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Transnational Business as a Manifestation
of the Integration of the Global Economy
and a Driving Force of its Development

Svetlana S. Morkovina'; Alexandr S. Natsubidze? Margarita S. Irizepova®; Nikolai G. Sinyavsky*; Vladimir V. Chashchin®

ABSTRACT

KEY WORDS:

JEL Classification:

The purpose of this article is to determine the significance of transnational business in the development of the
global economic system, to present perspectives on its further functioning and distribution in the global econ-
omy, and to develop recommendations for state regulation of entrepreneurship in developing countries for
the purposes of attracting transnational business and stimulating the internationalization of domestic business.

To achieve this purpose, the authors use statistical information combined with several methods: substan-
tiation of mathematical expressions “by contradiction’, structural analysis, classical methods of analyzing eco-
nomic effectiveness, comparative analysis, problem and SWOT-analysis, systemic analysis, modeling of the
current state of (and perspectives on) the development of economic systems, and formalization.

The authors reach the conclusion that transnational business is a manifestation and driving force of
the development of the modern global economy and that maximization of the economic growth of the
global economy in the long-term requires the creation of favorable conditions for further development of
transnational business.

Transnational business plays an important role in the development of the global economic system. Per-
spectives on the further functioning and distribution of transnational business in the global economy are
connected to the development of integration processes and the realization of a free trade policy. To over-
come threats to the development of transnational business, the authors of this study offer recommendations
for state regulation of business in developing countries for the purpose of attracting transnational business
and stimulating the internationalization of domestic business, and a special model is developed.

transnational business, integration of the global economy, driving force of development,
developed countries, developing countries
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Introduction economy in the late 19" and early 20" centuries.

Transnational business emerged from the influence This initiated a rapid acceleration of the develop-

of integration processes that shaped the global ment of the global economic system due to the
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When transnational businesses appeared in devel-
oping countries, they established production facilities,
which provided new jobs for the local population and
stimulated local purchasing ability, the development of
entrepreneurship, and economic growth. This reflects
the ability of transnational business to stimulate de-
velopment in countries that need it but cannot inde-
pendently close the gap that exists between them and
developed countries.

During the modern stage of development of the
global economy, transnational business became an in-
extricable part of the global economic system and one
of its most important members, as it represents large
business structures through which dialogue between
the governments of various countries and business
as a whole is conducted. Transnational corporations
pursue their own interests, which, as the accumulated
experience of transnational business shows, coincide
largely with the global goals of economic development.

The unique capability of transnational business to
revive the economies of developing countries by acti-
vating business activities, combined with its inclina-
tion for solving global economic problems (particu-
larly problems of disproportionate economic growth
in the global economy) makes it not only one of the
most notable players in international economic rela-
tions but also one of the most promising mechanisms
of improving the modern global economy.

Thus, the study of transnational business and its role
in the development of the global economy is highly
topical and is, accordingly, the focus of this article.
The authors of this study propose the hypothesis that
transnational business is a driving force behind the
development of the modern global economy. Thus, to
maximize the economic growth of the global economy
in the long-term, it is necessary to create favorable
conditions for the further development of transna-
tional business.

The purpose of this research is to verify this hy-
pothesis, determine the meaning of transnational busi-
ness in the development of the global economic sys-
tem, determine perspectives on its further functioning
and distribution in the global economy, and develop
recommendations for state regulation of business in
developing countries for the purpose of attracting
transnational business and stimulating the interna-

tionalization of domestic business.
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Literature review

The consequences of the globalization of the world
economy; the notions, senses, and factors at play in
the integration of processes in the modern global eco-
nomic system; the role of international organizations
in regulating these processes; the phenomena of re-
gionalization and polarization of the global economy
within the process of integration; and the causes of the
possible future disintegration of the global economy
- all these issues are explored in the works of such
authors as (Burhan, Sidek, Kurniawan, & Mohamad,
2015; Capello & Perucca, 2015; Gozgor, 2015; Lauder
& Brown, 2015). Globalization has led to the growth
of economic systems and their close cooperation
(Egbetunde & Akinlo, 2015). International organiza-
tions coordinate this process and provide support for
underdeveloped countries, with the goal of unifying
the global economic system (Vasin & Gamidullaeva,
2015). However, there are still significant differences
in the levels of economic development of countries
around the world, which may be a reason for the disin-
tegration of the global economy in the future (Lee, Lee,
& Chang, 2015).

