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1. Introduction

The mobility of work places in the context of globalization is largely determined by the readiness of specific
national economies to receive foreign financial or material capital. But even in the conditions of investment
hunger, many states are not ready to fully open their national markets to foreign investors, or the multinational
companies themselves do not risk implementing the full production cycle in the territory of the receiving
countries. This creates a variety of forms of foreign presence in the economy of individual countries and
regions of the world, as well as the variability of ways to create work places. The vast majority of transna-
tional corporations (TNCs) entering foreign markets is associated with their desire to reduce the costs of the
production process and obtain super-profits, primarily through the use of cheap labor from different segments of
the global labor market, affecting its structure and safety. Complex issues of the functioning of the international
labor market and the influence of TNCs on international production and labor processes are investigated by
such scientists as (Barlett, Ghoshal, 2016; Guest, 2014; Huselid, 2015; Mathis, 2011; Pauly, Reich, 2016; Rob-
erts, 2017; Smethurst, 2016; Truss, et. al., 2016; Torrington, et. al., 2012; Garbowski, M., Drobyazko, S., et.
al., 2019; Dobrovolskiené et al., 2017; Nikitina et al., 2018; Tvaronaviciené, 2019; Lialina, 2019; Zeibote, et
al. 2019).
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The aim of the scientific paper is to study the strength of the value chains created by TNCs and investing
in foreign affiliates in the international labor market segments and determining the safety status of their
functioning.

2. Literature Survey

The motive for using cheaper labor is increasingly referred to the term “international outsourcing”, but not all
actions of large companies on the transfer of production capacity (also work places) abroad should be interpreted
as follows. In theoretical and methodological terms, the concepts of “international outsourcing” or “offshoring”
and “foreign direct investment (FDI)”” should be distinguished as processes that are closely related to the mobility
of labor resources and the creation of new work places in individual national economies. In our opinion, the
following classification of forms and mobility of work places is possible (Fig. 1).

In this particular case, mobility must be understood primarily as the creation of new work places in the
countries receiving foreign investment (Kostova, Roth, 2013). In our opinion, two main forms of creating
work places through transnationalisation should be distinguished: foreign direct investment and “independent
commercial contracts” (international outsourcing), the choice of one of which depends on the goal of creating
a business abroad, but always implies more favorable conditions in form of cost savings on labor costs (Gereffi,
Fernandez-Stark, 2011a; Drobyazko, S., et. al., 2019; Shuyan, Fabus, 2019; Shvetsova et al. 2018; Ahmed et
al., 2018).

Within the framework of the above forms, it is possible to identify ways to create new jobs, which represent a
mechanism for organizing production or providing services abroad. Within the framework of the first form, two
main ways can be designated: horizontal and vertical FDI. In the second form - foreign collection, the production
of final products or the production of intermediate products. Their choice within the framework of one form
or another largely depends on the technological production and qualification of the local labor resources at the
disposal of the owner.

As you know, TNC production activity combines a number of interrelated stages, which are organized in the
form of a vertical chain that includes the production process itself, as well as activities for developing the product
idea, purchasing resources and delivering it to the customer. It is this sequence of actions in the economic
literature that is called the value-added chain (VAC), where each link adds a certain value to the originally used
resources (Gereffi, Fernandez-Stark, 2011b; Reznik, O., et.al., 2019).
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Fig 1. Forms and methods of work places mobility in countries receiving foreign investment

Source: Designed by the authors
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When it comes to cross-border value chains, the concept of production fragmentation comes to the fore. Global
value chains mean that firms place individual links in different geographic locations, often in different countries
and regions. They find it profitable to place separate stages of the production process in the territories that can
offer the most effective implementation of certain production tasks. Now, value chains are usually built as
follows: low-cost production and collection are located in countries with markets (in China and other countries
of Southeast Asia) that are developing, and final consumers are in Europe, North America and in Asia (Gereffi,
Fernandez-Stark, 2011b).

Thus, international supply chains can be organized both within the same TNC and through contractual agreements
with other companies. For example, US statistics still takes into account the number of jobs transferred abroad
in two directions: intra-company channels or the conclusion of contracts with third-party organizations.

