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

2019 December Volume 9 Number 2
http://doi.org/10.9770/ss1.2019.9.2(17)

PREDICTING PLAUSIBLE THREATS: IMPACT OF GLOBALIZATION
PATTERNS ON NATIONAL ECONOMIES

Alona L. Boiarchuk"’, Vera N. Fomishyna?, Ruslan P. Ohorodnyk?

L23External Economic Activity Department, Kherson National Technical University
24 Beryslavsk highway, Kherson, 73008, Ukraine

E-mails: ""plal333@ukr.net (corresponding author)

Received 13 February 2019, accepted 18 October 2019; published 15 December 2019

Abstract. Relevance: With the increase of permeability of borders, in the conditions of active political interaction between regions, it
became regular to witness appearance of many transnational companies (TNC) and metacorporations differing in forms of management
and organizational connections. Where in the case of transnational companies we can most often observe trade expansion with the push-
ing out of the competitors working on the local market, the pattern more characteristic of metacorporations is merger and acquisition
(MAA) where the management of the holding (as a rule) signs contracts with local manufacturers increasing their production capacity
at the expense of local productions and businesses. The aim of this paper is to track the dynamics of international business development
in the conditions of globalization and find out which regions and spheres of business are currently considered the most preferable for
foreign investment. The results gained can be used in planning of perspective outlet markets and in search of new collaboration objects.
The novelty of this paper lies in the observed character of interdependence of national economies and redistribution of investment flows
between regions. The conclusions were made, that foreign investment flows (FIF) significantly influence the development of business
inside the country: businesses with foreign capital receive a number of benefits compared to local companies.
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1. Introduction

Integration processes of modern world economy contribute to development of globalization (Luk’yanenko,
2001; Zeibote et al., 2019; Masood et al. 2019; Kisel'akova et al., 2018; Koval et al, 2019). At the same time,
we cannot look at processes of economy globalization and intensification of international business separately —
the degree of expressiveness of economic globalization in the region is directly proportional to the volumes of
international trade and the amount of transnational companies represented in the region by their affiliates or
manufacturing site.

By the term “economy globalization” we broadly mean rapid increase in commodity turnover, investment and
credit flows, information, staff and ideas among certain countries, as well as increase in the geography of their
influence. With the increase in speed of inter-penetration of such flows, national economies of the countries
involved in this process gradually become inter-dependent. As a result of close economic interaction, many
elements of national economic institutes integrate into common economic field and become one of components
of global economy (Ad Fad, 1992)
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To track the development rate of economic globalization, we can compare the ratio between sales volumes
and production volumes — over the last 50 years global trade growth dynamics considerably outruns global
production growth rate. “Between 1950 and 2000 the world trade volume increased more than 20-fold whereas
inflation-adjusted world GDP increased only a bit more than 6-fold” (Iskrenko, 2003), or capital flows from one
country to onother (Tvaronaviciené 2019).

For countries with developing market economy (according ratings of international organizations it’s 35 coun-
tries including members of G7), integration into common economic space is one of main ways to avoid stagna-
tion. This is connected primarily with the search for new outlet markets. In the context of international trade
growth, economic globalization becomes inevitable (World Bank, 2013).

2. Literature review

The tendencies of international business development were first studied by A. Smith as far back as 2" half of
the 17" century. With the advent of the industrial revolution in England this issue became especially relevant.
“If any foreign country can supply us with the product at a cheaper price than we ourselves are able to produce,
it is much better to buy it from them for a certain amount of our own product which is applied in the sphere
where we have certain advantage.” (Kislova, 2014).

Economic globalization had taken its final shape by the end of the 20" century. By this time a number of mul-
tinational corporations had already appeared on the international market. Their example can be used to look at
formation principles of transnational commercial corporations.

Many authors combine the terms “multinationalism” and “globalization” into one notion. However, in spite of
a number of common features, these are different forms of business. Multinational corporations use ultimately
different strategies of conducting a business for every country of presence, whereas global companies use only
one business blueprint for all regional markets. (Jameson, 2000).

It is the activity of multinational corporations that contributed to the development of transnational economy
in the form we can witness today. It turned into a sort of “world chess board” on which leading international
companies compete (Movsesyan, 1997).