Issues related to the specifics of economic growth
in the modern global economy, the drivers of eco-
nomic development, ways of overcoming crisis
phenomena in the global economy, analysis of pos-
sibilities and perspectives related to further global
economic growth, and determination of the most im-
portant factors that stimulate and hinder the achieve-
ment of the strategic development goals of global
economic systems — these topics are studied in the
works of such scholars as (Gonzélez-Pernia &,Pefia-
Legazkue, 2015; Leonida, Maimone Ansaldo Patti,
Marini, & Navarra, 2015; Odhiambo, 2015; Pogosov,
2015; Popkova, Yurev, Stepicheva, & Denisov, 2015;
Sarracino & Bartolini, 2015; Zeira & Zoabi, 2015). In
today’s globalizing environment, crisis phenomena
that may have begun in one economic system can
spread throughout the whole world (Choi & Shin,
2015). Countries can overcome global crises only by
uniting their efforts (Lee & Oh, 2015). Despite the
universality of strategic interests, most countries con-
tinue to seek their own goals of economic develop-
ment, which hinders the development of the global
economic system as a whole (Castiglione, Infante, &

Smirnova, 2015).
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Manifestations of the internationalization of busi-
ness under the conditions of the integration and glo-
balization of the world economy, the conditions nec-
essary for the movement of production factors within
the global economic system under the influence of
the market mechanism, and internal stimuli that can
improve the economic effectiveness of the organiza-
tion of production and maximization of profit are ex-
amined in multiple studies by contemporary authors,
including works by (Debrulle & Maes, 2015; Guillo-
tin & Mangematin, 2015; Monteiro & Meneses, 2015;
Purkayastha, Manolova, & Edelman, 2015). Under
the conditions of integration and globalization of the
world economy, the internationalization of business
activities is ongoing. In this setting, both local and
national business enters the international level (Gint-
ing, 2014). In today’s globalizing world, under the in-
fluence of market mechanisms and internal stimuli,
production factors move within the global economic
system (Eisend & Schmidt, 2014) to increase the eco-
nomic effectiveness of production and maximize profit
(Ahmad, 2014).

Many authors have studied various aspects of the
manifestation of transnational business and its fur-
ther distribution in the global economic system; its
role in business development, overcoming the gaps
between developing countries, and reducing dispro-
portionate economic growth in the modern global
economy; the specifics of the work of transnational
corporations; and issues of state regulation of trans-
national business activities. Such authors include
(Bagwell, 2015; Delteil, 2014; Lan, 2015; Thauer,
2015). Transnational business plays an important
role in the development of business, as it provides
access to new sales markets and cheaper resources,
which increases the effectiveness of business (Eb-
erlein, Abbott, Black, Meidinger, & Wood, 2014).
Transnational business also contributes to overcom-
ing the gaps between developing countries and to
reducing disproportionate economic growth in the
modern global economy by means of developing
trade and business - and by moving resources into
developed countries and capital into developing
ones (Porter, 2014). State regulation of the activities
of transnational corporations is performed at pres-
ent and is aimed at the protection of internal mar-
kets (Lee, Ryu, & Kang, 2014).

www.ce.vizja.pl

The large volume of materials on this topic creates
a strong theoretical base, but it does not mean there is
no need for new research. Issues relating to the ability
of transnational business to be a driving force behind
the development of the global economy are of high sci-
entific and practical interest, as are the possibilities of
realizing such an economic policy in developing coun-
tries. This would produce the maximum advantages
from the functioning of transnational business, mak-

ing this research both necessary and important.

