to cooperate with China in the field of trade and investment. China, for its
part, offers a model of cooperation within the framework of the OBOR (One Belt, One
Road) initiative. Along with Chinese investment in transport and logistics infrastruc-
ture, OBOR aims to conclude FTAs with the countries participating in the initiative;
thus, the article focuses on the issues of trade, and Ukraine’s industrial and innovation
policy in the context of the OBOR initiative. A comparative analysis of both coun-
tries’ trade and industrial policies was conducted to provide a basis for evaluation. The
terms of trade between Ukraine and China are not symmetrical due to the difference
in the scale of the economy and trade. Additionally, Ukraine’s trade regime is relatively
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liberal, while the Chinese market is protected by higher tariff and non-tariff barriers.
Furthermore, the current situation in mutual trade is asymmetric. Ukraine exports
mainly raw materials to China, while exports from China to Ukraine are dominated
by investment and consumer goods.

The import dependence of the Ukrainian economy, in general, is high without any
noticeable signs of decline. In 2014-2018, the share of imports of goods and services
in GDP in Ukraine averaged 54% (for comparison, in China, this parameter was 19%).
In 2018, 55% of Ukraine’s negative balance in trade in goods was due to trade with
China. China seeks to conclude FTAs under the OBOR initiative, but in the current
context, the liberalization of trade regimes with China will result in Ukraine growing
its raw material exports to China and increasing its dependence on Chinese imports.
On the other hand, China’s investment, production, research, and technological op-
portunities can become an important resource for Ukraine to modernize its economy.
Promising areas of Chinese investment include high technology, in particular, aviation,
shipbuilding, bioengineering, the development of new materials, and more. Ukraine
is interested in China’s experience in implementing a number of state programs in the
field of innovation development of Chinese industrial enterprises. The support system
for clusters, industrial parks, Free Economic Zones (FEZs), and technology parks can
be recommended for introduction into Ukrainian legislation in the sphere of develop-
ing an innovation structure in Ukraine.

Keywords: One Belt One Road initiative, China, Ukraine, trade policy, FTA, industrial
policy, innovation policy

JEL: F13, F21, O38, O57

Introduction

Multipolar globalization has become the main direction of world economic develop-
ment. In the world market, several competing economic poles have evolved, which
generate the largest flows of exports and imports of goods and services. At the same
time, small economies are becoming more open and are grouped around economic
poles into regional blocs. These processes require empirical research, theoretical un-
derstanding, and the development of rational trade policy. One of the modern eco-
nomic poles is the People’s Republic of China, and the current model of its regional
cooperation is the One Belt, One Road (OBOR) initiative.

On the other hand, with China becoming the world’s leading economy, many coun-
tries are looking for ways to cooperate profitably with China in trade and investment.
China is proposing a model for such cooperation from its side as part of its OBOR in-
itiative. Research on the prospects of EU participation in the OBOR initiative is being
conducted in EU countries, in particular, in Poland (Bielinski, Markiewicz, and Ozie-
wicz 2019, pp. 7-22; Choros-Mrozowska 2019, pp. 39-53). Research in this field is also
important for Ukraine, as there is still great potential for economic relations between
Ukraine and China. In 2017, Ukraine and China signed a “road map” for the imple-
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mentation of the Great Silk Road Economic Belt initiative (North Line B of the OBOR
initiative, Beijing — Russia - Germany — Northern Europe). However, this document
has not yet given impulse to the development of trade between China and Ukraine,
nor to Ukraine’s involvement in Eurasian logistics for the transportation of goods be-
tween China and the EU, or to cooperation in the field of industrial production.

Due to the complication of trade relations with the Russian Federation, Ukraine’s
participation in the development of the Economic Belt of the Great Silk Road, in gen-
eral, is quite problematic. Instead, progress is possible in the development of Ukraine’s
trade with China and the attraction of Chinese investment to Ukraine.

The purpose of the paper is to determine the prospects and ways for Ukraine
to join the Chinese government’s OBOR initiative in the field of bilateral trade and
Chinese investment in Ukrainian industry. It should be mentioned that OBOR will
consist not only of a network of ports, roads, railways, airports, power plants, oil and
gas pipelines, and refineries, but also free trade areas. A boost to mutual trade would
be possible if an FTA between Ukraine and China were established, but the liberali-
zation of trade between Ukraine and China carries many risks in addition to poten-
tial benefits, as it could increase Ukraine’s raw material exports and increase its de-
pendence on Chinese imports. The development of mutual trade between Ukraine
and China is already creating challenges for the domestic economy, given that more
than half of the negative balance in Ukraine’s trade in goods is caused by trade with
China (55% in 2018).

