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SUBJECT: The Ukraini an Associ ation of the Enterprises of
Ferrous Metallurgy comments on the Market Econony
Status of Ukraine in the Antidunping |Investigation
of Carbon and Certain Alloy Steel Wre Rod from
Ukr ai ne

The Ukrai ni an Associ ation of the Enterprises of Ferrous
Met al | urgy pursuant to the Departnent’s notice of April 19, 2002
(67 FR 19394), is pleased to submt comrents regardi ng revocation
of the non-market econony country status for Ukraine and has to

advi se the foll ow ng.

1. The Extent to Which the Currency of the Foreign Country is
Convertible Into the Currency of Oher Countries

Ukrai nian currency unit — hryvnia has been convertible for
the current accounts since its introduction in 1996. The

exchange rate of hryvnia has al ways been set based on the actua
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i nterbank transactions rate. At tinmes of economc stability for
the world econony, no surrender of the foreign currency was
required (e.g., 1997-98). Full convertibility of hryvnia can be
illustrated by the statistics of the official exchange rate in

conparison with real GDP or foreign trade bal ance (see Table 1).

However, to secure convertibility, especially for the
accounts payable in the foreign currency, there should be a
steady supply of the foreign currency for sale. During the world
econom c crisis and export market turmoil shortly thereafter,
exporting conpanies, in 1998 the only source of foreign currency
supply in Ukraine!, have chosen to keep their hard currencies and
shed off newly introduced hryvnia. The exchange rate of hryvnia
has decreased by al nost 100% whereby National Bank had to
intervene in order to prevent unjustifiable devaluation of the

nati onal currency against hard currencies of the world.

I ntroduction of the 50 percent surrender of the foreign
currency proceeds was a nmeasure of anti-crisis macroeconom c
managenment, rather than unsterilized intervention into the
foreign currency market. The currency is freely traded on the
mar ket, nostly interbank currency exchange, based on the sale and
purchase bids. W, therefore, submt, that the surrender of the
foreign currency proceeds does not distort the convertibility
mechani sms, but rather is an instrument of reverting trust into

new y introduced national currency.

1 Bank | ending and bond issues in Ukraine have largely devel oped in 1999-2001.
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Table 1. Market exchange rate of Ukrainian hryvnia
1997 1998 1999 2000 2001 2002
- g - S - g') - g - S — %
S 8] S 8 S & S 8] S 8 S g
us $1 1.893 | 1.899 [ 1.899 | 3.427 | 3.427 | 5.216 | 5.216 | 5.435 | 5.435 | 5.299 | 5.299 | 5.330
1 DM 2048 | 2.679 | 2.679 | 2.586 | 2.586 | 2.388 N A N A
1 Euro N A N A N A N A 3.998 | 5.240 | 5.240 | 5.057 | 5.057 | 4.667 | 4.667 | 4.967
Real
GDP, %
of 97.0 98.1 99.7 106.0 109. 1 103. 8*
previ ous
peri od
Bal ance
of
foreign -1309 -1297 1658 1481 1402 336. 3**
trade,
m USD
* Data for January- March of 2002
**Data for January- February of 2002
Source: National Bank of Ukraine database
Frequent participation of the National Bank is not per se

a distortion of

exchange market.

the market

Ukr ai ne has not

own nonetary system unti

mar ket
the supply and demand fluctuations.

exchange participant,

recently. NBU

t herefore,

pricing and trends on the currency
had its own currency reserves or

has to enpl oy

mechani sns to build up the hard currency reserves using

instruments for

i.e.,

participating as a regul ar

Nat i onal

Pl ayi ng as a regul ar

Bank is using the nost

st ock

adequat e

the stability of the currency-exchange market -

currency deal er

No ot her forns

of interventions were enployed since the world crisis of 1998.