Both forms of making production abroad satisty the “placement benefit” factor, since they benefit from better
and lower prices of production factors. These forms may differ in the “property benefit” factor, since property
is a specific asset; and on the “internationalization benefit” factor, since it would be more profitable for the firm
to use the assets on its own than to enter into contractual relations with another independent company (Koraus,
et. al., 2019).

3. Methods

Taking all of the above into account, we came to the conclusion that the use of one of the forms and methods
for attracting investments and creating new jobs is associated with the action of a number of factors. The choice
depends on the effectiveness of the national labor market and the security of its organizational functioning, the
presence of potential effects from attracting FDI, as well as the absence of certain barriers to attracting a foreign
investor. In addition, labor intensity, capital intensity and manufacturability of production are important.

4. Results

The question of the influence of TNC on mobility and work places creation in the world, in our opinion,
remains debatable. Until now, the studies were fragmentary, based on aggregated data on the number of jobs
created by TNCs in conjunction with the effects of employment associated with changes in the structure of
foreign trade generated by the activities of TNCs. The positive effect on the global labor market is mainly due
to foreign direct investment being imported, although here they must correspond to domestic macroeconomic
indicators.

Scientists (Antras, et al., 2012; Dietzinbacher, Romero, 2007; Harter et al., 2012) came to the conclusion
that almost half of work places in most countries of the world are related to serving the interests of TNCs.
Influencing the international labor market, TNCs create certain models of employment within the country and
in the receiving countries, creating turbulent labor flows, putting pressure on the segment separation of these
markets and security of operations.

4.1. Influence of direct investment on segment security of the international labor market

Global production of TNCs can have direct and indirect effects on employment and the level of security of
national labor markets, which should be assessed on the basis of domestic and foreign investments made by
TNCs. Employment is also affected by the main subject of investment. UNCTAD experts compiled a table
determining the possible effects of employment from the use of various TNC strategies (UNCTAD Annual
Report (2018).

Based on UNCTAD data, it can be noted that foreign investments do not so much affect the number of work
places, but their quality and movement. Among the positive effects of importing FDI are improvements in the
quality of labor and its productivity, as well as the emergence of new organizational methods of work against
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the background of the emergence of new work places in areas with a growing supply of labor (Ciobanu, et. al.,
2019). The main negative effect on FDI imports is increased competition for local producers, and, as a result,
employment problems for workers employed in their enterprises. The positive effects of FDI exportation are
improving the skills of local employees by rationalizing production, manufacturing products with higher added
value, and as a result the heyday of advanced industries. Negative effects of FDI exports can be expressed in
the loss of jobs due to their movement abroad, increased pressure on wages of local employees (UNCTAD An-
nual Report (2018).

If we talk about trends in the number of people employed in the structure, over the past 25-30 years their
number has only increased. Tab. 1 presents the dynamics of the number of employees of foreign affiliates of

TNCs.

Table 1. Dynamics of the number of employees of foreign affiliates of TNCs, thousand people

Year 1980 1991 2006 2010 2013 2017
Number of employees 21524 24476 57799 79825 96135 128775

Source: UNDP. Human Development Report 2018

As for developing countries, the opposite situation arises, when TNCs place the main number of jobs not
abroad, but in the countries of their main base. Sectoral structure in principle corresponds to the sectoral
structure of TNCs, based in developed countries. As a result, the geography of TNCs is not diverse, the bulk
of TNCs are concentrated in the Republic of Korea, Hong Kong, Singapore, China, Mexico and the United
States.

The unprecedented growth of FDI in recent decades has caused significant changes in the labor market and
their segment security, both in developing and developed countries FDIs bring capital, technology to target
countries, industries, affecting the demand for labor and, thus, the composition of labor, employment, labor
productivity, wages, and wage differentials. FDI leads to an increase in “skill premium,” which is the difference
between the wages of skilled and unskilled employees. At the same time, if in developing countries we can
argue about the existence of a direct positive effect of FDI on employment in the country as a whole and in
foreign affiliates of TNCs, in particular, in developed economies the effect on employment is more complex
and mixed. In terms of side effects, we can talk about the positive impact of FDI on the increase in wages
and productivity of local firms as a result of direct investment by TNCs in the same industry. FDI expands
the production structure of the economy, creating opportunities for production of more complex products
or introducing more advanced technologies, thereby increasing the demand for skilled labor. This leads to
an increase in the overall demand for labor, an increase in wages for skilled labor, which, in turn, leads to
an increase in the qualification level of employees, an increase in average wages and an increase in labor
productivity. These effects are especially large in countries where skilled labor is scarce and the technological
gap is significant.

