CBITOBE TOCIMOLAPCTBO | MDXHAPOHI EKOHOMIYHI BIDBHOCKHA

MukonaiBcbkui HauioHanbHui yHiBepcuteT imeri B.O. CyxomnuHcbKkoro

UDC 339.56

Kakhovich Y.O.

Ph.D, Associate Professor at the Department
of Management of Foreign Activity of
University of Customs and Finance

Nemeth Y.I.
Student of
University of Customs and Finance

OUTPUT OF UKRAINIAN COMPANIES TO THE FOREIGN MARKETS
BY EXAMPLE OF THE EU MARKET

BUXIJ] YKPATHCBKUX NIAIIPUEMCTB HA 3APYBIKHI PUHKH
HA IIPURJAAI PHHRY €BPOIIEUCBROI'O COI0O3Y

ANNOTATION

The main theoretical aspects of output of Ukrainian enterprises
to the foreign markets are considered in the article, criteria for the
selection of foreign markets and the basic strategies that are used
in modern international practice are analyzed. The market of the
European Union, its features and changes in relations between
Ukraine and the EU against the background of the signing of the
Association Agreement are investigated. Practical recommenda-
tions for output of Ukrainian enterprises to the EU market are de-
veloped based on the studied factors.
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AHOTALIA

Y cTaTtTi po3risiHYTO OCHOBHI TEOPETMYHI acnektTn BUXody
YKpaiHCbKUX MiANPUEMCTB Ha 30BHILLHI PUHKKW, KpuTepii Bigbopy
30BHILLHIX PUHKIB Ta OCHOBHI CTpaTerii, siki 3aCTOCOBYHOTLCS B CY-
YacHin MixkHapoaHin npaktuui. MNpoaHanisoBaHo puHOK €Bponeit-
CbKOro COH03Y, 10ro 0cobnMBOCTI Ta 3MiHW Y BiQHOCUHAX Mix YKpa-
iHoto Ta €C Ha Tni nignucaHHsa Yrogm npo Acouiauito. Po3pobneHo
NpaKTUYHi pekoMeHdauii LWOoAO BMXOAY YKPAiHCbKUX NiAnpueMcTB
Ha puHOK €C 3 ypaxyBaHHsM JOCnigKeHNX (haKkTopiB.

Knrouosi cnosa: €C, cTparterii BUX0Ay Ha 30BHILLHIN PUHOK,
yroga npo acoujauito 3 €C, kpuTepii Bigbopy 30BHILLHIX pUHKIB, Me-
HemkmeHT 3E[, Bumorn €C, 3HMKEHHS MUTHUX CTaBOK.

AHHOTALUA

B cratbe paccmoTpeHbl OCHOBHblE TEOPETUYECKUE acnekThbl
BbIXO4a YKPaWHCKUX NpeanpusTUiA Ha BHELUHUE PbIHKWU, KpuTe-
pun oT6opa BHELLHWX PLIHKOB W OCHOBHbIE CTpaTernun, Kotopble
NPUMEHSIOTCA B COBPEMEHHOW MeXayHapodHon npaktuke. lNpo-
aHanuanpoBaH pbIHOK EBponeiickoro cotosa, ero 0Co6eHHOCTH U
N3MEHEHNs B OTHOLLEHUSAX Mexay YkpaunHoi n EC Ha coHe nog-
nucanuna Cornalenns 06 accoumaumun. PaspaboTtaHbl npakTnye-
CKue pekoMeHZaumm No BbIXOAY YKPaUHCKMX NPeanpusaTuin Ha pbl-
Hok EC ¢ yyeTom nccnenoBaHHbIx (hakTopos.

KntoueBble cnosa: EC, cTpaternu Bbixoga Ha BHELLHWI pbl-
HOK, cornaweHne o6 accouuauum ¢ EC, kputepum otbopa BHeLL-
HUX PbIHKOB, MeHedkMeHT BJ[l, TpeboBaHusa EC, cHuxeHue Ta-
MOXEHHbIX CTaBOK.