Method

To achieve its stated goal, this work uses general sci-
entific methods of research: induction, deduction,
and synthesis. Determining the meaning of trans-
national business in the development of the global
economic system requires research in two key direc-
tions. First, it is advisable to substantiate the necessity
of transnational corporations in the development of
the global economy.

For this, the authors use both analysis of statistical
information and evidence of mathematical expressions
“by contradiction”, within which - on the basis of the
basic laws of logic and the principle of double nega-
tion - the possibility of eliminating transnational busi-
ness from the structure of elements of the global GDP
is determined.

Second, there is a need to determine the level of
economic effectiveness of the functioning of transna-
tional business. For this, the authors use the method
of structural analysis, classical methods of analysis of
economic effectiveness, and the method of compara-
tive analysis. These are used to compare the levels of
economic effectiveness of the activities of transnation-
al business and national business, through comparison
of the resources used, efficiency of production, and
contribution to global GDP.

To determine perspectives on the further functioning
of transnational business and its distribution in the glob-
al economy, the authors of this study use the method of
problem and SWOT-analysis, with the help of which the
advantages and disadvantages of transnational business
- compared to national business — as well as possibilities
of and threats to the development of transnational cor-
porations in the short-term are determined.

To determine the causal relations involved in real-

izing the recommendations developed here regarding
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state regulation of business in developing countries for
the purpose of attracting transnational business and
stimulating the internationalization of domestic busi-
ness, this work uses systemic analysis, modeling of the
current situation, perspectives on the development of

economic systems, and the method of formalization.

Results
According to official statistics provided by the inter-
national organization UNCTAD in 2015, transnational
business creates approximately 10% of global employ-
ment (Fig. 1), more than 40% of global production
(Fig. 2), almost 60% of direct foreign investments (Fig.
3,4), and 80% of global innovation production (Fig. 5).
Analysis of statistical information, presented graphi-
cally in Fig. 1-5, shows that transnational business has
been playing an important role in the functioning and
development of the global economy in recent decades.
To determine the need for transnational corporations in
the development of the global economy, let us build a
mathematical model of the formation of the global GDP.
According to the official UNCTAD statistics for
2014, 70% of global GDP is based on the manufac-
ture of standard products, and 30% is based on the
manufacture of innovative products, 80% of which
are manufactured by transnational business and 20%
by national business. On the basis of the above, it is
possible to create a structural and logical model of the

formation of global GDP, as follows:

GDPworld=0.7UP+0.3(0.8TB+0.2NB) 1)

where GDPworld - global GDP;
UP - products that are not innovative;
TB - transnational business;

NB - national business.

On the basis of existing statistical information, let us
insert values into this model and produce the follow-
ing equation: 77,302=54,111UP+18,552TB+4,638NB.
Let us suppose that transnational business contributes
greatly to the development of the global economy and
formation of the global GDP. Then, TB=0.

In this case, the equation has the following form:
77,302=54,111UP+4,638NB. While the values of various
sides of this equation are not equal and differ from each
other (77,302>58,749), this contradicts the initial suppo-
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sition of the insignificance of transnational business’ con-
tribution to the formation of the global GDP and proves
that it is indeed an important component of the develop-
ment of the global economy, according to the 2014 data.
To determine the level of economic effectiveness of
transnational business, let us determine the structure
of innovative products. To develop innovative tech-
nologies and purchase equipment necessary for the
manufacture of innovative products, investments are
necessary. Innovative products are manufactured by
employees who represent the human resources of en-
terprises. Consequently, in its general form, the model
of manufacture of innovative products could be pre-

sented in the following way:

HR*IR=IP (2)

where HR - human resources;
IR - investment resources;

IP - innovative products.