For the empirical verification of the above statements, how the FDIs involved in the economy are correlated
with the number of jobs created, 23 national economies were selected which proportionally represent the share
in the FDIs received and the number of employees in the branches of TNCs (about 12% of their total). Among
the countries studied, 2/3 are represented by developed countries (most of the countries studied are from Europe,
the countries of the traditional direction of foreign investment and migration of employees), 1/3 are developing
(mainly Asian, in particular countries with dynamic markets), that, in general, is close to the overall structure
and recent trends in FDI in the world and the structure of employment of employees in branches of TNCs in
the XXI century (Table 2).

550



JOURNAL OF SECURITY AND SUSTAINABILITY ISSUES
ISSN 2029-7017 print/ISSN 2029-7025 online

Table 2. Correlation matrix of FDI and work places created by TNCs in foreign divisions

Inflow of foreign investments, million USA dollars

@) Austria China Germany Italy
é -0,6 0,98 0,46 0,7
% Malaysia Singapore Taiwan USA
s 0,97 0,08 0,42 -0,24
E Hungary Ireland Switzerland Japan
i‘:é -0,44 0,87 -0,48 0,57
MS Norway Sweden Czech Republic Finland
E 0,64 0,15 0,08 0.47
g France Luxembourg Macao, China Mozambique
E 0.89 0.9 0.9 -0,82
z Portugal Slovenia Sri Lanka

0,93 0,62 0,48

Source: UNCTAD Annual Report 2018; calculation authors

Based on the results of the correlation analysis, it can be concluded that there are four groups of countries:

1. group of countries with the highest positive correlation values, which means that there is an unequivocal
connection with the growth of work places in TNC enterprises and an increase in FDI inflows, that is, the
greater the FDI volume is, the more work places are created by TNCs (such countries are 10: China, Italy,
Malaysia, Ireland, Japan, Norway, France, Macau, Portugal, Slovenia);

2. group of countries with low positive correlation values (up to 0.5), which does not allow us to speak about
the existence of a unique connection between the growth in the volume of imported FDI and the increase in
the number of work places (this includes 7 countries: Germany, Singapore, Taiwan, Sweden, Czech Republic,
Finland, Sri Lanka);

3. group of countries with low negative correlation values (up to 0.5), which does not allow to speak about
the existence of a close connection between the volume of imported FDI and the growth in the number of work
places, nor about the growth in the number of work places under the influence of FDI (this includes 3 countries:
the USA, Switzerland, Hungary).

4. group of countries with high negative correlation values, which means the presence of connection be-
tween the ratio of the volume of imported FDI and the dynamics of work places growth. It can be argued that
the increase in the volume of imported FDI either does not lead to an increase in the number of work places, or
generally causes their reduction (this group includes 3 countries: Austria, Luxembourg, Mozambique);

It is obvious that in most of the countries studied there is a positive connection between the volume of imported
FDI and the number of work places created, which allows us to conclude that FDI has a positive effect on
employment processes within national labor markets.

In order to verify our assumption that the number of people employed in TNCs depends on the amount of
initial investment (Greenfield Investment), the cost of mergers and acquisitions (M&A), and also introducing
an additional factor to the average wage in the country of origin of investments, we built a model of correlation
and regression analysis. The model output data included indicators for 20 countries in Europe and Asia for
which comparative figures were available for all three of the above factors for 2017. The choice of this model
is due to the fact that it is quite convenient from the point of view of the possibility of an objective assessment
and determining the impact on the dependent variable (for our model, the number of employees in the branches
of TNCs) from a number of quantitative factors that in our opinion have a significant impact on the subject of
analysis (Pickard, 2016).

The authors built a regression model in the form of:
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Y=f(x)+u (1)

In the case of linear regression, the form of the relationship between the dependent variable (Y) and the inde-
pendent variables (x, ... x, ) will be:

y=a,+ax, +ax, +..+a,x, )

The values of the coefficients in front of the independent variables show the degree of influence of each of them
on the independent variable (Y). For example, if a sign is preceded by a “+” coefficient, then it is said that there

(T3]

is a direct and linear dependence, if the sign is “-”, then vice versa, the dependence is linear, but inverse.