The

concl uded t hat

I nternati onal

in 2001
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“Base and broad noney grew by 37 percent

respectively.

further increase in real noney demand,
econom c growth, the continuing
econony, and the return of confidence

During the period January- Cctober

banks boosted their

i nterest "2

rates renmin high.

| nterventions of the Nationa

hal f of 2002 have not exceeded 7 percent of the total

trade in the interbank currency exchange narket,

at the level, that does not inpede market

exchange rate of nationa

i.e.,

currency (see Table 2).

and 42 percent,

The strong noney growth acconmpdated a
inline with the
renonetization of
in the hryvnia.
the NBU bought
$2.1 billion in the foreign exchange narket,
the strong bal ance of paynments situation

| ending to the econony,

t he

some
reflecting
The commerci al

al t hough rea

Bank of Ukraine in the 1%

vol ume of

have been

mechani sns on the

Table 2. Volune of trade and interventions of the NBU

Year 2002 Vol une of Bal ance of NBU | NBU
Trade, mllion |interventions, i nterventions,
US Dol | ars mllions US % of total
dol l ars vol ume
January 2582 47. 104 1.8
February 2508. 7 147. 6 5.9
Mar ch 2862. 1 205 7.2
Apri | 3120.5 51.5 1.7
May (1-17) 1308. 4 44.0 3.4
Source: official web-site of the National Bank of Ukraine

http://ww. bank. gov.ua/Fin_ryn/pot_tend v/index. htm

The Depart nent,

that the machinery of mandatory sale of

proceeds and other currency restrictions

bel ong

inits inquiry on Russian econony, has stated

50 % foreign currency

to noderate

regul atory instrunments of the currency exchange market since they

prevent the capital volatility and are cl ose,

by the nature to

2 http://ww.inf.org/external/np/sec/pn/2002/pn0252. ht m#P30_350.
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the currency exchange controls in the countries wth nmarket

econoni es?.

W submit, therefore, that the extent and frequency of the
NBU interventions into the currency exchange market did not
distort real value of the Ukrainian currency on the currency

exchange market.

2. The Extent To Which Wages Rates In The Foreign
Country Are Determ ned By Free Bargaini ng Between
Labor And Management

Wages and the Market Mechani sns

The wages rates in Ukraine are established freely by
bar gai ni ng between | abor and managenent. The bargaining is based
on the market principles, i.e. on supply and demand factors on
the | abor market in Ukraine. Except for uniform m ni mal wages,
prescri bed by the Government of Ukraine (just |ike governnments in
nmost of the market econom es), the non-governnmental sector of
econony is not restrained in determ nation of the wages rates

whet her in upper or |ower threshol d.

The wages rates in the econonmy of Ukraine are tied up to
the | evel of econom c devel opnent. The statistics show that the
wage rates fluctuated along with the econom ¢ growth of 2000-2002
(see table 3). For exanple, during January-March 2001 the rea

wages have increased by 19.2 % In March 2002 average wages in

® See Menorandum of June 6, 2002 from Albert Hsu to Faryar Shirzad re Inquiry

into the Status of the Russian Federation as a Non-market Econony Country Under
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t he econony were 354.81 UAH, a 7.95 % increase from February 2002

and a 26.3 % increase from March 2001.

The average nonthly wage rate in agricultural sector of

econony has reached 153.53 UAH, a 32.2 % increase from March
20014 Table 3 denonstrates correl ati on between the econom ¢

growt h, real wages and unenploynent rates in Ukrainian econony.

Tabl e 3. Real wages rates in econony of Ukraine

January-
1998 1999 2000 2001 Mar ch
2002
Real GDP, %
of previous 9.1 99.7 106.0 109.1 103. 8
peri od
Real wages,
% of
previ ous 96. 2 91.1 99.1 119.3 119.2
peri od
Oficial*
nunber of
unenpl oyed, 1003. 2 1174.5 1155. 2 1008. 1 1079. 2
t housand.
O ficial
unenpl oyment 3.7 4.3 4.2 3.7 3.9
rate

*Official nunber of unenployed based on the nunber of unenpl oyed people who
applied to the social security service.