Despite the danger of the further deterioration of the trade balance, the Ukrain-
ian side initiated the launch of consultations on the Ukrainian-Chinese Free Trade
Agreement (FTA). A comparative analysis of Ukraine and China’s trade policies is an
essential step to assess the development potential of Ukrainian exports to China and
the risks of increasing Ukraine’s domestic market dependence on Chinese imports.
This analysis will provide arguments to prove the research hypothesis that there is no
evidence of the benefits of concluding an FTA with China, although it should be not-
ed that Ukraine’s refusal to launch FTA negotiations with China would not mean re-
fusing to participate in the OBOR initiative itself. As import duties are relatively low
in most commodity markets around the world, the main trade barriers are transport
costs and non-tariff measures, which the OBOR initiative aims to overcome. In par-
ticular, according to the WTO, China has allocated 1 billion US dollars to this organ-
ization to implement Trade Facilitation Agreements (TFAs) for developing countries
(WTO 2018a). In Ukraine, the TFA implementation process started in 2015, which will
definitely contribute to the implementation of the OBOR initiative. In addition, even
if Ukraine does not follow through with the negotiations on FTA with China, it will
not create barriers to attracting Chinese investment to Ukraine. There is a great de-
mand for foreign direct investment in Ukraine, including investment from East Asia.
In our opinion, in the context of the OBOR initiative, the Chinese side will also bene-
fit from investing in the Ukrainian economy given its proximity to the EU, developed
transport infrastructure, and high transit potential.
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A comparative analysis of Ukraine and China’s industrial policies makes it possible
to identify existing opportunities and assess the prospects for attracting Chinese in-
vestment in Ukrainian industry. Currently, several agreements on the implementation
of various sectoral innovation programs have been concluded, including a Joint Dec-
laration on the Establishment and Development of Strategic Partnership Relations be-
tween Ukraine and China (2011), an Agreement between the Government of Ukraine
and the Government of the People’s Republic of China on Technical and Economic Co-
operation (2015), a Strategic Cooperation Agreement between Motor Sich Joint-Stock
Company, Ivchenko-Progress State Enterprise, and the Chinese Aviation Corporation
AVIC International Holding Corporation (2013), and an Agreement on Cooperation
in the Fields of Energy Efficiency, Energy Saving and Renewable Energy Sources be-
tween the State Agency for Energy Efficiency and Energy Saving of Ukraine and the
Chinese Export Credit Corporation (SINOSURE 2013).

In accordance with the outlined problems and the purpose of the paper, the de-
tailed research tasks are as follows: (1) to conduct an analysis of trade development
and a comparative analysis of the trade policy of China and Ukraine and verify the
research hypothesis that there is no evidence of the benefits of an FTA with China;
(2) to conduct a comparative analysis of import substitution policy in Ukraine and
China; (3) to identify the specifics of China and Ukraine’s industrial policy and areas
for attracting Chinese investment to Ukraine’s industry; and (4) to compare innova-
tion policy in China and Ukraine to develop recommendations for to stimulate mod-
ern forms of innovation infrastructure in Ukraine and promote Chinese investment
in innovation activities.

Methods and sources

The study used methods of comparative analysis — to compare the trade, industrial,
and innovation policies of Ukraine and China; system thinking - to identify and jus-
tify the priority areas for attracting Chinese investment in Ukrainian industry; to re-
veal risks and positive aspects of development, to define special features of innovation
activity in China and Ukraine; methods of statistical analysis (time series, grouping,
etc.) — to assess the level of import dependence of Ukraine and China, to estimate the
basic indicators of innovation activity in both countries and in the study of bilateral
trade flows.

Official data and information sources, academic and analytical papers were used
for the research. The analysis of China’s non-tarift regulation is based on China’s trade
policy reports prepared in 2018 by the WTO Secretariat (WTO 2018b) and the Gov-
ernment of China (WTO 2018¢). Data from the UN Comtrade Database were used
in the study of trade flows, while data from the World Bank and the State Statistics
Service of Ukraine were used for the comparative analysis of the level of import de-
pendence of Ukraine and China. Academic and analytical studies of China’s strategy

122



A Comparative Analysis of the Trade and Industrial Policies of Ukraine and China...

in negotiations on the FTA, and the consequences of trade liberalization with China
for other countries, were used along with an empirical approach to verify the work-
ing hypothesis that there are no benefits for Ukraine from the FTA with China.

China’s trade policy and the question of the feasibility
of a China-Ukraine FTA

Between 2013 and 2018, Ukrainian exports of goods to China decreased by 19.3%,
while imports during the same period decreased by 3.7% (Figure 1). The decrease
in Ukraine’s trade with China could be explained by the economic crisis in Ukraine,
which started in 2014. While imports of goods to Ukraine from China have almost
recovered since the beginning of the crisis, exports are growing at a slow pace.
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Figure 1. Ukraine’s foreign trade in goods with China, 2013-2018, US dollars (millions)
Source: UN Comtrade Data Base.

The structure of Ukrainian exports of goods to China is dominated by raw materi-
als, namely, three commodity groups — metals, grains, and oils, which together account
for 74.1% of Ukrainian commodity exports to China. Agricultural exports have the
best prospects (Ostashko and Olefir 2019, pp. 124-152). The supply of food to China
is one of the main benefits that China plans to gain from the OBOR initiative.