Formulation of the problem. Today, in view
of the process of internationalization and globali-
zation of production and economic life, Ukrain-
ian enterprises strive for gaining competitive
advantages by improving foreign trade activity
through output to foreign markets. The develop-
ment of market relations in Ukraine fundamen-
tally changes the meaning of economic activity,
giving its subjects the opportunity to choose inde-
pendently the directions of their activities, build

their strategic plans and take an appropriate deci-
sion [1, p. 5]. The question of entering a foreign
market, choosing an appropriate strategy and
organization of management process in Ukrainian
companies in connection with the process of inter-
nationalization and globalization is getting more
and more relevant.

Managers of enterprises have an important
task to learn how to make effective decisions
which are based on various macro- and micro fac-
tors of international business, the problems of
international cooperation with foreign partners
taking into account different political, economic,
legal and other aspects.

Ukrainian producers entering foreign mar-
kets should take into account the peculiarities
of international markets, the specifics of each
market, requirements of consumers to the prod-
ucts and services, legislation in chosen countries,
the state of competition in this segment of the
international market and other factors which can
affect the company.

Presently Ukrainian enterprises face a number
of problems that do not allow them to be competi-
tive players in foreign markets, particularly in the
EU market. The main problems are: lack of uni-
form standards; inconsistency between Ukrainian
standards and global standards and certification
principles; incompetent price policy; inconsist-
ency between market participants; outdated tech-
nologies and lack of willingness of the Ukrainian
enterprises to integrate into the world economic
system. The market of EU has its own peculiarity,
that’s why it’s very important to make right and
appropriate researches considering all factors to
make a right decision.

In connection with it, the analysis and improve-
ment of management processes to develop the for-
eign activity in Ukraine is getting important.

Analysis of recent publications. In scientific
literature there is a huge number of works which
are devoted to the problem of output of companies
to foreign markets, selection of appropriate strat-
egy which is based on the analysis of a specific
market and its peculiarities and organization of
management process to achieve chosen goals. Sig-
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nificant contribution to the study of these prob-
lems is made by such scientists and economists as
Igor Ansoff [2], Henry Assael, Philip Kotler [3],
Michael Porter, O.L. Kanishchenko[1,4], T.M. Tsy-
gankova [5] and others.

Existing approaches proposed by scientists
require a close look and modification taking into
account the specific market for their effective
use in the foreign economic activity of Ukrainian
enterprises.

In connection with aspects mentioned above,
the aim of this study is analysis of general output
strategies of enterprises to the foreign markets;
analysis of the EU market as a single market for
28 countries; development of practical recommen-
dations on the formation of output strategies of
Ukrainian enterprises to the EU market.

The main material research. Formation of an
international strategy is a complex process that
brings elements of risk and uncertainty. The main
problem is to choose the main alternatives, under-
stand and take into account all necessary factors
and conditions that can influence this choice.

Developing an international strategy, managers
should clearly understand the presence and impor-
tance of individual factors and their interaction

(SWOT-analysis) and their impact on the liveli-
hood of the company. It is important to determine
the position of the company and its products in
various markets due to the life cycle of the product
and type of business (commercial) activities. The
company must carefully evaluate all their possibil-
ities, products and areas of development and allo-
cate efforts and resources and create right strate-
gies which are based on these estimates [4, p. 33].

The first and the most important step which
Ukrainian enterprises should take is the choice of
an appropriate market which is based on a thor-
ough analysis of all factors. There is a method,
which is based on drawing up the tables and cov-
ers a wide range of indicators and criteria and is
called "four filters” of selection of the foreign
market [5, p. 42]. The selection of the particular
market can be shown on Figure 1.

The choice and planning of an output strat-
egy to a certain market should be simultaneous
and coordinated. So the companies should not
only consistently develop their actions at various
stages but also create the concept of integrated
systematic process of selection the national mar-
kets and output to this markets. This process
should consist of the following stages:

* economic situation

First stage * political situation
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* geographical features
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* socio-cultural differences
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Previous markets
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Fig. 1. The model of selection the foreign markets
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1) forming the main objectives of the company;

2) development of portfolio strategy;

3) development of an output strategy to the
geographical markets;

4) defining the strategy of competitive behavior;

5) determining the strategies for reaching the
market;

6) development of positioning strategies.