Br eakdown of the Wages Rates

Labor market in Ukraine is developed to the extent when
t he wages rates are determ ned by the web of factors incl uding
the skills, education and age of the enpl oyees, sector of econony

and region of the country.

the U. S. Antidunping Law, 1% statutory criterion.
4 Official web-site of Ukrainian statistical office www. ukrstat.gov. ua
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Al t hough, as indicated above, the growmh of the real wages
rates was related to the growth in GDP, different sectors have
reacted to the growmth differently. The largest increase in wages
was observed in the fisheries; such econom c sectors as aviation,
transport technical services, coke production and oil refinery,
and financial services have al so underwent mmjor increase in the
wages rate (1.8-2.5 tinmes). Such sectors as agriculture,
textiles, |leather and garnments production, and retail services
have been increasing to | east extent (74 % of the average

i ncrease in econony or bel ow).

Regi onal wage rates have preserved asymetry — highest
average wage rates were in the city of Kyiv (capital of Ukraine)
— 550.83 UAH, while Ternopil region had the | owest wage rates —
192 UAH; thus the gap between the highest and | owest earning

regi ons remai ned high with the ratio 2.9

The asymmetry in the wages rates is also reflected in the
unenpl oynment rate. In March 2002, the highest unenploynent rate
of 7.6 % was observed in Rivne region (190 % of the nation-w de
average rate), while |lowest rate was observed in the city of Kyiv

(0.6 9%, city of Sevastopol (0.9 % and Odessa regions (1.7 %°

5 http://ww. ukrstat.gov. ua.
6 Official web-site of the Mnistry of Econony and European Integration -
htt p: // ww. me. gov. ua/ showpage. php?i d=95.
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Labor mobility in Ukraine is not restricted as it
reflected in the | abor mgration in official statistics. An
evidence of the Governnment of Ukraine commtnent to facilitate
| abor market factors also includes elimnation of the
registration systemfor the population (the one still in force in
Russia, where the registration is required to receive a job and

vi gorously enforced by some federal regions’).

Wage Arrears

Al t hough wage arrears, as we subm tted previously, are not
significant in Ukraine to the extent influencing the |abor
mobility on the large scale, there is an evidence that Ukraine
has i nproved situation with the remaining arrears over the |ast
two years. Notwi thstanding, the Departnent has indicated, inits
anal ysis of the NVE status for Kazakhstan and Russia, that the
significant wage arrears in those countries per se are not

i nconpatible with the market econony.

During March 2001-March 2002, the wage arrears have
decreased by 45 % sone regions have decreased them by 61-81 9.
Most of the wage arrears were allocated to the governnental
sector of econonmy and the agricultural sector, which was a target

of reformin 1999-2001. Over 84 %of the total arrears were due

" See Menorandum of June 6, 2002 from Albert Hsu to Faryar Shirzad re Inquiry

into the Status of the Russian Federation as a Non-market Econony Country Under
the U.S. Antidunping Law, public comments outline, - statutory criteria 2.
8 http://ww. ukrstat. gov. ua.
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from 2000 and earlier years® i.e., when the reforms were not

conpl eted and the economy of Ukraine was in deep recess.

Therefore, we submt that the |l abor market in Ukraine is
determ ned by the market forces, and the wages rates and | abor
mobility are not distorted through control of the government

nei ther de jure nor de facto.

3. The Extent to Which Joint Ventures Or Other
| nvestments by Firms Of Other Foreign Countries
are Permtted in the Foreign Country

I nvestnments in the own assets of Ukrainian econonic
entities have substantially increased over the last tw years. In
particular, in 2000 total investments have increased by 14.1 %
and in 2001 - by 17.2 % Over 24 regions (of total 27) have
increased the amount of investnents attracted into regional
econom es. The anount of the foreign investnent have al so
substantially increased: in 2000 the foreign investors
regi stered® investnments worth US $792.3 million and in 2001 — US

$813.7 mlliont.

9 ldem

0 Official statistics are based on the investnents registered at the Mnistry
of Econony and European Integration of Ukraine. However, under Ukrainian |aws
foreign investors may choose not to register and, therefore, they will not be
reflected in statistics. This also explains the difference between actual rate
of foreign investnents and (underestimated) official rate.