The terms of trade between Ukraine and China have not been symmetrical from
the very beginning due to the difference in the scale of the economy and trade. In ad-
dition, Ukraine’s economy is more open than China’s. The average bound tariff (the
level at which countries agreed to “bind” their tariffs according to the schedule of tariff
reductions upon WTO accession) is 5.9% for Ukraine and 10% for China. This means
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that today, when both countries have already fulfilled their obligations to reduce tar-
iffs, the level of tariff protection in China is much higher than in Ukraine. There-
fore, it could be concluded that mutual liberalization of tariff regimes is beneficial
for Ukraine; however, all benefits of China’s tariff liberalization could be eliminated
by special features of China’s non-tariff customs regulation.

The state plays a key role in the procedures that must be undertaken while entering
the Chinese market, so interstate trade agreements benefit launching and developing
trade with China. All importers must register as foreign trade operators with the Min-
istry of Commerce of the People’s Republic of China (MOFCOM) or its authorized
bodies. China classifies imports into three categories: non-restricted imports, restrict-
ed imports, and prohibited imports.

It should be mentioned separately that China is not obliged to lift the ban on import-
ing certain goods in the framework of WTO accession. Thus, the Protocol on China’s
Accession to the WTO (WTO 2001a) only mentions China’s obligation to publish the
list of all goods and technologies whose import or export is restricted or prohibited
in a regular official publication (Section 8 (a) of the mentioned Protocol). The lifting
of bans and the rejection of imposing of new bans on importing certain goods are also
not mentioned in the Report of the Working Party on China’s Accession to the WTO
(Section 8 “Quantitative Restrictions on Imports Including Prohibitions and Quotas”)
(WTO 2001b, pp. 23-26).

In 2004, China passed a new Law on Foreign Trade (MOFCOM 2004) that sig-
nificantly expands the list of goods that may be subjected to import restrictions and
bans. Article 16 of this Law stipulates that the state may restrict or prohibit the import
of certain goods and technologies in order to protect growth or stimulate the creation
of a particular domestic industry, as well as restrict the import of agricultural goods.
Therefore, prospects for the development of Ukrainian agricultural exports in the case
of concluding an FTA with China are far from clear and will be constantly threatened
by the introduction of bans by the Chinese government.

While the Chinese government is actively pursuing a policy of trade protectionism
to protect its own producers and promote the development of certain industries, inter-
national experts believe that China is violating the commitments made in the frame-
work of WTO accession (AEGIS EUROPE 2016). Such violations include, in particu-
lar, the adoption of the Plan for Innovative Development of High-Tech Industries, the
so-called new strategic industries, and the non-fulfillment of obligations to implement
international standards. China continues to develop its own unique national standards
to protect its companies from international competition. This policy of China is called
“innovation mercantilism” (Ezell and Atkinson 2015).

While evaluating the expediency of concluding an FTA with China, it is important
to analyze the specifics of the FTA negotiations by the Chinese side. As of March 2019,
China has signed and implemented 16 free trade agreements; these FTAs are more
diverse than regional agreements signed by the EU or US. Thus, US regional agree-
ments typically offer accelerated tarift elimination bilaterally in exchange for what
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is actually unilateral liberalization of services by the second party. EU agreements
emphasize the harmonization of the institutional environment and market competi-
tion regulation. Unlike the US and the EU, Chinese agreements are based on diverse
approaches to trade liberalization. China is adamant about opening up agricultural
markets due to lobbying for its own producers and food security considerations. Its
desire to maintain a high level of protection of food markets for food security reasons
is considered the most serious obstacle to the progress of FTA negotiations with Chi-
na. This actually eliminates the advantages of implementing an FTA between Ukraine
and China because Ukraine’s agricultural sector can become almost the only benefi-
ciary of this FTA.

There are also problems related to translation, especially in periods of aggravation
of the negotiation process and the tough position of the Chinese side in negotiations
on services, investment, and public procurement agreements (Lingling 2013, pp. 672—
696). The seriousness of translation problems in trade relations with China is also noted
by researchers from the Foundation for Innovative Technologies and Innovations from
the United States, who study China’s fulfillment of its obligations to the WTO (Ezell
and Atkinson 2015, p. 3). It was even suggested to increase funding for the transla-
tion of China’s strategic documents, especially those related to the development plans
of China’s so-called seven strategic and new industries, because, despite its commit-
ments, China does not provide timely notifications to the WTO. It is also noted that
China still does not report all new or revised standards, technical regulations, or con-
formity assessment procedures, as required by WTO rules.

Therefore, in the case of negotiations on the FTA between China and Ukraine, their
complex nature and the intransigence of the Chinese to open their agricultural markets
should be considered. In addition, even if the Ukrainian side manages to improve its
access to the Chinese agricultural market, there is a danger that these markets could
be closed at any time because, as mentioned above, according to Article 16 of the Law
on Foreign Trade of China, the importing of animal, plant, and fishery products may
be restricted if circumstances so require.