In order to establish the influence of independent variables on the dependent one, we established the statistical
base of the initial values of the model (Table 3).

Table 3. Output data of the econometric model

Initial investment Cost of mergers and

Country Number of volume, thousand acquisitions, thousand Average salary,

employees, ths. dollars dollars thousand dollars
Austria 208 4259000 1749000 2,176
China 7903 110356000 5886000 0,92

Czech Republic 694,7 2050000 1437000 1,05

Finland 226 4359000 1383000 2,654
France 1927 41254000 24202000 2,276
Germany 2121 50266000 6357000 2,634
Hungary 1534 140000 4900 0,637
Indonesia 148 202000 901000 0,372
Ireland 109 6607000 10778000 2,549
Italy 98 19686000 8716000 1,629
Japan 482 48449000 20088000 2,481
Luxembourg 82,1 7150000 2420000 5,021
Macao 69,3 185000 101000 0,465
Norway 78,1 2804000 1858000 3,305
Portugal 145 1560000 2079000 0,952
Singapore 161,8 26025000 4450000 3,106
Slovenia 65,8 60000 202000 1,226
Sri Lanka 4447 276000 72200 0,266
Sweden 572,7 8483000 9406000 2,465
Switzerland 341 15828000 7922000 4,945

Source: UNCTAD Annual Report 2018; World Investment Report 2017,
World Investment Report 2018; calculation authors

According to the above analysis, it was found that there is a tight correlation (>0.66) between the number of
employees and FDI for most of the countries studied, on the other hand, we assume that the initial investment
has a greater impact on the creation of new work places than mergers and acquisitions. Based on the fact that
the amount of FDI is actually equal to the sum of the initial investment and M&A there is a high probability that
the degree of interrelation between independent variables will be greater than their effect on the independent
variable (multicolinearity), and the values of the parameters will be ineffective. In order to eliminate these
phenomena, we used a modified least squares method. The specificity of this method is the calculation of the
unbiased estimate for the variance of residuals (&° ) obtained as follows:
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2 "=l
a n—mnS u 3)
where:
n — number of study options;
m —number of degrees of freedom;
u and u’ — real and estimated distribution of residuals;
S/ — matrix inverse to the matrix of linearized initial values.

Linearization of the initial values of the model is an important step in the construction of linear regression,
which contains the value of different orders. Among the data (Table 3) has the value of the 3rd (thousands),
6th (millions) and 9th (billions) order, in this context there is a need for their linearization, that is, reduction
to proportionate values. In practice, such an operation is performed using the logarithm of the corresponding
values by the decimal logarithm (Table 4).

Table 4. Output data values listed by the base of the decimal logarithm (/g(x))

Number S Cost of mergers
of employees Initial investment volume and acquisitions Average salary
5,318063 6,629308 6,24279 0,337659
6,897792 8,042796 6,76982 -0,03621
5,841797 6,311754 6,157457 0,021189
5354108 6,639387 6,140822 0,423901
6,284882 7,615466 7,383851 0,357172
6,326541 7,701274 6,803252 0,420616
5,185825 5,146128 3,690196 -0,19586
5,170262 5,305351 5,954725 -0,42946
5,037426 6,820004 7,032538 0,40637
4,991226 7,294157 6,940317 0,211921
5,683047 7,685285 7,302937 0,394627
4,914343 6,854306 6,383815 0,70079
4,840733 5267172 5,004321 -0,33255
4,892651 6,447778 6,269046 0,519171
5,161368 6,193125 6,317854 -0,02136
5,208979 7,415391 6,64836 0,492201
4,818226 4,778151 5,305351 0,08849
5,648067 5,440909 4,858537 -0,57512
5,757927 6,928549 6,973405 0,391817
5,532754 7,199426 6,898835 0,694166
Source: UNCTAD Annual Report 2018; World Investment Report 2017;
World Investment Report 2018; calculation authors
Based on the data in table 4 a regression equation was built:
F=077+038x +0,35x, —1,04x (5)

where:
Y — number of employees;
x, — volume of initial investments;
x, — cost of mergers and acquisitions;
x, — average salary in the country of origin of investments.
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The resulting equation establishes that the amount of initial investment and the cost of mergers and acquisitions
have a positive effect on the number of employees, and the average salary in the country of origin of investments
negatively affects the number of employees. In addition, it confirms our assumption that the initial investment
creates more work places than the rising cost of mergers and acquisitions - 0.38% and 0.35%, respectively. The
difference is 0.0003 times, which in terms of the values of the 9th order (1 billion) is $ 300 thousand, which is
obviously a rather tangible figure.

