Elvina LYMONOVA
Causes, development and regulation of transnational business

UDC 332.012.34:339.97

ELVINA LYMONOVA
Dnipro
elvina.lim@mail.ru

CAUSES, DEVELOPMENT
AND REGULATION OF TRANSNATIONAL BUSINESS

The article examines influence of transnational corporations on the process of globalization; it was de-
fined that the main driving force of globalization is in transnationalization of the world economy; five gen-
erations of transnational corporations were defined and their peculiarities were viewed;main levels of man-
agement of transnational corporation activities were analyzed.
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In the beginning of the 21st century an inten-
sive production and investment globalization has
been started; and this process is accompanied
with consolidation of separate economic entities.
Consequences of transnationalization of national
economies include abolition of restrictions and
blurred boundaries, decrease of the temporary
factor. Under these conditions activities of trans-
national companies (TNC) become particularly
important as well as their influence on economies
of separate countries and developmental trends
of world economic indexes in general.

By means of placing their separate divisions
and stages of reproduction processes on the ter-
ritory of various countries TNCs appear to be the
most powerful groups of corporate business act-
ing on a global scale and playing a leading part in
the process of increasing international economic
interdependence. Financial flows and commod-
ity flows are passing through TNC structures,
and these flows are determinative factors for
development of the world economy. The forego-
ing indicates topicality of theoretical interpreta-
tion of transnational corporation, phenomenon
as well as the necessity of further scientific re-
searches in this sphere.

The problem of regulating activities of trans-
national corporations has always been in the
focus of attention of present day economists. The
matter of researching the influence of TNCs on
economies of the developed countries, develop-
ing countries and countries with transition econ-
omy fell under careful attention at the end of the
20th - beginning of the 21st centuries. A suffi-
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cient number of foreign and domestic publica-
tions have been dedicated to this problem. Im-
portant foreign publications include works by
J. Bailey, G. Caves [1], ]. Dunning [2], G. Coase ,
S. Myers, S. Hymer [3]. Domestic publications
dedicated to this problem include works by
A. Arkhipova, A. Astapovych [7], G. Davtyan,
A. Kovaliova, D. Lulyanenko, Y. Makogon [9],
A. Nagovitsyn, A. Rogach [11], V. Rokoch [12].

But despite a sufficient number of publica-
tions dedicated to TNC activities some matters
remain insufficiently studied. And the problem
of regulating activities of transnational corpora-
tions in conditions of globalization processes is
of peculiar importance. TNCs are in the process
ofan extremely quick transformation. But at the
same time the external environment of their
functioning is also dynamically changing. The
modern economic science does not present a
detailed description of interconnection and mu-
tual influence of TNCs and the globalization.
TNCs are formed in close interrelation with glob-
alization of the world economy, and in fact
TNCsare a product of this globalization. And at
the same time transnational corporations appear
to be the main catalyst for processes of global-
ization and transformation of the world econ-
omy and of separate national economies. The
negative influence of TNCs on developing coun-
tries proves the necessity to regulate their activi-
ties. And of course, this requires a deeper scien-
tific research to be carried out.

An effective regulation of TNC activities in
conditions of globalization is possible only on
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condition of consolidated efforts of entities on
various organizational levels of world economy
management: bodies of government administra-
tion of the national economy, the level of inter-
governmental regulation, the level of supergov-
ernmental regulation, the level of broad public
circles etc. And that is why the main task of this
scientific research consists in defining the circle
of bodies dealing in regulation of TNC activities
as a multilevel process.

On the modern stage of world economy de-
velopment transnational corporations have be-
come one of the main driving forces of globaliza-
tion. As at the beginning of 2012 85 thousand
units of transnational companies and their
branches were registered and over 85% of the
world export and 90% of direct foreign invest-
ments were under their control [5]. They ac-
count for over 50% of the world production,
over 75% of the world trading and international
migration of capital as well as over 80% of tech-
nological exchange. Up to date transnational cor-
parations are those very structures that actually
resolve key issues of the new economic and ter-
ritorial repartition of the world. TNCs form the
biggest group of foreign investors and carriers of
new technologies in the production sphere and
non-production sphere.

According to definition of the UNO transna-
tional corporations are enterprises possessing or
controlling production of goods or services out-
side the country of their location [4]. The main
characteristic of TNCs consists in their ability to
organize and to control economic activity in vari-
ous countries. This characteristic distinguishes
TNCs from other participants of the world eco-
nomic system. These other participants include
labor force, consumers, local, regional and na-
tional governments.

TNCs play the most important role in the
process of world globalization first of all due to
the fact that their activities and needs are in the
basis of organizational and technological innova-
tions and so they are in the basis of productive
forces development; the second point is that the
biggest share of international transactions is
performed by such corporations; the third point
is that on the modern stage of world economy
development such corporations are the only fac-
tor that can really organize and control cross-

border activities; the fourth point consists in the
fact that these corporations can take the full ad-
vantage of ICT and promote spread and develop-
ment of these technologies; the fifth point is that
unlike many other entities of the world economy
TNCs are rather an active (and not passive) par-
ticipant of globalization processes.