1 http://ww. ne. gov. ua/ showpage. php?i d=95
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Most investnents over the last two years were attracted to
the follow ng industries: transport services, mail and
conmuni cati on services, processing and mning industries. It is
inportant to note that nost of the investnents were attracted by
the non-governnental sector of econony. Direct foreign investnent
in the Ukrainian econony is diverse, evidencing devel oped trade
and investnent |links of the recently established state - 113
countries have invested in the Ukrainian econony. Anong those,
mai n i nvestors were the conpanies of the United States of Anerica
(16.6 %9, Cyprus (10.8 %, United Kingdom (9.5 %, the Kingdom of
Net herl ands (8.4 %, Russia (6.7%, Germany (5.7%, Virgin
Islands (5.6 %9, Switzerland (4.4 %, Korea (3.9 %9 . These 9
countries jointly account for 71.6 % of total registered direct

foreign i nvestment in Ukraine*

Ukrai ne al so extensively attracts investments fromthe
international financial institutions. Miney |lent and invested by
| BRD, EBRD, |IMF and so on are not included in the direct foreign
i nvestnent figures above although they lead to the sane effect.
As of June 1, 2001, International Bank for Reconstruction and
Devel opnent had 6 investnent projects in Ukraine totaling over US
$420 mllion; Ukraine has borrowed from|BRD over US $2.29

billion, nmostly for the structural reform Ukraine has already

2 http://ww. ne. gov. ua/ showpage. php?i d=95. Investnents of the internationa

financial institutions are not accounted for in this classification.
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conpleted 12 investnent projects where the IBRD s participation

reached US $813.7 mllion.

Wth regard to EBRD, its 36 project portfolio in Ukraine

reached €1.6 billion as of May 1, 2001. Total value of these 36

projects is worth €4.2 billion.

Ukrai ne al so was able to attract significant resources of
the Bl ack Sea Bank for Trade and Devel opnment. This institution
was created by the countries of the Black Sea basin and started
its operations on June 1, 2000. Projects in Ukraine account for
26 % of its operation activities (any other country accounts for
7% or |less) and, after 11 nonths of operation, has financed the

projects worth US $142 nillion's.

The Gover nment of Ukrai ne has sponsored creation of the
national and regional investnent tenders, creation of the
i nvest ment project database facilitating, this way, the
conpetition anpng regions and industries for the investments'.
The investnent expertise have determ ned that the follow ng
i ndustries have the highest return on investnment during 2001:
food processing industry, whol esale trade and broker services,
financial services, machine-building, chenmical and oil refinery

industry, real estate transactions, netallurgy®.

B http://ww. ne. gov. ua/ showpage. php?i d=72

14 See, e.g., http://ww. ukraine-gateway.org.ua/, http://ww.imu.comua/

% http://ww. ne. gov. ua/ showpage. php?i d=95
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Overall, 8168 conpanies in Ukraine are the recipients of
direct foreign investnents. |In oil refinery business alone, the
amount of the investnents totaled US $100 million in 2000-2001,
including US $15 mIlion for nodernization and repair of the
fixed assets'™. On the other hand, Ukraine has al so exported
i nvestment (as of January 1, 2002 — US $157.5 million, including
US $87.9 million (55.8% to the countries of the forner USSR, and

US $69.6 million (44.2% to other countries in the world.

The Governnment of Ukraine has pronoted regi ona
conpetition for the attraction of foreign and donestic
investnents. Currently, there is a substantial disparity anmong
regions in attracting direct foreign investnments. Anong 27
regions in Ukraine, leading areas were: the city of Kyiv (US
$1522 million), Kyiv region (US $351.1 nmillion), Donetsk region

(US $334.8 nillion).

Since the 2™ half of 1999, the Governnent of Ukraine has
been establishing special econom c zones (in the formof “free
econom ¢ zones” and the “priority devel opnment areas”), especially
designed to attract direct and portfolio foreign and donestic
i nvest nent s.

By January 1, 2002, UWUkraine had 10 free econom c zones and
70 priority devel opnment areas in 8 regions of Ukraine. The nost

successful special econom c zones were in Donetsk region — the

16 Agency on Fuel and Energy web-site
htt p: // ww. peki nform com ua/analitycs_og_14. htm
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province, which suffered of structural disbalance and | ack of

investnment into the fixed assets. Sinultaneously, one has to note

t hat special econom c zones in Donetsk region are the “ol dest”

ones — they have started functioning since January 1, 2000.
Therefore, Ukraine is likely to attract a substantial share of
the direct foreign investnents within the next several years

t hrough speci al econom c zones.