Furthermore, in FTA negotiations with countries that export agricultural goods, the
Chinese agree to establish tariff quotas on imports of agricultural products. In particu-
lar, tariff quotas on agricultural imports into China are set in the FTA with Australia
and New Zealand. In FTAs with other countries, agricultural products are generally
excluded from the liberalization regime; for example, in the FTA between China and
Georgia (2018), durum wheat, soybeans, corn, sugar, and milk powder are excluded
from the free trade regime (WTO 2018b, p. 35). Thus, the size of zero-tariff quotas for
agricultural exports will be the core issue in the FTA negotiations between Ukraine
and China.

Another feature of China’s FTAs with agricultural exporters is that they contain
a section on special agricultural safeguards. Such sections were included in the FTA
with Australia (Article 2.14 of the Agreement) (MOFCOM 2015) and with New Zealand
(Article 13 of the Agreement) (MOFCOM 2008). These sections allow China to impose
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an additional protective tarift on imports of agricultural products if the volume of im-
ports or the price of imported goods threatens its domestic market. In particular, in the
FTA with Australia, special agricultural safeguards protect China’s beef and dairy mar-
kets, which are not subjected to tariff quotas. It is obvious that the symmetrical meas-
ures that the Ukrainian side can defend in the negotiations may be the introduction
of a protective mechanism in certain markets for light industry goods.

Comparative analysis of the domestic market protection
policy and import substitution in China and Ukraine

The policy of domestic market protection and import substitution should take into ac-
count the parameters of the national economy, its dynamics, and structure. Ukraine’s
economy today can be considered small and open, while China’s economy is large
and closed. Ukraine’s economy has been stagnant for the past ten years, while Chi-
na’s economy has been growing and developing rapidly. The dynamics and structure
of the economies of both countries determine the dynamics and structure of their
import flows.

Imports of goods to Ukraine between 2014 and 2018 increased from 54 to 57 billion
US dollars, or by 5%. During the same period, imports of goods to China increased
from 1959 to 2135 billion US dollars, or by 9%. Imports of goods to China have gener-
ally been growing faster since 2000, reflecting the faster development of the Chinese
economy compared to Ukraine’s.

The structure of imports is closely linked to the structure of the economy. China
successfully modernized and diversified its economy during the 1990s and 2000s,
while Ukraine’s economy went going through processes of deindustrialization and
narrowing of the range of export products. In 2014-2018, consumer goods dominated
the structure of imports to Ukraine, with an average share of 42.1%, and raw materials
had the lowest share (11.9% on average). By contrast, in China, capital goods and raw
materials were responsible for the largest share of imports (40.1% and 25.0%, respec-
tively), while consumer goods had the smallest share (13.1%).

The Ukrainian economy is more dependent on imports than the Chinese econo-
my. In 2014-2018, Ukraine’s share of imports of goods and services in GDP was equal
to 53.8%, while for China, this figure was 18.7%. The dependence of Ukraine’s econo-
my on imports does not show a decreasing trend. While in 2013 the share of imports
in GDP was 51.1%, in 2017, it increased to 55.7%. The Ukrainian economy’s depend-
ence on imports has been high since 2000; it has fallen below 50% only three times
(in 2006, 2009, and 2010).

China became a full-fledged member of the WTO in December 2001, while Ukraine
joined in May 2008. Between 2014 and 2018, China had higher levels of tariff and
non-tarift protection of its domestic market than Ukraine (Table 1). The Effectively Ap-
plied Weighted Average Tarift in 2018 in China was 3.39%, and 1.56% in Ukraine.

126



A Comparative Analysis of the Trade and Industrial Policies of Ukraine and China...

Table 1. Levels of tariff and non-tariff protection of Ukraine and China, 2014-2018

Indicator Ukraine China
Simple Average Tariff, % 2.30 7.56
incl. Raw materials 3.81 5.46
Capital goods 1.06 5.27
Intermediate goods 1.39 6.18
Consumer goods 3.52 10.29
Maximum Rate, % 50 695
incl. Raw materials 20 65
Capital goods 20 45
Intermediate goods 50 65
Consumer goods 50 695
Duty-free Tariff Lines Share, % 62.39 25.84
No. of Non-Tariff Measures Affected Products (HS 6 Digit) (2013) 23 81

Source: World Integrated Trade Solution.

The trade policy in Ukraine and China is based on similar principles, targeted
at providing the maximum support to the development of domestic production. In par-
ticular, imports of raw materials and capital goods are subjected to minimum tariffs,
while imports of consumer goods are subjected to maximum tariffs. In particular, the
Effectively Applied Weighted Average Tarift in 2018 for raw materials in Ukraine was
0.97% (1.21% in China), for capital goods, it was 0.94 and 2.54, respectively; for inter-
mediate goods - 1.07 and 3.17; for consumer goods - 2.36 and 10.22 (World Integrated
Trade Solution n.d.). The difference was that the maximum tariff rate (for consumer
goods) in Ukraine was 2.5 times higher than the minimum tariff rate, and in China,
it was 8.4 times higher.