According to the UNCTAD statistics for 2014, 10% of
global human resources are concentrated in transna-
tional business, which, in turn, accumulates 60% of
global investment resources and manufactures 80% of
global innovative products. This allows a mathemati-
cal presentation of the contribution of transnational
business to the manufacture of innovative products, as
follows: 0.IHR*0.6IR=0.8IP.

Then, the contribution of national business to the
manufacture of innovative products will have the fol-
lowing form: 0.9HR*0.4IR=0.2IP. To evaluate effec-
tiveness, let us use such economic indicators as labor
efficiency (determined as the ratio of manufactured
innovative products to the human resources used) and
capital intensity of production (calculated as the ratio
of investment resources used for the manufacture of
innovative products).

The labor efficiency of transnational business dur-
ing the manufacture of innovative products is calculat-
ed as follows: 0.81P/0.1HR=0.8 $ million/person. The
labor efficiency of national business during the manu-
facture of innovative products is calculated as follows:
0.2IP/0.8HR=$0.25 million/person. It is obvious that
$0.8 million/person> $0.25 million/person, which
proves that labor efficiency is higher in the sphere of

transnational business.

DOI: 10.5709/ce.1897-9254.218
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Figure 1. Structure of global employmentin 2014
Source: United Nations Conference on Trade and Development, 2015.
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Figure 2. Statistics of global GDP with and without TNC in 1990-2014
Source: KNOEMA, 2016.
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Figure 3. Statistics on global direct foreign investments in 1990-2014
Source: United Nations Conference on Trade and Development, 2016.

mEFDI of TNC = Rest of global FDI

Figure 4. Structure of global direct investments in 2014
Source: United Nations Conference on Trade and Development, 2016
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m Innovational products,
created by TNC

Innovational products,
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enterprises

Figure 5. Structure of global innovative production in 2014

Source: United Nations Conference on Trade and Development, 2015

Table 2. SWOT-analysis of development of transnational business

Advantages of transnational business (S)

Disadvantages of transnational business (W)

high effectiveness of production

high innovative activity

high mobility of production

stimulation of global production

Perspectives on development of transnational business (O)
development of integration processes in the global economy

weakening of customs barriers within policy of free trade

striving for minimization of taxes

inclination toward monopolization of markets
ecological irresponsibility

increased risks to business

Threats to development of transnational business (T)
tendency for disintegration of the global economy

strengthening of customs barriers within policy of protectionism

The capital intensity of manufacturing innovative
products in the sphere of transnational business is cal-
culated as follows: 0.6IR/0.81P=$0.75 million. In other
words, to manufacture innovative products that cost $1
million, transnational corporations need $0.75 million
in investment resources. The capital intensity of manu-
facturing innovative products in the sphere of national
business is calculated as follows: 0.4IR/0.21P=$2 mil-
lion. In other words, to manufacture innovative prod-
ucts that cost $1 million, national corporations need
$2 million in investment resources.

In comparing these values, it is clear that $2 mil-

lion>$0.75 million, which reflects the lower capital in-

www.ce.vizja.pl

tensity and higher effectiveness of transnational busi-
ness’ manufacture of innovative products. It should be
noted that despite its high effectiveness and important
role in the development of the global economy, trans-
national business often faces obstacles.

Transnational business possesses many advantages
compared to national business: highly effective pro-
duction, significant innovative activity due to the pres-
ence of necessary resources, high mobility of produc-
tion due to the lack of a fixed connection to a specific
territory, and stimulation of global production.

At the same time, there are drawbacks to transna-

tional business. These are related to its goal of mini-
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State regulation of business in developing countries

v

L

Stimulation of transnationalization of
domestic enterprises:
— reduction of export customs rates;
— establishment of contracts on cooperation

with other countries (economic unions).

1

Attraction and preservation of
foreign transnational corporations:
— creation of favorable tax
regime;
— establishment of high ecological

standards.

growth of employment, economic growth;

Expected results:

— attraction of investments, development of business;

— improvement of ecological situation, increase of innovational activities;

— use of advantages of integration for expansion of foreign markets.

mizing the taxes it pays, its inclination to monopolize
markets, its transfer of ecologically dangerous produc-
tion into developing countries, and the increase in
business risks due to the probability of transnational
corporations’ leaving countries with unfavorable situ-
ations, which can lead to crisis phenomena in these
countries’ economies.