Global transnational economy formation features

Globalization of economy happens gradually, methodically involving in its field new countries and regions. We
can witness global transnational economy formation in these features:

e Development of unified international scientific informational space and communication systems;

e Development of world financial market functioning on the basis of computer communication technologies;
e Increase in the interaction and interconnection of economies of separate countries and regions;

e Reorganization of commercial corporations for more efficient work in the format of international trade;

e Appearance of inter-state production corporations with placement of production sited in different countries;
e Increase in speed and volumes of international transactions: investments, credits, etc

e Merger of economies of separate countries and whole areas of industry with supernational corporations

e Appearance of many supernational structures of business control, formation of multilateral coordination
contracts

e Cultural unification — global semination of unified cultural values and standards (partially smoothed out in
the process of glocalization)

e Expansion of any economic factors at a global scale: shared crisis phenomena, shared prices and currency
rates.
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Goals

Conducting international business gets complicated because of vide range of threats of various character (Joshi,
2009; Masood et al., 2019; Moumen et al., 2019; Rezk et al., 2019; Mikhaylov et al., 2018; Nikitina et al.,
2018; Skufli¢ et al, 2018; Filipishyna et al., 2018; Kalyugina et al., 2018; Tvaronaviciené 2019; Abdullah et al,
2019, Cristiano Freitas Gomes et al., 2019; Olayinka A. Abiodun et al., 2019; Veli Sibiya., & Tumo Kele 2019;
Schwarz 2018; Energy Transformation towards Sustainability, 2019; Gagarina et al. 2019; Ohotina et al. 2018;
Tvaronaviciené et al. 2018).

However, it is international business that serves as the primary stimulus for economic globalization. In this
paper we will identify the most perspective areas of international business, identify regions and countries that
enjoy the most popularity among foreign investors, and identify the most important factors that can influence
the success of international business.

3. Methodology

We used these data sources:
e International reports on 2009-2017 world investments.
e Analytical summaries of Forbes, PwS, IMF

e Financial reports of large transnational companies available to public access

Scientific reports of national and foreign scientists dedicate to economic globalization issues

Statistics data, reports of rating agencies, news sources

Based on statistics data and reports, we can make a relevant prognosis of international business development
for the next 1-2 years. As the basis for the research, we used search and selection of authentic information,
analysis of factual data and description of objective dynamics of international market, data systemization and
comparison of TNC distribution picture by regions.

4. Results of the Study
Dynamics of international business development in the conditions of globalization

Economic globalization benefits active business development. By limiting itself to internal market of only
country the business needs to compete with representatives of their own country and import companies. This
often leads to decrease in consumption value of products or services. At the same time, we should not exclude
the possibility of price damping initiated by large international companies present on the local market.

Expansion to international level, in its turn, lowers the degree of competition. When tapping into new markets,
a business can face absolutely empty or scarcely filled niches where its product would be much more in demand
than in the country of production. In these conditions the producer can dictate the prices that are most beneficial
for them and go on increasing their income. It will not be difficult for a large global company to drive out com-
petition even from a fully formed market — competitors are eliminated by lowering prices, and the profit (avoid
losses) is reached by means of regions with less competition. As a result, having eliminated the competition,
the business can gradually set more profitable prices.

Theoretically, business can expand in any direction. However, in practice, company marketing experts take
their time to design development strategies, since a potential outlet market is assessed by a number of criteria:
GNP indexes, life standards as a whole, demographic situation, fund distribution structure (social stratifica-
tion), political stability. To assess economic status of the country the World Bank often uses statistical reports
where currency rate fluctuations within a period of 2-3 years are reflected, as well as inflation dynamics for the
same period (Jameson, 2000). Choice in favor of a certain market is made based on the combination of factors.

587



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

Given that, countries with a low but uniform GNP distribution among the population are always more attractive
for TNCs than countries with high GNP and distinct social stratification.

Lowering production cost of the product is an additional advantage of globalization for large business. Having
presence in several markets at once, the business increases production rates, gradually lowering expenses for
each unit of product. A vivid illustration of this pattern is company Warner-Lambert, one of the largest world
producers of pharmaceutical products. According to calculations of company analysts, the expenses for devel-
opment and marketing of each new product are over 230 min dollars (UNCTAD, 2017). Keeping the product
price consumers find attractive while fully covering expenses is only possible in the conditions of globalization,
i.e. when the product is successfully sold on many markets.