Such zones have nore favorable regi me of business

activity, in particular, they have certain tax breaks privileges,

sinplified reporting procedures, sinplified regulatory

environnent, and other incentives for the investors. Free

econom ¢ zones and priority devel opnent areas are established for
the term of 30-50 years and their regime may be prorogued.
Speci al econom c zones were able to achi eve significant

econom c results in less than 2 years of the operation (see Table

4) .
Tabl e 4. Economic results of the special economi c zones in
Ukrai ne as of Novenber 1, 2001.
Val ue of the I nvest nent s Coods and Nunber Nunber
busi ness-proj ect attracted, US servi ces sol d, of the of the
approved for $1000 1000 UAH j obs j obs
i npl erentation, US created | preserv
$1000 ed
Tot al I'ncl u- Tot al I ncl u- Tot al Expor-
di ng ding ted
foreign fore-
i nvest - ign
nent s i nvest -
ments
Total Free
economi ¢ 517734 200270 75258 24618 2106318 | 394375 5076 14019
zones
Tot al
priority 1554403 674921 | 576875 | 249361 | 5307239 | 1424448 19219 32502
devel oprent
ar eas
Total zones 2072138 875190 | 652133 | 273979 | 7413557 | 1818823 24295 46521
and areas
Source: the Mnistry of Econonmy and European |Integration of
Ukr ai ne http://ww. ne. gov. ua/ downl oads/ non_govt en2001. x| s
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During the last two years Ukraine has |lifted
restrictions™ on the foreign direct investment into such
sensitive areas as insurance, banking and financial services,

t el ecommuni cations, radi o and tel evision®®

Therefore, we submt that Ukraine has sufficiently
succeeded in attracting foreign investnent and created effective
regul atory framework for the foreign investment, which fully

conplies with the WO st andar ds.

4. The Extent of Government Oanership O Control of the Means
of Production

Privatization
The Government of Ukraine has consistently reduced the

governnental sector in Ukrainian econony by privatization,
demonopol i zati on and strict enforcenment of the conpetition rules.
Only in the 1° quarter of 2002, 1451 conpanies were successfully
privatized by the State Property Fund. The share of the snal
busi nesses in Ukrainian economy has substantial ly increased™. It
is worth noting, that in 1991 the share of the small enterprises
in Ukraine was mniscule both by nunber and by the volunme of the
goods and services produced. In 2000, the |abor, enployed by the

smal | private sector has reached 15 percent of total workforce®.

7 1.e., the share of stock owned by the foreign conpany or person.

'8 See Law of Ukraine “On Forei gn I nvestnents Regi me”, al so relevant amendnents
to the Laws of Ukraine “On | nsurance”, “On Radio and Tel evi sion”, “On Banks and
Banki ng”, “On Financial Services” etc.

1 http://ww. nme. gov. ua/ showpage. php?i d=95

20 http://ww. ukrstat.gov. ual/

1003 - COMVENT OF UKRAPCHCORMET_1. doc 14 14. 06. 02



Mermor andum June 13, 2002 - Page 15

The structural changes in econony of Ukraine suppl enmented
by the conpetition rules provide sufficient support for the

concl usion on the market status of the Ukrainian economny.

Land Ref orm
Ukr ai ne has conpl eted substantial part of the |land reform

in 2001. It has created a transparent and efficient regulatory
framework for the market of |and resources. New Land Code of
Ukr ai ne, adopted in October 2001, has sunmarized | egal

devel opnents in the land privatization. |Inplenentation of the

| egislation on land privatization has made 6.4 million Ukrainian
nati onals the owners of 26.5 mllion hectares of agricultura
l and?*. More than 15 million of Ukrainian citizens received |and

plots for individual purposes (for housing, sunmer cottages,
gardening etc.). Foreign nationals have obtained a right to
receive the land in ownership and dispose of it on the market

princi pl es.