If the company is going out on a particular
market, its further actions should consist of the
following stages:

1) making a decision to choose the foreign
market;

2) assessment of regional markets based on
selected criteria;

3) specification of goals for each market;

4) a decision of a strategy of output to the
foreign market;

5) adaptation of global marketing strategy to
the specifics of chosen market.

The methods of output of companies to the for-
eign markets depend on dynamics and specifics of
the national markets and benefits from interna-
tional activities. After selecting the most adequate
foreign market the logical question arises ahead
of companies, it’s how to choose the appropriate
forms of presence in this market and accordingly
how to choose the right strategies. International
business practice identifies three main strategies
of output to the foreign market which are shown
on the Figure 2:

— Export;

— Joint enterprise;

— Direct investment.

In the case of export strategy, the production
remains on the national territory. Such strategy
has its advantages and disadvantages. Joint ven-
tures and direct investment need for production
abroad. However, some forms of joint ventures
are realized through contracts without addi-
tional investments and joint ownership and direct
investments are in need of investments, that is
to say long-term investment in the enterprises,
social and economic programs, entrepreneurial
and innovative projects.

Strategies mentioned above have only a the-
oretical character and need a detailed consider-
ation and adaptation to the specific market. As
Ukraine and EU signed the Association Agree-
ment, including the Deep and Comprehensive
Free Trade Agreement which entered into force
on 1 January 2016, relations between Ukraine
and EU are brought to a new level. The EU is
Ukraine's largest trading partner, accounting for
more than a third of its trade. It is also its main
source of Foreign Direct Investment (FDI) [4].
In this connection, the EU market will be ana-
lyzed to identify problems and opportunities for
the Ukrainian enterprises to choose the right
strategy of output to this specific market.

The first feature of the EU market is unifi-
cation and harmonization of the whole market.

The strategy of output of companies to the foreign market

A 4

A 4

Domestic Foreign production
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Fig. 2. Output strategies to foreign markets
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The European Union is the world's largest sin-
gle market and if the Ukrainian enterprise wants
to export its production to the EU market it can
benefit from a big European market of 28 coun-
tries with around 500 million consumers.

The advantages of output to the EU market:

— EU import tariffs are amongst the lowest in
the world;

— The EU market is the most open to devel-
oping countries. Fuels excluded, the EU imports
more from LDCs (a least developed countries) than
the US, Canada, Japan and China put together;

— It is not just exports that are essential to
economic growth and job creation but increas-
ingly also imports. Two-thirds of EU imports are
raw materials, intermediary goods and compo-
nents needed for Ukrainian companies’ produc-
tion processes [5].

To export to the European market, Ukrainian
businesses have to follow various requirements,
ranging from sanitary over technical and envi-
ronmental standards to marketing requirements.
Also tariffs and quotas have to be considered when
exporting goods to the European single market.

First of all, there needs to be an understanding
of the EU market, the principle of free movement
of goods. Once that is accomplished, the afore-
mentioned row of controls and checks has to be
run through to ensure the products meet Euro-
pean standards.

Sanitary and phytosanitary requirements

Goods imported into the EU must meet the
EU sanitary and phytosanitary requirements to
protect human and animal health. Especially food
and feed safety is of high concern of the EU with
various controls implemented on residues, pesti-
cides, veterinary medicines and contaminants as
well as special rules on genetically modified food
and feed, bio proteins and novel foods. What also
needs to be considered when exporting to the EU
is high standards in the marketing and labelling
requirements for feed materials intended for par-
ticular nutritional purposes.

Environmental requirements

To protect consumers and the environment,
goods imported to the EU must meet the follow-
ing specified requirements.