In most cases global companies easily tap new markets. This is due to the company using proven marketing
schemes in the new region. To promote products no special expense is necessary, while production volumes and
profit increase proportional to volumes of new markets.

A good example is Coca-Cola Company, one of the largest world producers of soft drinks. The company first
came to market in 1886, and it took the management 22 years to produce (and sell) their first billion bottles.
Today, having transformed into a global company with representative offices in 195 countries, the company
sells the same amount of product in 1 day! (Official website of Coca Cola, 2018).

Coca-Cola example can help us trace transformation of global marketing selling one and the same product.
In the earlier days, companies used to develop a marketing project primarily for the internal market, and only
afterwards would they adapt it to foreign markets. Today, marketing experts of transnational companies first
develop universal solution for the global market and only afterwards make necessary corrections depending on
the culture and traditions of each region separately (Ad Fad, 1992).

Alongside the economic globalization in the sphere of trade itself, we can witness pronounced processes of
glocalization in the marketing sphere. The main task for marketing experts is to sell the product with minimum
marketing expense. In such conditions creating one marketing product with further set of adaptations looks
cost-efficient than creating a whole set of marketing projects.

One of the perfect examples of efficient marketing is Procter & Gamble. (Official website of Procter & Gamble,
2018). Procter & Gamble ranks 12" in the list of the largest US companies. The company is the leader in their
sphere on the world scale. It is the foreign operations (up to 53% of all sales) bring them maximum profit —
around $ 15.9 billion per year.

5. Case studies

It is worth noting that the biggest percentage of large international company belongs to countries with devel-
oped market economy. Having developed a competitive product and tried out proven marketing schemes on
the internal market, a corporation successfully expands its sphere of influence to neighboring regions. Russian
business has not yet reached such level of development, so the tendency to globalization is only working on
import on the local market so far.

Low globalization speed of Russian business is conditioned primarily by historical reasons. After the “iron cur-
tain” fell and several re-organization waves came, local producers could not decide on their priorities for a long
time and would make the products by outdated standards. The absence of competitive products and high produc-
tion cost of local products is the main reason why Russian business does not yet have perspective in the foreign
market. According to the information from the Global Competitiveness Report, as of beginning of 2017 Russia
was ranked 43 among 138 positions (Gerasimov/et al., 2018). Over the last several years there has emerged a
trend to tighten quality control of local products, yet Russia risks playing exclusively the role of receiving party
on the global market for quite some time with the existing level of production (Akhmetshin and Osadchy, 2015).
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Investments from the outside could level the situation and give Russian businesses a chance. And we are talking
not only about financial investments, but also about technical re-equipment, new ideas and concepts. However,
for foreign investors Russia is not very interesting. As a country with transitional economy, the Russian Federa-
tion has long been associated with high investment risks while investment conditions are strictly regulated on
the state level. For example, one of early legislative drafts “National Security Policy of the Russian Federation
(1996-2000)” suggested in 1996 by the office of the secretary of Security Council of the Russian Federation
interpreted the possibility of “intensive buying-up of Russian businesses by foreign companies, especially at
the lower price” (Politika natsional’noy..., 1996) as a threat. This draft was developed to protect of Russian
businesses and lower the level of corruption, yet in reality it created a number of complications for foreign
investments since real cost of stocks does not always correspond to the declared one.

As aresult of a complex political and economic situation, globalization level in the Russian Federation remains
in its infancy, and the country stays in the role of the receiving party on the world market (Table 1).

Table 1. Largest TNCs in the world by country

Countries owning TNCs Number of TNCs
USA 23
China 1

France

—

3

Japan 5
United Kingdom 1
Italy 1
3

1

1

1

Germany

Switzerland

Netherlands

Korea

Source: Global 500 2012...,2017

In the list of 500 TNCs, Russia is represented by only three corporations whose activity is concentrated around
the area of oil and gas extraction and processing. Let us recall that back in 2012 the rating Financial Times
Global 500 (Global 500 2012..., 2017) listed 10 Russian companies. And even though their ratings were not
that high, the trend to losing positions on the world market is easy to track. At the same time, the dynamics
strongly varies even on the example of the last three years. Back in 2015 the leader of national TNCs, Gazprom,
PJSC ranked 26, in 2016 — 56, and in 2017 — only 63.