Currently, Ukraine conpletes the final stage of the | and
privatization. It has to provide owners with the deeds of the
ownership. Due to | arge nunber of the new owners, the program was
fulfilled by 1/3 as of Novenber 1, 2001. By 2000 99.5 % of the
collective farns underwent reforms of the | and ownership and were
reorgani zed to private agricultural conpanies. On the basis of

11,400 fornmer collective farms, new owners have establi shed

2 Official web-site of the President of Ukraine

http://ww. kuchma. gov. ua/ mai n/ ?zv03 4
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14,700 private agricultural conpanies and over 300,000 of

i ndi vi dual private farns. *

The above nentioned coupled with evidence of fast real GDP
growth in the agricultural sector (over 4 % ahead of the growth
in industrial sector) unequivocally proves conplete and efficient

nature of the market-oriented [ and reformin Ukraine.

5. The Governnent of Ukrai ne does not Exercise Control Over
the Allocation of Resources or the Price and Qut put
Deci si ons of Enterprises

The Law of Ukraine “On Entrepreneurshi p” has established the
correlation of the Government and the business actors, stating
that the business actors are free to take decisions concerning
their economc activity. The governnent, on the other hand,
undert akes to guarantee equal access of the business actors to
the resources necessary for their activity. It is prohibited for
the Governnment of Ukraine to intervene into the business

deci sions of the entrepreneurs.

Constitution of Ukraine of 1996 and the Law of Ukraine “On
Property” establish general principles of the allocation of
resources in econony. The |aws guarantee equal |egal reginme for
the property of business actors, both from governnental and

private sectors of econony.

2 Official web-site of the President of Ukraine

http://ww. kuchnma. gov. ua/ mai n/ ?zv03 4
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The | aws provide details in the allocation of the property
anong the Dbusiness actors, their conpetence and social

responsibility while enjoying the owner’s rights.

Specific Ukrainian | aws detail the provisions related to the
ownership of the various types of econom c resources. The |aws
provide, in particular, that any econom c neans of production can
be owned either by government or by individual or by collective
of individuals. If neither has established the right over
resources they are presuned to be public-owned (i.e., owned by
all people or everyone). The follow ng econom c resources were
effectively privatized during the |last five years:

- public enterprises’ assets;
- land resources;
- water resources;
- tinmber woods;
- concessions to exploit continental shelf resource;
- concessions to exploit underground resources;
- licenses to exploit the atnosphere resources;
- licenses to exploit resort resources etc.
The access to the econom c resources is equal and based on

the constitutional right of every individual to conduct business

activity and own the nmeans of production.

The | egi sl ators have designed a sophisticated system for
di stribution of conpetence anong regul atory authorities to ensure
effective, tinmely and accountabl e access by the business actors

to the econom c resource of every kind.
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The Law of Ukraine “On Enterprises in Ukraine” of
24.03.1991 is the core legislation for the types and
organi zational structures of enterprises, the rules of their
i ncorporation, registration, reorganization, |iquidation, and
functioning. The Law prescribes that equal terns of enterprise’s
activity be kept by regulatory authority, regardless of the
enterprise’s ownership form on the assets and organizational

structure.

In the managerial and other activity the enterprise nay on
its own initiative nake any decisions that do not contradict to
Ukrainian legislation. Interfering into the managerial and ot her
activity by state, civil and cooperative bodies, political

parties and novenments is not perm ssible.

Enterprise’s relationships with other enterprises,
organi zations and citizens in all spheres of managerial activity
are based on contracts and agreenents. The enterprises may
freely choose the subject of contract, define any contractual

ternms and conditions at their own wll.

Ukr ai ne has adopted and vigorously inplemented antitrust
| aws t hroughout its short history of independency. Most of the
sectors were de-nonopolized and effectively privatized during
1994-2001. The Law of Ukraine “On natural nonopolies” of 2000
regul ates operation of the industries regarded as natural

nmonopol i es. Such industries include: oil and gas tube
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transportation; electricity transm ssion and distribution;
railway utilities; air transport control; teleconmunications of

general use; centralized water and heat utilities.

The list of the natural nonopolies is exhaustive. The
Gover nment of Ukraine established special regulatory agencies to
supervise the pricing policy and environnmental inpact exercised
by the natural nonopolies. The pricing, as provided in the |aw,
must al |l ow conpensati on of the costs incurred and the profit
margin sufficient for the extended reproduction of the assets.
Consuner protection is vigorously inplenmented as reflected in
judicial practice and | aw-nmeking activities of the regul atory

bodi es.