Imports of certain dangerous chemicals into the
EU fall under control with accordance to the Rot-
terdam and Stockholm Convention as well as other
regulations. Before chemicals can be sold on the
EU market, they must be classified, labelled and
packaged in accordance with the United Nations
Globally Harmonised System (GHS). There, chem-
icals are classified according to their hazardous
properties. EU environmental standards are one of
the strictest in the world, with regulations rang-
ing from just registration and evaluation of chem-
icals and their classification and labelling to harsh
controls on plant protection products and biocides
as well as detergents, fertilizers, Ozone-depleting
substances, fluorinated greenhouse gases as well as
the import of endangered species.

In addition to this, the shipment of waste,
packaging waste and electronical waste and bat-
teries falls under EU rules.

Technical requirements

All member countries of EU use harmonized
technical standards. It means that Ukrainian enter-
prises need to take into account the general safety
requirements provided by EU to all goods, inform
consumers of the risks that a product might pose,
notify the relevant national authorities if they dis-
cover that a product is dangerous and cooperate
with them on the action taken to protect consumers.

Ukrainian companies should appoint an author-
ized representative established in the EU to act
on their behalf. They are responsible for design-
ing and manufacturing products that comply with
all applicable requirements and for carrying out
the required conformity assessment procedure.

Signing the Association Agreement and par-
ticularly, establishing the Deep and Comprehen-
sive Free Trade Area (DCFTA) is an opportunity
for Ukraine to modernize its trade relations and
develop the economy as a whole by opening the
markets via progressive removal of customs tar-
iffs and quotas, and by an extensive harmoniza-
tion of laws, norms and regulations in various
trade-related sectors, creating the conditions for
aligning key sectors of the Ukrainian economy to
EU standards [6]. Ukrainian enterprises have a
big opportunity to expand the scope of their eco-
nomic activities through access to the European
market. On the figure 3 the dynamics of trade
between EU and Ukraine is shown [7].

Trade between Ukraine and EU
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Fig. 3. Dynamics of trade between Ukraine and EU!

From the early 2000s years the dynamics of
trade annually gives a positive growth except for
the years 2008 and 2009 when the world financial
crisis affected the markets. From 2014, decline in
export to the EU has been occurring in metallurgy.
First of all, because of the war in the Donbass and
the after-effect was the stop or deceleration of
work of numerous iron and steel enterprises [8].
Negative dynamics which is shown on the figure 3
in this area also is explained by the decline in the
world prices for raw materials which are the main
article of Ukrainian export. Thus, the reduction
of the Ukrainian export is largely predetermined
by its structure, dominated by primary products.

Today, the Ukrainian government declares
support for Ukrainian producers and exporters,

! Source: State statistics service of Ukraine [7]
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hoping to solve the problem of falling exports.
The Ministry of economic development and trade
of Ukraine is developing an export strategy and
plan of actions for Ukraine until 2020 to develop
Ukrainian export sphere. The Working Group
was also created to establish the business model
of export-credit agency and to find the resources
to fund it because public funds to the project does
not stand out.

From April 2014, there are autonomous pref-
erences to the Ukrainian enterprises. This means
that Ukrainian goods are exported to EU market
with customs rates, similar to those which have
to work during the first year of the free trade
agreement. At the same time European goods are
imported to Ukraine with normal customs rates.

As for output of Ukrainian companies to the
EU market there are major trends in foreign
trade activity [9]:

— the supplies of Ukrainian goods mostly have
increased to such EU countries as Poland, Ger-
many, Italy and Hungary. Ukrainian companies
which are only planning to enter the European
market, consider as promising, markets of such
countries as Poland, Slovakia, Hungary, Italy,
Germany, Czech Republic and Bulgaria;

— Ukrainian companies mainly export to the
EU raw materials and semi-finished products. The
highest export growth rate is shown by such goods
as mineral fuel, grain-crops, timber, ores, fats,
oils and ferrous metals. According to experts, to
create advantages in high-tech industries will be

possible by providing necessary conditions for
doing business and attracting investments;