Principles of international companies’ interaction

Increase in the number of international companies leads to growth of competition between them. The largest
corporations are forced not only to establish collaboration but also share outlet markets. Many world magnates
are forced to initiate cooperation with competitor companies. (Can Honda..., 1999).

The result of close interaction between large international companies is entering into strategic alliances and in-
ternational contracts. Transnational companies (TNC) can differ in form and contents. (Abramova, 2011). Quite
often, they consolidate into complex metacorporations which are classified into holdings and non-holdings.
(Keller, 1996).

Mechanisms of influence and management inside these corporations are regulated not only by the internal arti-
cles of incorporation but also by international investment treaties (IIT) which are entered into between leaders
of governments. Considering the influence of foreign capital investments on local economy (Avdeeva, 2010,
p.10), more and more countries try to change their investment policies which inevitably reflects on the format
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of interaction between TNC members (Gil’ferding, 2011; Akhmetshin et al., 2017).

Among the broad variety of collaboration forms, the most wide spread method is merger and acquisition
(MaA). The biggest volume of purchases within MaA belongs to markets of developed countries — the USA,
the United Kingdom and Australia. (Zagrebel’naya, 2015). Consolidation of business provides large companies
with additional competitive advantages conditioned by increase in the scale of business and the possibility to
use scientific and technical achievements of business partners.

The growth of MaA deals trending in 2005 is conditioned by the restoration of stock exchange after the pre-
ceding crisis. Total value of deals in 2005 amounted to almost $1 bln, and a considerable part of mergers was
international projects (Thomson Reuters, 2015). In the following years the activity of MaA deals saw an abrupt
decline which was due to the influence of the world financial and economic crises. In 2010-2013, the situation
gradually started to stabilize, and the total volume of deals (international and internal ones) amounted to $3 bln.
(KPMG, 2014). We can observe further positive dynamics — the volume of MaA deals went on increasing on
average by 30-40% yearly up to 2016. When looking at the process of economic globalization, we can notice
that the volume of MaA deals in the world is also rising (Table 2 and 3).

Table 2. Value of international MaA deals in 2010-2016 (bln USD) (UNCTAD, 2017)

sale purchase
Region
2010 2011 2012 2013 2014 2015 2016 2010 2011 2012 2013 2014 2015 2016
World 347.094 | 553.442 1 328.224 | 262.517 | 428.126 | 735.126 | 868.647 | 347.094 | 553.442 | 328.224 | 262.517 | 428.126 | 735.126 | 868.647
Countries
de\Zig]l)ed 259.926 1436.926 | 266.773 | 230.122 | 293.062 | 640.762 | 794.317 | 224.759 | 431.899 | 183.858 | 120.683 | 244.077 | 587.455 | 707.528
economyv
European
Union 118.187 | 184.582 | 128.270 | 126.585 | 174.874 | 265.255 | 362.593 | 23.108 | 142.022 | 1S.99S | -33.725 | 23.429 |270.224 | 391.042
countries
Germany 10.515 | 13.440 | 7.793 17.457 | 17.378 | 14.593 | 6.357 7.025 5.644 | 15.674 | 6.674 | 38.639 | 47.640 | -8.126
T]]g?ngg:;d 60.826 | 46.060 | 36.576 | 32.893 | 37.323 | 70.787 [250.799 | -3.851 | 69.638 | -2.118 | -63.457 | -73.671 | 37.757 | 21.821
c(;i:;?es 37.723 | 55.967 | 33.360 | 47.829 | 97.269 | 49.919 | 41.861 | 79.865 | 80.499 | 92.819 | 108.511|139.927 | 122.609 | 143.235
China 6.758 | 11.501 | 9.524 | 31.066 | 56.775 | 12.439 | 5.887 | 29.828 | 36.364 | 37.908 | 51.526 | 39.250 | 51.117 | 92.221
Japan 7.114 4.671 1.791 4.423 6.159 3.065 | 20.088 | 31.271 | 62.263 | 37.795 | 58.275 | 45.889 | 50.623 | 80.646
The USA 84.344 | 146.144 | 64.752 | 43.424 | 14.130 |303.981 |360.797 | 85.104 | 137.731 | 72.528 | 59.633 | 85.128 | 127.879| 77.949
Coun
tires with
. 4.095 | 32,966 | 6.825 |-54.845| 5.708 | 10.000 | 5.014 5.378 | 13.108 | 9.296 3.074 4.636 4.501 -0.809
transitional
economv
African
region 7.493 8.634 | -1.254 | 3.81S 5.442 | 21.259 | 9.689 3.792 4.393 0.629 3.212 5.485 3.533 6.061
The Russian | ge) | 29.859 | 7.201 |-55.040 | 5.659 | 7.224 | 4709 | 3.875 | 4673 | 8302 | 2314 | 1.648 | 4.481 | 0.269
Federation
Countries
dev\é:vlltt)lging 83.072 | 83.551 | 54.626 | 87.239 |129.357 | 84.364 | 69.315 | 100.378 | 101.277 | 124.198 | 127.824 | 154.536 | 131.153 | 149.857
economy
Source: UNCTAD, 2017
Table 3. Dynamics of MaA in the world (bln USD and percents)
Year 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
33.7 33.6 44 .8 38.3 27.1 37.5 353 353 30.5 36.9
bln USD 900.3 1214.1 1849.4 1101.9 540.9 911.7 885.7 899.4 720.8 1285.9