I n 2000-2001 the Governnment of Ukraine has significantly
narrowed its authority of the price-setting due to
denonopol i zati on and i ncreased conpetition in privatized sectors
of econony®’. In particular, the pricing in the energy sector, the
cornerstone of the market economy, was |liberalized and now
subject only to the supply and demand mar ket mechani sns. The
governnent has also liberalized price for the public utilities,
transportati on and nost of the products and services of the
i ndustry and agriculture. The only instruments of the price

regul ati on used by the government, for over 90 percent of

% http://ww. nme. gov. ua/ showpage. php?i d=777.
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products and services in Ukrainian econonmy, are tax incentives

and antitrust regul ations®.

We submit, that the Governnent of Ukraine s regulatory
activities in the area of pricing and resources allocation are
consistent with the practices of the nost market econony
countries and do not distort the pricing on the products and

services in the econonmny.

6. Ot her factors, as the Departnent deens appropriate

Finalization of Negotiations on WO Accessi on

Ukrai ne has started negotiations on accession to the WO
in 1993. Since that time, the Governnent of Ukraine has adopted
several prograns of accession in various areas of econony and
i npl enented a nunber of |egislative measures targeted at bringing
Ukrainian trade laws in conpliance with the provisions of WO

i nstrunents.

As of June 1, 2001 Ukrai ne has made all the proposals
requi red by the procedural provisions for accession. The only
procedural issues remai ned before Ukraine s accession to the WO
depend on the Working Party - i.e., preparation of the draft
report and its adoption by the managi ng bodies in the WO (Tabl e

5) .

24
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Table 5. Status of accession processes

Country |Appiication [Wrking Menor andum |Fi r'st Tariff |Services |Agricuitural [Draft Report  |Report i
Party Meeting |Offers |Offers Dat a Working |Adopted |Adopted :
Est abl i shed of Party by by i
Wor ki ng Repor t Wor ki ng |Counci |
Party Party
Ukr ai ne [Nov 93 Dec 93 Jul 94 Feb 95 May 96 |Feb 97 Cct 95 -

Nov 97 Feb 97
Jun 98 Nov 97

April 00 |Apr 98
Feb 00

http://ww. wt 0. org/ english/thewto_e/acc_e/tn_tab2_e. htm

Corruption

Corruption and rel ated phenomena are not indicators of the
presence or absence of the market-pricing econony. In fact, every
country, whether with market or non-market econony are not free
of corruption and the corruption in the governnent or private
sector. The Departnent has nade it crystal clear in the analysis
of the NME status for Kazakhstan and Russian Federation: despite
the fact that data supports allegation of the substantial
corruption level in Russia, this does not change the fact that

prices, costs and |osses in Russia are narket-based25.

The sanme conclusion was reached for Kazakhstan: the

Departnent noted that even in the market countries different

| evel s of corruption nmay exist.

Barter Transactions have been negligible over the |ast two years.

Wth respect to the barter, we would |ike to note that the

Departnment in its analysis of the market reformin Kazakhst an,

> See Menorandum of June 6, 2002 from Al bert Hsu to Faryar Shirzad re Inquiry

into the Status of the Russian Federation as a Non-market Econony Country Under
the U.S. Antidunping Law, statutory criterion 6 “Other Factors”.
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have stated that the barter is not an individual issue to be
considered in the NME anal ysis, but should be treated with
regards to its connection with the price distortion. W submt
that the barter does not influence price formation in Ukraine to

the significant extent.

The legislative basis for the barter settlenents is formed
by the Law of Ukraine “On Enterprises’ Profit Taxation”, the Law
of Ukraine “On Value Added Tax”, the Law of Ukraine “On
Regul ati on of Barter Operations In Foreign Econom c Activities”

as well as State Budgets of Ukraine for the correspondi ng year.