The policy of import substitution in Ukraine was implemented with an emphasis
on individual industries or through the development of complex programs. In the
framework of import substitution policy, localization requirements were also applied
to foreign direct investors. According to the Law of Ukraine “On the Development
of the Automobile Industry of Ukraine” of March 18, 2004 Ne 1624-1V, which came
into force on June 1, 2004, import duty rates on cars imported to Ukraine were in-
creased.

In September 2011, the Cabinet of Ministers of Ukraine approved the State Program
for the Development of Domestic Production, developed for 2012-2018. The program
provided for the use of non-tariff technical, sanitary, and phytosanitary measures,
certification and standardization, licensing, and quotas to protect domestic produc-
ers. The construction of a plant to produce nuclear fuel for the purpose of import sub-
stitution of relevant products (with the use of foreign investments) in Smolin, in the
Kirovohrad region, was one of the measures included in the program.

Chinese companies implemented import substitution measures both with and with-
out the involvement of Western capital. At the time of Huawei’s establishment (1987),
China imported all telecommunications equipment. The company refused to enter into
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joint ventures with Western transnational corporations, relying on its own research
facilities, while actively using reverse engineering, i.e., studying the design of equip-
ment of Western transnational corporations. At the same time, the company received
state support because its products were significant for national defense (Huawei n.d.).
China’s domestic car market demand is now almost entirely satisfied by domestic pro-
duction, with imports accounting for 9-10% of sales, although back in 1993-1994, the
market was divided equally between imports and domestic production. Ninety per-
cent of cars produced in China are provided by joint ventures with foreign manufac-
turers, such as Volkswagen, Toyota, Peugeot, Citroen, Honda, Renault, Nissan, and
BMW (Industry of China n.d.).

In order to implement import substitution, China has actively used the require-
ments of localization of production. In 2005, China launched a program to manufac-
ture wind turbines with the condition that at least 70% of components will be pur-
chased using budget costs in China. This was later rejected due to protests from foreign
suppliers, who pointed out that the document contradicted China’s commitments
to the WTO. However, by that time, the localization rate for local and foreign firms had
already reached 70% (Studwell 2017, pp. 316-317). As part of China’s five-year develop-
ment plan for 2016-2020, a “Made in China 2025 plan was developed to increase the
share of local raw materials in production to 40% in 2020 and to 70% in 2025 (Made
in China 2025 2015).

In 2014-2018, relatively large amounts of engines for aircraft and propellers pro-
duced by Ukrainian company Motor Sich were imported to China. For the purpose
of import substitution, the Chinese side agreed with Motor Sich on joint production
in Chongqing Municipality (China and Motor Sich... 2017), but in 2019, Skyrizon Air-
craft and Xinwei Technology Group bought more than half of the shares from Motor
Sich JSC. Today the agreement is being reviewed by the Antimonopoly Committee
of Ukraine (Boguslaev confirmed the sale... 2019). This agreement is unfavorable for
Ukraine, as there is a high probability that production (at least equal to the volume
of Chinese imports) will be moved to a plant in China.

Attracting China’s investment to Ukrainian industry

Awareness about the real difficulties of Ukraine’s economic development, reflected
in the slowdown in economic growth and the aging of fixed capital, puts on the agen-
da the problem of further developing Ukrainian industry in the framework of open
markets. In this context, China’s experience is important for Ukraine.

The creation of new industries and building industries that had significant export
potential almost from scratch (automotive, electronics, etc.) was an important feature
of China’s industrial policy. The emphasis was on domestic production, not on pro-
duction from imported components, screwdriver assembly, etc. The main purpose
of attracting foreign investment was to obtain modern technologies. This industrial
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policy has enabled China to reach a new level of industrial development. In particu-
lar, in the already mentioned program “Made in China 2025”, published in 2015, the
Chinese government outlined the priorities of modernizing Chinese industry based
on modern technologies. The main goal of China’s comprehensive and ambitious in-
dustrial policy is to make the country a world manufacturing power and a high-tech
superpower.

Unlike the Chinese Industry Modernization Program, which aims to transition
to “smart” industry, the Ukrainian Industry Development Strategy is much more mod-
est and aims to find ways to address key issues, including modernization and growth
of industrial production; regional development of industry, and increase its resource
efficiency.

Projects targeted at developing the production of goods with high value added,
include space and aviation, machine-building products; energy-saving and vehi-
cles using alternative energy sources; new materials; high-tech medical equipment,
should become the priority areas for attracting Chinese investment to Ukrainian
industry.

Attracting Chinese investment to the space industry is promising for both Ukraine
and China, as Ukraine already has all the components of a space industry - science,
technology, production, and human resources - to implement full-scale space pro-
jects. On the other hand, China is catching up with the United States in many areas,
including the space sector. Recently, China announced a plan for a piloted moon land-
ing and operating reusable rocket launchers. Although the industry is 15 years behind,
China is looking to the future with confidence (China seeks leadership... 2018).