— the large Ukrainian companies mainly have
intention to enter the European market because
large business has the necessary resources (analyt-
ical service, sales and certification departments)
to effectively organize the process of researching
the behavior of competitors and partners, char-
acteristics and prospects of a particular market.
Small and medium Ukrainian companies have a
lack of such resources, although they intend to
expand their foreign economic activity trough
accessing to the EU market;

— practically Ukrainian companies choose such
strategies of output to the EU market as direct
sales to consumers (direct export) and sales through
distributor registered in the EU (indirect export);

— such strategies as contracting production,
condominium or joint ventures with European
partners are considered for the purposes of par-
ticipation in tenders and procurement;

— the majority of Ukrainian companies that
plan to enter the European market are going to
attract external funding.

With the signing of the Association Agreement
with the EU new opportunities to enter the Euro-
pean market have appeared for Ukrainian compa-
nies. There are a number of preconditions that can
help Ukrainian companies to enter the European
market such as:

reduction of duties for the export of Ukrain-
ian goods to the European market;

Necessary information about the regulation and requirements of EU for
imported products, quotas, duties and fees can be found on the official
website of the European commission (Helpdesk) [10]

A 4

(&

Statistical information which is presented on this website can be used in the
analysis of export to the EU countries. The dynamics on a chosen market of
products and in certain country can be observed

A 4

Search of business partners, networking with business associations ]

|

Choosing the optimal legal structure of output to the market (choosing the
right strategv)

A 4

Standardization and packaging design, implementation of the appropriate
technical and registration requirements

A 4

Obtaining a certificate of origin EUR 1 ]

Fig. 4. Typical algorithm of output of Ukrainian companies
to the European market
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- market restrictions in the Russian Federa-
tion;

+ market restrictions in other countries of
the Customs Union.

Despite the existing opportunities for the
Ukrainian companies, there are also some prob-
lems of entering the European market such as:

— lack of appropriate marketing strategies.
Most companies have difficulties to find business
partners and how to offer them their product and
how to access EU associations;

— lack of proper quality assurance of Ukrain-
ian products due to requirements of the EU;

— lack of researching of consumer preferences
of European consumers and consumer culture in
Europe;

— lack of circulating assets and investments;

— ignorance of the law and regulation in the EU.

On the figure 4 the typical algorithm of output
of Ukrainian companies to the European market
is shown.

Conclusions. The international strategy is
formed for realization of long-term goals of the
company to expand its foreign trade activities.
This is the basis of firm actions in specific market
conditions that determines how to use market-
ing, management to expand target markets and
achieve certain results.

The first step in planning of output to foreign
markets is the selection of the market, its analy-
sis and formation of appropriate strategies (port-
folio strategy, the strategy of competitive behav-
ior, positioning strategy), taking into account a
number of factors (filters). That is to say, the
company, which plans to enter the foreign mar-
ket must conduct analytical work on marketing
activities and identify the feasibility of entering
this market, calculate the risks and benefits of
entering this market and so on.

Methods of output of companies to the foreign
markets depend on the dynamics and specifics of the
national markets and benefits from international
activities. International business practices identify
three basic strategies of entering the foreign mar-
ket, such as export (direct and indirect export), a
joint enterprise (licensing, contracting production,
management contract, etc.), direct investment. Each
strategy has its advantages and disadvantages.

The opening of the European market for
Ukraine and the signing of the Association
Agreement with the EU is certainly important
and a necessary step to ensure its further inte-
gration into the global economic space. The EU is
a major strategic partner of Ukraine, as of today,
more and more Ukrainian companies are going to
output with their products to this market. But
Ukrainian companies should meet a number of EU

requirements for imported products in order to
come out to this uniform and harmonized market.

According to the expectations, Ukraine will
be able to take advantage of new trade opportu-
nities in the EU market and harmonize all key
sectors of its economy to the European standards
through tariff reductions and approximation to
the European standards. Use of EU standards and
technical regulations will not only make Ukrain-
ian products more competitive in the European
market but also worldwide.
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