The results of SWOT-analysis of the development of
transnational business are shown in Table 1. As seen in
Table 1, perspectives on the further functioning and
distribution of transnational business in the global
economy are related to the development of integration
processes and realization of the policy of free trade. In
the case of the opposite tendency - disintegration of
the global economy - it is possible to wait for a reduc-
tion in transnational business. A threat to its develop-
ment is posed by the strengthening of customs barriers

within the policy of protectionism.

CONTEMPORARY ECONOMICS

Figure 6. Model of development of transnational business as a result of realization of the proposed measures for state
regulation of business in developing countries

As the recent global financial crisis showed, under
conditions of instability, the governments of various
countries are interested in the preservation of domes-
tic production and may use tools to protect national
business, which may disadvantage the interests of
transnational corporations. Announcements from a
range of territories regarding their wish to leave vari-
ous associations — of which they are now members -
show the high probability of the disintegration of the
global economy in the near future.

To reduce the above threats, some possible rec-
ommendations for state regulation of business in
developing countries — for the purpose of attracting
transnational business and stimulating the interna-
tionalization of domestic entrepreneurship — can be
offered: reduction in export custom rates, establish-
ment of contracts regarding cooperation with other

countries (economic unions), creation of favorable tax

DOI: 10.5709/ce.1897-9254.218
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regimes, and establishment of high ecological stan-
dards. The causal relations involved in the realization
of these recommendations and the development of

transnational business are shown in Fig. 6.

Conclusion

As a result of this research, the proposed hypothesis
was proven, and it was substantiated that transnational
business is a manifestation and driving force of the de-
velopment of the modern global economy. Maximiz-
ing the economic growth of the global economy in the
long-term requires the creation of favorable conditions
for further development of transnational business.

Transnational business plays an important role in
the development of the global economic system: it
provides approximately 10% of global employment,
more than 40% of global production, almost 60% of
direct foreign investments, and 80% of global innova-
tive production.

The use of mathematical tools showed that the capi-
tal intensity with which transnational business manu-
factures innovative products is much lower than that
of national business, and labor efficiency in the sphere
of transnational business is also much lower, which
proves its high effectiveness.

Perspectives on the further functioning and distri-
bution of transnational business in the global economy
are related to the development of integration processes
and realization of the policy of free trade. To overcome
threats to the development of transnational business,
the authors of this study offer recommendations for
state regulation of business in developing countries
for the purpose of attracting transnational business
and stimulating the internationalization of domestic
entrepreneurship.

These recommendations are reflected in the pro-
prietary model of the development of transnational
business as a result of the realization of the proposed
measures of state regulation of business in developing
countries, within which two directions of state eco-
nomic policy are offered: stimulation of transnation-
alization of domestic enterprises and attraction and
preservation of foreign transnational corporations.

Realization of this model will lead to increased in-
vestments, development of business, higher employ-
ment, economic growth, improvement of the ecologi-

cal situation, increased innovative activity, and the use

www.ce.vizja.pl

of the advantages of integration for the expansion of
foreign markets. It should be noted that this model is
oriented toward developing countries — however, de-
veloped countries are equally interested in the devel-
opment of transnational business and attracting trans-
national corporations.

This is why determining the possible directions of
state regulation of business in developed countries (for
the purpose of stimulating the transnationalization of
domestic enterprises) and attracting and preserving
foreign transnational corporations have major scien-
tific and practical significance and are interesting av-
enues for further research in this sphere.

The theory of transnationalization of entrepreneur-
ial activities may receive further development due to
the expansion of integration processes in the global
economy. This requires the development of theoretical
and methodological provisions regarding the creation
of a corresponding institutional environment that

stimulates the development of transnational business.
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