In the last decade, Ukrainian aircraft construction has not developed effectively,
which has led to a loss of position in the world market. The breaking of the Ukrainian
aviation industry’s ties with Russia prompted Ukraine’s aircraft companies to make
profound structural changes and seek ways to attract investment in aircraft construc-
tion from other countries, including Europe and East and Southeast Asia. In this con-
text, Ukraine’s participation in the OBOR initiative looks promising. For Ukraine, this
is, first of all, an opportunity to attract additional investment resources to the aviation
industry and enter the markets of East and South-East Asia. In addition, China is in-
terested in expanding investment activities in Ukrainian aircraft production. In par-
ticular, China is showing interest in joint production of aircraft engines with the State
Concern Ukroboronprom.

The machinery construction industry of Ukraine incorporates more than 20 spe-
cialized branches, i.e., practically all categories of mechanical engineering. To increase
the efficiency of the enterprises of Ukraine’s machinery construction industry within
the framework of the OBOR initiative, there is an opportunity to attract Chinese in-
vestors, especially to the field of industrial machinery construction. In this case, joint
production of the two countries would be a better option. Ukraine, which is going

1 Chinais studying the possibilities of mass producing a new Ukrainian transport plane, the An-178, with
a capacity of up to 18 tons developed by the Antonov State Enterprise (Kyiv) at facilities in China.
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through the process of industrialization, could not skip the development of domestic
modern engineering. At the same time, Ukrainian enterprises have a rich raw mate-
rial base for their development, starting with ore and ending with super hard mate-
rials. Attracting investment from China will promote the development of innovative
and management technologies.

As part of attracting Chinese investment to the production of energy-saving and
alternative energy vehicles, Ukraine should focus on China’s state and private compa-
nies to use their experience inside their home country. These can be companies such
as Jinko Solar, JA Solar, Trina, Longi, Canadian Solar, Hanwha Q Cells, Risen, Sun-
tech, Astronergy, Telesun (ITC).

Ukraine will benefit from attracting Chinese investors to the energy-saving and al-
ternative energy vehicle production sectors in the form of creating new jobs, revenues
to state and local budgets, building new energy-efficient industries and related infra-
structure across the country, and ultimately positive environmental consequences. For
Chinese investors, creating or relocating the production of energy-saving and alterna-
tive energy vehicles to Ukraine will allow it to expand the market not only in Ukraine
but also in the EU.

Developing and implementing new materials is necessary primarily for the de-
velopment of mechanical engineering, aerospace, equipment and energy industries,
medicine, and more. Therefore, attracting Chinese investment in these areas, in our
opinion, will have positive results. However, new prospects will open for Ukraine
in the field of producing new materials when it starts to develop modern academic
and applied science.

While considering attracting Chinese investment in the production of high-tech
medical equipment, it should be noted that China has long been known for its in-depth
knowledge of the human body and traditional medicine. Their developments are aimed
at finding a cure for a variety of diseases, creating specialized apparatus to detect and
classify diseases, and creating flexible batteries that run on saline liquids, including
sweat or tears.

In our opinion, the innovative potential of Ukraine in producing high-tech medical
devices is still estimated to be at a high level, especially if we consider important pa-
rameters such as generating new ideas and technologies. Many Ukrainian specialists
already work in world research centers. To remain an innovative state, Ukraine needs
to develop strong cooperation with China.

However, in attracting Chinese investment in these promising areas of industry,
Ukraine must still consider the experience of other countries; and this experience
is not always positive. For example, Belarus, having signed an official protocol with
the Ministry of Commerce of China in 2014, expected Chinese investors to build new
high-tech enterprises. In order to implement the measures provided by the protocol,
an industrial park “Big Stone” (80 sq. km), was created with a Chinese corporation’s
investment of more than 1 billion US dollars over several years, with the total invest-
ment sum expected to be 5.5 billion US dollars. Plants and housing were built with
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these funds, but the main object of the industrial park was a large logistics center, not
high-tech enterprises (Lavnykevych 2018).

In conclusion, it should be noted that attracting Chinese investment to Ukraine
could have both benefits (from significant investments) and threats (from targeted
changes in investment by investors). Therefore, in deepening bilateral cooperation,
Ukraine must clearly understand what priority tasks it can solve at the expense of Chi-
nese investment and what goals a Chinese investor is pursuing in Ukraine.

Cooperation in the field of innovation

The economic development of the country depends on the development of industrial
enterprises based on innovations. The effectiveness of the activity is estimated by the
innovation indicator, according to which China ranked 14" among 129 countries,
while Ukraine was in 47" place (Global innovation index 2019). According to Busi-
ness dynamism, China took 36" place (Ukraine - 85"), and according to Innovation
capability - 24" place (Ukraine - 60"™) among 141 countries (The Global Competitive-
ness Report 2019).

China’s industrial enterprises produce more than 34% of the world’s innovative
products, and the Chinese government creates special institutional conditions for their
development. This applies not only to the existing legal framework in the field of in-
novation of enterprises, but also to the development priorities of industries identi-
fied in government programs (“Spark”, “Torch”, “Plan 2020”, “Program 863”, “Made
in China - 2025” and others.