Reasons of TNCs formation and develop-
ment are really diverse. But all these reasons are
to a certain extent related with imperfect compe-
tition, barriers on the way of international trad-
ing development, exchange control, significant
transport expenses as well as with significant
differences in tax legislation of various countries.

The first prototypes of TNC came to exis-
tence in the 16th-17th centuries when colonial
development of the New World started. So foun-
ders of the British East India Company (created
in 1600 for "development” of Indian resources
and acting until 1858) included not only English
businessmen but also merchants from Holland
and bankers from Germany. Colonial companies
of the kind dealt exclusively in trading and not in
organization of production and that is why they
did not play a decisive role in the economic sys-
tem development. These companies are consid-
ered to be only predecessors of "real" TNCs
which came to existence at the end of the 19th
century when free competition was substituted
by active development of big monopolies per-
forming massive capital outflow [13].

Transnational corporations have several
stages of their development. And that is why five
TNC generations are usually defined in the lit-
erature.

Activities of the first TNC generation
(starting from the period of their emergence at
the end of the 19th century and until the begin-
ning of the First World War) were related pre-
dominantly with extraction of raw materials in
colonial countries of Asia, Africa, Latin America
and with processing of these raw materials in
parent (metropolitan) states. During that period
it was unprofitable to organize High-tech indus-
trial production abroad. On one side accepting
countries did not have personnel of necessary
qualification level and technologies in those
countries had not yet reached a high level of
automation. On the other side one had to take
into account possible negative influence of new
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production capacities on the ability to maintain
an effective level of capacity utilization at
"domestic" enterprises of the company. So, the
average capital outflow from England was 7% of
the national income. In general, before 1914
England accounted for 50% of the total exported
world capital. Foreign investments were distrib-
uted in the following way: 40% was invested to
the railroads, 30% was invested to governmen-
tal and municipal loans [10]. Entities of transna-
tionalization during that period usually included
consolidation of companies of different countries
(international cartels) which shared market out-
lets, carried out coordinated pricing policy etc.

The second generation of TNCs was devel-
oped during the period between the two World
Wars. TNCs of this generation were engaged in
production of military equipment and weaponry
for the leading European countries as well as for
the USA and Japan. During this period the invest-
ment pattern was gradually changing: countries
of the Western Europe (and first of all England)
lost their position of creditors and exporters of
capital; and American capital was penetrating the
Western Europe to ever increasing degree. The
characteristic feature is that the share of direct
investments was 25% of the total sum [10].

The third generation of TNCs started to de-
velop after the end of the Second World War and
the collapse of the colonial system (1945-1960).
This period was connected with an increasing
role of foreign production divisions and not only
in developing countries but in the developed
countries as well. Foreign production divisions
specialized predominantly on production of the
products which had been earlier produced in the
parent country of the respective TNC. With a
course of time TNC branches crossed over to ser-
vicing the local demand and local markets. If ear-
lier international cartels had acted on the stage
of the world economy and now national compa-
nies came to existence. These companies were
sufficiently large for implementation of inde-
pendent foreign economic strategies. It was dur-
ing 1960-s that the very term "transnational cor-
porations" appeared. Starting from the 1960-s
the rapid increase of TNC number and impor-
tance was taking place under the influence of the
scientific and technical revolution. Introduction
of new technologies and simplification of manu-
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facturing operations which could be performed
by low-skilled and uneducated personnel gave
an opportunity to implement spatial separation
of separate technological processes. The policy
of liberalization of international economic rela-
tions, emergence of new independent states on
the world political stage and an increasing con-
sumer demand were the factors giving interna-
tional corporations an opportunity to actively
conquer the world markets in the beginning of
1960-s. Activities of TNC during that period of
time was predominantly focused in the sphere of
nuclear power, electronics, tool engineering,
space industry.

The fourth generation of TNCs was formed
during 1970-s - 1980-s in conditions of acceler-
ated scientific and technical progress and ac-
tively developing world economic relations con-
ditioned by an increasing level of competition in
the world market. Development of transport
communications and information communica-
tions contributed to implementation of these
opportunities. The process of production could
be painlessly divided and separate technological
processes could be located in those countries
where national factors of production were
cheaper. Spacial decentralization of production
started its development on the planetary scale in
conditions of management concentration. This
stage is characterized by a great number of
amalgamations, fusions and takeovers which led
to concentration of production and capital in
TNC-leaders working in the sphere of big inter-
national business. During 1990-s the increased
financial sector globalization and integration of
financial markets led to emergence of huge
transnational financial conglomerations.