In order to verify the adequacy of the model, standard tests were used, first of all the value of the coefficient of
determination R?, the value of which was 0.68, which, given the number of observations (20), is an indicator of
the model’s high confidence, that is, the dispersion of the values of the increase in the number of people employed
corresponds to the real indicators. The P-value for the coefficients was 0.019, 0.028, 0.018, respectively, that is,
all defined coefficients are significant and there is less than the established significance level of 0.05.

We determined that the key factors that determine the mobility of labor resources within the framework of
TNCs are FDI (primarily initial), as well as the level of remuneration (almost linearly inverse dependence).
However, the weight share of other factors that are determined by the characteristic features of mobility within
the framework of the modern knowledge economy and directly affect the international movement of employ-
ees within TNCs remains significant (about 34%), and information and ICT technologies are crucial for the
migration management of TNCs (Makedon, 2019). Also, an important role is played by the tendency to labor
mobility and the presence of an active labor position, job satisfaction of the working TNC itself, the quality of
the social environment of the TNCs, as well as the general situation on the labor market.

The UNCTAD statistics show that among countries with high correlation rates, a small amount of mergers and
acquisitions is typical for such countries as China, Malaysia, France, Macao, Portugal. In Ireland, Italy, Japan,
Norway and Slovenia for individual years (for the period from 1990 to 2017) the volume of M & A transactions
exceeds the volume of imported FDI several times. However, both the first and second group of countries
demonstrate a steady growth in work places as FDI arrives ((UNCTAD Annual Report (2018). Therefore, in
our opinion, it is impossible to talk about the existence of a unique connection between the method of attracting
FDI and the dynamics of work places growth. Everything will depend on the production management style, the
quantity and quality of new technologies introduced to the company as a result of mergers or acquisitions, as
well as the future joint strategy for developing joint business.

4.2. Relationship of national labor markets and global value chains

Thus, an increasing number of employees are attracted to the global labor market precisely because of the
intensification of the processes of transnationalisation of business, in fact, blurring the boundaries between
individual states (Bradley, 2014). The question of the effects of FDI for both capital-importing countries and
capital-exporting countries remains controversial. At the same time, the choice of the method of creating a
business abroad as part of attracting FDI often depends on the technological effectiveness of production and
the purposes of creating production abroad, rather than on formal beliefs in the benefits of using one or another
mode of production development.

It should be also noted that participation in global value chains, as a rule, leads to the creation of new jobs in the
domestic market from exports and more rapid employment growth, even if there is a large share of the import
component in exports. In general, employment increases with trade, but the effect on employment from trade
and participation in global value chains is quite diverse. Model VAC, as a rule, create new jobs. Wage costs as
a component of domestic value added in export industries — an indicator of the potential for creating new jobs
in export industries — grows with the rise of VAC positions (Fig. 2).
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1 quarter (countries with the highest H 43%
level of participation in VAC) ?

4 quarter (countries with the lowest 28%
level of participation in VAC) F ’

0% 10% 20% 30% 40% 50%

Fig. 2. VAC and labor component in the context of value added in 2017

Source: Information Economy Report 2017; calculation authors

The average labor force share is 43% for countries in the first quarter of the participation rate in VAC compared
to a share of 28% for countries that are less involved in VAC. In addition, from 2007 to 2017, countries that
had a high level of growth in participation in VAC showed that their labor component in export industries grew
faster (by 14%) than in countries with a low level of growth in participation in VAC (9%). This effect takes
place regardless of participation in VAC combined with high external value added in exports. In other words,
even if the participation of countries in VAC depends on a larger import component, which reduces the share
of domestic value added, and the increase in the total share of employment in export industries will be higher
than in cases where countries are less involved in the VAC (Wright, et. al., 2014).