After analyzing state regulations and support for innovation development of indus-
trial enterprises capable of producing competitive products, China’s long-term prior-
ities should be understood as supporting the formation of high-tech industries, in-
cluding the creation of an efficient technology transfer system; providing state support
in the creation and development of special forms of organization of innovation (FEZs,
clusters, industrial parks, technology parks, etc.) in the provinces of the country that
have a network of scientific, technical and industrial enterprises with high scientific
and technological potential; using existing scientific and technical potential for the
development of priority economic activities (agricultural technologies, biotechnology,
nuclear and space technologies, etc.); creating favorable conditions for conducting re-
search in the field of scientific and technical development (chemical technologies and
new materials, information technologies, etc.); improving the regulatory framework
in the field of development of scientific and innovation activities; integration into the
global innovation sphere.

In contrast to China, the Ukrainian processing industry in recent years has been
characterized by a decrease in the share of GDP from 20.0% in 2007 to 12.4% in 2017.
There has also been a decrease in the number of domestic enterprises in the process-
ing industry to 759 units, of which 680 units are innovation enterprises (production
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of food, beverages, and tobacco products; metallurgical production, production of fin-
ished metal products, except for the manufacturing of machinery and equipment;
the manufacture of machinery and equipment not included in other groups?).

Financing the innovation activities of the processing industries was mainly carried
out at the expense of own funding (83.5% of the total financing of innovative activ-
ity of processing industry of Ukraine). The main reasons for the decline in produc-
tion include the conflict with the Russian Federation, the loss of industrial potential
in eastern Ukraine, and the loss of markets in the post-Soviet space, which were not
compensated for by the signing of the Deep and Comprehensive FTA between Ukraine
and the EU (2016).

The problem lies in the lack of funding for state programs in the field of innovation.
Based on the Chinese experience, the intensification of innovation in Ukraine is pos-
sible by creating and developing organizational forms of innovation, among which
the most common are FEZs (Shenzhen, Zhuhai, Shantou, Xiamen, Hainan). Clusters
are another form of innovation activity of enterprises. Their functioning is support-
ed by the national cluster development program and cluster strategy. Thanks to state
support, 150 clusters have been created in China, while in Ukraine, only 50 were cre-
ated. Ukraine has developed several draft regulation documents on the functioning
of clusters, although they remain unapproved.

Industrial parks are one of the most effective organizational forms of innovation
activity of industrial enterprises (54 units in China, 43 in Ukraine). In China, indus-
trial parks form about 10.0% of GDP, accumulate 30.0% of foreign direct investment,
generate 37% of the country’s commodity exports, and employ approximately four mil-
lion people. Transnational industrial parks generate particular interest, among them,
the China-Singapore Suzhou Industrial Park (with an area of 260 km?, 330 companies,
35,000 employees, and 100 billion US dollars investment), and the Great Stone Chi-
na-Belarus industrial park (with an area of 112.5 km?). A favorable investment climate
has been created for their functioning, and this climate is guaranteed both by nation-
al legislation and by special international agreements and obligations (Egorov, Boiko,
and Griga 2015; Boiko 2017, pp. 112-132).

China supports the operation of technology parks in conjunction with Ukrainian
enterprises. In particular, in 2011, the Ukrainian-Chinese Techno Park was established
in Shanghai (cooperation in the field of marine sciences and technologies, biomedi-
cine, aerospace, major energy sources, etc.) (Opening ceremony... 2011), and in 2016,
the Chinese-Ukrainian Center for Scientific and Technical Cooperation in Harbin
(a platform for scientific cooperation in certain areas, including electric welding).

Ukraine also has a network of 19 technology parks. However, in 2005, some of the
most important articles of the laws regulating the activities of technology parks were
repealed. Subsequently, the preferences of technology parks in the field of taxation and

2 Information for 2014-2017 is given without taking into account the temporarily occupied territo-
ry of the Autonomous Republic of Crimea, the city of Sevastopol and part of the temporarily oc-
cupied territories in Donetsk and Luhansk regions.
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operating activities were partially restored. To intensify Ukrainian-Chinese coopera-
tion in the field of innovation, it is necessary to create a favorable investment climate
to attract Chinese and domestic investors to develop joint industrial enterprises on an
innovative basis in priority economic activities.

Conclusions

Based on the results of the analysis in accordance with our four detailed research tasks,
a few conclusions can be formulated.

1. A comparative analysis of the trade policy of Ukraine and China and trends in bi-
lateral trade in goods showed that the most likely scenario for mutual trade devel-
opment would be strengthening the raw material orientation of Ukrainian exports
with an emphasis on agricultural goods and the increase in dependence of Ukraine’s
domestic market on Chinese goods. This scenario works to provide the main bene-
fits that China plans to gain from the implementation of the OBOR initiative, name-
ly, providing raw materials for its own processing industries, providing food for its
own population, and promoting Chinese goods to markets around the world.