Source: UNCTAD, 2019
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Distribution of investment flows in the conditions of economic globalization

Economy globalization also reflects on the level of foreign investment flows (FIF) into foreign countries. Based
on the 2017-2018 results, FIF flows must have risen up to $ 1.8 tln which is 5% more than the previous year,
and in the current year they are expected to rise up to $1.85 tln. Main recipients of FIF in the future remain the

United States, China and India.

Table 4. FDI flow in 20 largest receiving countries in 2017-2018.

FDI inflows, top 20 host economies, 2017 and 2018 (Billions of dollars)
Country Type of economy 2017 Ranking (123?1}15 ]c); ;11;1111(;‘2) (123?1117011: gé éﬁiﬁ)

United States Developed 1 252 277
China Developing 2 139 134

Hong Kong, China Developing 3 116 111
Singapore Developing 5 78 76
Netherlands Developed 7 70 58
United Kingdom Developed 4 64 101
Brazil Developing 6 61 68
Australia Developed 8 60 42
Spain Developed 17 44 21

India Developing 9 42 40
Canada Developed 15 40 25
France Developed 13 37 30
Mexico Developing 12 32 32
Germany Developed 11 26 37
Italy Developed 16 24 22
Indonesia Developing 18 22 21
Israel Developed 19 22 18
Vietnam Developing 21 16 14
Korea, Republic of Developing 20 14 18
Russian Federation Developing 14 13 26

Source: UNCTAD, 2019

According to the opinion of managers of the largest world TNCs, the positive dynamics is expected in the Asian
region in regards to which the growth of FIF is expected in the countries of South-East Asia: Indonesia, Thailand,
the Philippines, Vietnam and Singapore.

Conclusions

Globalization processes open up perspectives for business, but requires careful planning. A certain number of
difficulties can emerge only in receiving countries — foreign companies having experience and resources can
eliminate local producers from the market which inevitably impacts the economy of the state. Economic activ-
ity of small local companies becomes economically unreasonable — they just can’t compete as equals with
transnational holdings. That is why expansion to international market will be beneficial only for producer coun-
tries. Foreign investment flows (FIF) significantly influence the development of business inside the country:
businesses with foreign capital receive a number of benefits compared to local companies.

Additional financial investments stimulate industry growth forcing owners to look for new outlet markets
that inevitably leads to issues of organizing export and strengthening international collaboration. For busi-
ness representatives, expansion to foreign arena often seems to be the only appropriate way to keep and
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increase economic indices, since the demand for the product starts falling after the saturation of the local
market, and in order to support former production rates (or intensify them), market expansion is necessary.
This pattern is equally justified in both B2B sector and B2C sector. Main distinctions in the development of
new trade connections consist in marketing strategies designed for large business owners or ordinary con-
sumer respectively.
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