Since 2001, the structure of paynments in the industrial
sector have substantially changed. The share of barter
operations decreased by 2.2 tinmes. In January 2002 the industria
enterprises of Ukraine have sold their production at 12.9 billion
of hryvnias, of which only 0.5 billion hryvnias (4.2 percent) -

on barter terns.

In the foreign economc activity the volunme of export
sal es realized on barter conditions in 2001 was USD 55.9 m | lion
which is 0.3 percent (in 2000 — 1.5 percent) of total exports

from Ukraine. The volume of barter in the inport transactions in
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2001 was USD 53.4 mllion or 0.3 percent (in 2000 — 1.4

per cent)?®.

Therefore, the nonetary base and transparent |egislative
terms of the business activity in Ukraine have nade the barter
settlenents in the econony fall to the |evel where they cannot be
considered a threat to transparency of the financial flows both
in donestic and foreign trade. Current |evel of barter
transacti ons does not affect sustainability of financial and

fiscal systemin Ukraine.

Ukraine is commtted to market reform and i nternati onal

cooperation

The Republic of Ukraine, since its independence in 1991,
has committed itself to the market reformin econony and
dempcracy in political institutions.? Ukraine is pro-active in
its integration into the European Community, the goal, officially
decl ared by the Governnment of Ukraine as early as 1994. Ukrai ne
has been designated a status of a devel oping country and ever
since was recipient of the technical aid from foreign and
international institutions directed to strengthening of the

mar ket institutions and reformof the public sector. Efficiency

% The M nistry of Econony and European Integration of Ukraine, The Materials
On Conpliance OF The Present Status OF The Econony O Ukraine Wth The Market
Econony Conditions — EC Comni ssion, Public Docunent, dated May 15, 2002.

27 see e.g., Declaration of Independence of August 24, 1991, Constitution of
Ukr ai ne of June 28, 1996.
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of the technical aid has been repeatedly confirnmed by the

audi tors.

Ukrai ne has publicly renounced corruption and cronyismin
economy by adopting governmental programto fight corruption®.
The public awareness of the market reforminstitutionalization
have resulted into an NGO s international programfor corruption

elimnation in Ukraine.?

Of equal inportance is Ukraine' s active participation in
nucl ear di sarmanment of the former USSR countries and has been a
party to the anti-terrorist coalition in the international conbat
of terrorism In June 2002 Ukraine has also declared its will to

access NATO

Concl usi on

Since 1991 Ukrai ne and Russia developed in a simlar
direction — that of the market econony. The smaller territory,
conci se and nore structured econony of Ukraine provided a basis
of the its nore nobile and transparent market reforms in nost of
the sectors. Conparing to Russia, Ukraine has conpl eted reform of
its gas and oil sector and has substantially conpleted
privatization of the electricity distribution sector. Thus, the

cornerstone of the market pricing — prices on energy in Ukraine

%8 See e.g., President of Ukraine Decree “On concept of the fight with
corruption in 1998-2005" as of April 24, 1998.
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are straightforward. W would like to note that the Departnent
of Conmerce has recently confirnmed Russia's transition to market
econony status despite the lack of reformin the energy sector?®.
Wth regards to Ukraine and its market-driven energy sector,
flexible rules of the currency conversion, privatization of the
economnmy, we submt that Ukraine neets all the requirenents
established for the market econony country. Ukraine conpleted
transition to the market economy and has unequivocally committed
itself to the market econony operation. The Departnent,
therefore, should graduate Ukraine, by revoking its status of
non- mar ket economny country for the purposes of trade

i nvestigations.

The Ukrai ni an Association of the Enterprises of Ferrous
Metal lurgy would Iike to remind the Departnent of Comrerce of its

utter respect.

Respectfully subm tted,

V. A. Nozdrachov,

First Deputy of Managi ng

Di rect or

2% National Anti- Corruption Program posted at http://ww. ukraine-

gat eway. or g. ua/ gat eway/ gat eway. nsf/ a6863ea87c859ba7c225690f 0040c13c/ 1. %20l ntr od
ucti on.

%0 See Menorandum of June 6, 2002 from Al bert Hsu to Faryar Shirzad re Inquiry
into the Status of the Russian Federation as a Non- market Econony Country Under
the U.S. Antidunping Law, public conments outline.
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