2. The dependence of Ukraine’s economy on imports remains high without any sig-
nificant signs of decline. This is an unnatural phenomenon given the large popu-
lation, large territory, and significant production potential. The high level of im-
port dependence resulted from the long-term economic crisis of the 1990s, the
policy of trade liberalization, and a number of other factors. The analysis verified
our hypothesis that given the high risks of deterioration of Ukraine’s trade bal-
ance due to trade liberalization with China, the conclusion of an FTA with China
at the current stage of Ukraine’s development is not appropriate.

3. At this stage of Ukraine’s development, it is recommended to limit the poten-
tial partnership to concluding a Bilateral Investment Agreement with China,
which China should conclude before starting negotiations on the establishment
of the FTA. Ukraine’s economy needs to intensify domestic production by at-
tracting foreign direct investment and mobilize domestic sources of growth. Chi-
na successfully followed this path during the 1990s and 2000s, and its experi-
ence is important for Ukraine. In the context of this experience, it is rational
to deploy innovation and investment cooperation between Ukraine and China,
mainly in Ukraine, taking into account its territorial proximity to the EU, devel-
oped transport infrastructure, and high transit potential, which is also useful for
China in the OBOR initiative. The main areas of attracting Chinese investment
in Ukrainian industry are high-tech areas such as aviation, the shipbuilding in-
dustry, and the development of new materials.

4. Considering the state of innovative development of industrial enterprises
of Ukraine, it is expedient to create clusters in Ukraine with the involvement
of Chinese investments within the framework of the OBOR initiative. In addi-
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tion, the analysis of China’s successful experience in the development of oth-
er special forms of organizing innovation proves the importance of developing
technology parks, industrial parks, and FEZs. To implement this, it is necessary
to make changes in the institutional support for the development of innovation
in Ukraine.
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Analiza porownawcza polityki handlowej
i przemystowej Ukrainy i Chin w kontekscie
inicjatywy OBOR

Gospodarka swiatowa ewoluuje w kierunku wielobiegunowe;j globalizacji, a Chiny staty
sie nowym biegunem rozwoju gospodarczego. Ukraina, podobnie jak inne kraje, szuka
sposobow wspotpracy z Chinami w zakresie handlu i inwestycji. Z kolei Chiny oferuja
model wspétpracy w ramach inicjatywy OBOR. Poniewaz oprécz chinskich inwestycji
w infrastrukture transportowo-logistyczng OBOR ma na celu zawarcie uméw o wolnym
handlu z krajami uczestniczacymi w inicjatywie, artykut skupia sie na zagadnieniach po-
lityki handlowej, przemystowej i innowacyjnej Ukrainy w kontekscie inicjatywy OBOR.
Warunki handlu miedzy Ukraing a Chinami nie s3 symetryczne ze wzgledu na réznice
w wielkosci gospodarek i handlu. Warunki handlu na Ukrainie sg réwniez dos¢ liberal-
ne, podczas gdy rynek chinski jest chroniony przez wyzsze bariery o charakterze tary-
fowym i pozataryfowym. Obecna sytuacja we wzajemnym handlu ma réwniez charak-
ter asymetryczny. Ukraina eksportuje do Chin gtéwnie surowce, podczas gdy eksport
z Chin na Ukraine jest zdominowany przez dobra inwestycyjne i konsumpcyjne.
Zaleznosc ukrainskiej gospodarki od importu jest duza, bez zauwazalnych oznak spad-
ku. W latach 2014-2018 udziat importu towardéw i ustug w PKB na Ukrainie wynosit
$rednio 54% (dla poréwnania w Chinach - 19%). 55% ujemnego salda handlu Ukra-
iny towarami w 2018 roku byto wynikiem wymiany handlowej z Chinami. Chiny daza
do zawarcia uméw o wolnym handlu w ramach inicjatywy OBOR, ale w obecnej sy-
tuaciji liberalizacja handlu z Chinami spowoduje wzrost ukrainskiego eksportu surow-
cow do Chin i zwiekszy zalezno$¢ od chinskiego importu. Z drugiej strony mozliwosci
inwestycyjne, produkcyjne oraz naukowe i technologiczne Chin moga stac¢ sie zna-
czacym czynnikiem stuzacym modernizacji gospodarczej Ukrainy. Gatezie przemystu
wysokich technologii, takie jak lotnictwo, przemyst stoczniowy, bioinzynieria, rozwdj
nowych materiatéw itp., s3 obiecujacymi obszarami przyciagajagcymi chinskie inwe-
stycje. Interesujace dla Ukrainy sg chinskie doswiadczenia w realizacji szeregu pro-
graméw panstwowych w zakresie rozwoju innowacji w chinskich przedsiebiorstwach
przemystowych. Wskazane jest wprowadzenie systemu wspierania klastrow, parkéw
przemystowych, Wolnych Stref Ekonomicznych (WSE) i parkéw technologicznych
do ukrainskiego ustawodawstwa dotyczacego systemu innowacji na Ukrainie.

Stowa kluczowe: Inicjatywa OBOR, Chiny, Ukraina, polityka handlowa, umowy
o wolnym handlu, polityka przemystowa, polityka innowacyjna
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