Work places created using VAC vary in quality. Employees may face low wages, harsh working conditions, and
insecurity because VAC jobs are more dependent on international demand and competition (Fig. 3).

Countries that use more import components

Countries with the high level
of increase in VAC _ 4%
participation indicator

Countries with the low level
of increase in VAC - 10%
participation indicator

0% 5% 10% 15%

555



JOURNAL OF SECURITY AND SUSTAINABILITY ISSUES
ISSN 2029-7017 print/ISSN 2029-7025 online

Countries that use less import components

Countries with the high level of
increase in VAC participation indicator

Countries with the low level of
increase in VAC participation indicator

0% 2% 4% 6% 8% 10%12% 14% 16%

Fig. 3. Growth of the labor component of domestic value added in exports,
in terms of the growth rate of VAC and the addition of external value

Source: Information Economy Report 2017;
World trade statistical review 2018;calculation authors

As a result of the growth of global production capabilities and the growth of export-oriented industries in
many developing countries, coupled with increased global competition due to the entry of large new producers
and exporters (located mainly in Asia), transnational corporations face significant pressure to reduce costs
and increase productivity in their VAC (also referred to as “global production systems”). In turn, this puts
considerable pressure on both wages and working conditions. Especially in labor-intensive industries (in the
textile and clothing industry), where global buyers can use their preemption rights to cut costs, this effect
often leads to lower wages, although there are significant differences between countries and between industries
within such countries (Ryan, Pointon, 2017; Vakulyk, O.0O., Andriichenko, N.S., Reznik, O.M., Volik, V.V,,
Yanishevska, K.D., 2019).

5. Discussion

Despite such initiatives, some types of employment in VAC provide unreliable incomes and employment
prospects for employees. Participating countries face a range of potential risks associated with labor.

Expenditure burdens from global buyers mean that VAC-related employment can be unreliable and have poor
working conditions. While some core employees receive more in terms of wages and privileges than key
suppliers; global purchasing companies often reduce costs through the use of temporary workers or laborers in
their enterprises and transfer certain types of work to subcontractors where working conditions are much worse.
(Hummels, et. al., 2001).

Some VAC activities are independent, and displacement may lead to a decrease in local employment.
Transnational corporations in the provision of services have more opportunities to move production between
countries than most domestic firms. For simple tasks in the value chain and where the share of internal value
added is low, the cost of moving is usually also lower. Similarly, global buyers using non-equity-related
manufacturing mechanisms to source products from local suppliers (in domestic or foreign ownership) can
redistribute an order from one country to another.

Export-oriented types of employment in general are more susceptible to fluctuations in global demand and
supply, and therefore to the effects of factors that are far from the place of employment. VAC jobs may be lost

in the event of fluctuations in demand and the onset of an economic crisis. Fluctuations in demand may be
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seasonal (as in the fashion industry), as a result of weather conditions (in the food industry), or caused by an
economic downturn and crisis. Temporary workers are more at risk of losing their jobs, but this can also affect
permanent employees.

Conclusions

The growth of employment in the framework of international corporations in modern conditions of
transnationalisation and globalization of production processes occurs as a result of an increase in the number
of FDI and international outsourcing of certain production tasks, which, due to transnationalisation, are two
main forms of work places creation. Outsourcing in TNC divisions allows us to perform individual production
tasks more quickly and professionally, with an overall cost savings for TNC. At the same time, TNK receives
a stable, reliable, high-quality and professionally rendered service from an employee in outsourcing, while
for an outsourcer, the key advantages are high salaries and no need to change their permanent place of
residence. Foreign investments have a particularly significant impact on the quality of migration movements
within TNCs, in particular, increasing labor productivity, security level of labor markets, and improving
organizational methods of work against the background of the emergence of new jobs in regions of growing
labor supply.

Having analyzed the activities of TNCs, our study showed a close correlation between the volume of FDI and the
number of jobs created in the branches of TNC. We identified 4 groups of countries: 1) with the highest positive
correlation values (44% of the total), 2) group of countries with low positive correlation (30%), 3) countries
with low negative correlation values (13.5%), 4) countries with high negative correlation values (12.5%). The
effects of investments on the labor market largely depend on macroeconomic factors in the individual receiving
country, as well as corporate strategy and organizational structure of TNCs.
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