The fifth generation of TNCs started its for-
mation in the beginning of the 21st century in
conditions of accelerated economic integration
processes. Based on the modern science and in-
novation business TNCs of the fifth generation
has appeared to be the main generators and
spreaders of scientific ideas and concepts. The
main peculiarity of TNC development consists in
creating networks of production and global scale
implementation. The number of foreign
TNC branches is increasing much quicker then
the number of TNCs themselves [8]. The main
role in choosing places for creating subsidiary
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companies belongs to analysis of production
costs which are often lower in the developing
countries. And products are sold better where
the demand on these products is higher - i.e.
predominantly in the developed countries. On
this stage transnational corporations pursuing
their private economic interests represent a syn-
thesis of subnational as well as supranational
interests reinforced due to the great financial
capital. Such corporations gravitate toward us-
ing the state apparatus of separate countries and
subjects of interests of internal corporations in
their own interests. And that is the main contra-
diction of interests between TNCs and the na-
tional state. This contradiction has a dialectical
nature and takes various forms (from direct op-
position to quite a constructive and mutually
advantageous collaboration).

In those cases when interests of a TNC ob-
jectively coincide with interests of certain na-
tional states it can provide significant and even
decisive advantages to these states in their com-
petition with other countries. But in the modern
world the role of TNCs is being increased and the
role of national states is being decreased. And
due to this fact interests of the state are subordi-
nated to more powerful interests of transna-
tional corporations.

Interests of TNCs and interests of less devel-
oped states (Ukraine is one of these states) are
more contradictive. In this situation interests of
great international corporations often contradict
to interests of the state. One can name the fol-
lowing main points of the negative influence
caused by transnational corporations on the de-
veloping countries:

1. In the internal market of the country TNCs
create a powerful competition to local compa-
nies and do not give them an opportunity for de-
velopment.

2. Free transfer of TNC financial capital can
undermine stability of national currencies and
create a threat to national safety of developing
countries.

3. By means of concentrating their interests
in a country TNC can inoculate ideology which
contradicts to development of the national busi-
ness and they can also suppress development of
national interests of the country.

The mentioned directions of negative influ-
ence prove the necessity to regulate activities of
TNCs. In our opinion four levels of regulation of
TNC activities can be distinguished: supergov-
ernmental level, intergovernmental level, gov-
ernmental level [6] and public level (Table 1).

The main tools of supergovernmental regu-
lation include multilateral international agree-
ments (depending on the number of participat-
ing countries these agreements may be universal
ones, regional ones and subregional ones). It
should be noted that adopted documents do not
give a practical influence on activities of TNCs
and their branches because not all countries give
their consent to apply TNC standards on their
territory.

Intergovernmental regulation may include
bilateral investment agreements concluded be-
tween interested states. Up to date conclusion of
agreements between the accepting country and
the home country is the most widespread
method of regulating TNC activities. Ukraine has
signed approximately 73 bilateral agreements

Table 1

Main levels, subjects and tools of regulating TNC activities

Subjects
of regulation

Level of regulating TNC

No o,
activities

Tools of regulation

Purpose of regulation

1 [Supergovernmental regu- |Supergovernmental
lation political and organ-
izational institutions

Codes of conduct,
Multilateral interna-
tional agreements

Organization of world economy

organization

2 |Intergovernmental States

regulation

Bilateral investment
agreements

Improvement of positions in the

world economy

3 |Domestic regulation Public authorities

Legislative framework
of a separate country

Solving macroeconomic
problems

Voluntary associa-
tions of individuals

4 |Public regulation

Public opinion, tradi-
tions, upbringing and
education

Improving welfare of individuals
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concerning investment protection. Unlike such
states as for example the USA, Japan and Great
Britain Ukraine does not have a model (typical)
agreement. And in fact absence of such an agree-
ment proves absence of a unified and clearly
manifested approach of the state to the key pro-
visions and notions in the sphere of investment
protection and investment tribunal.

In the most cases governmental regulation is
presented as investment legislation aimed at
definition of foreign investor legal status
(natural person or legal entity). But the most
impressionable point in case of unilateral regula-
tion of TNC activities consists in the fact that
thanks to their organizational structure TNCs
can evade control of a single state. And that is
why legislation of accepting countries is evi-
dently an insufficient tool for regulation of TNC
activities. Problems of domestic regulation of
TNC activities include first of all aspiration of the
most influential countries to expand their do-
mestic legislation on foreign branches of their
companies and in the next place an insufficient
number of national legislation institutes in ac-
cepting countries.

Public regulation tools include national tra-
ditions, upbringing, education and public opin-
ion as the most important point. The most trans-
national corporations consider that consumers
live in the global environment where their tastes
and cultures are homogenized and can be satis-
fied through a proposal of standardized global
products. It is confirmed through success of
transnational corporations which have reached
maximal profit in the long run never focusing
their attention on buying preferences. And that
gives transnational companies an opportunity to
sustain a stable brand image on a global level as
well as to use the plenitude of advantages re-
lated with the scale effect. In fact, therein also
lies the main contradiction of this strategy: the
standardized global strategy looses the sight of
segments which are still distinguished through
their unique social, cultural and legal markers
not to the full extend meeting real needs of con-
sumers. But in some cases the public opinion
does not give an opportunity to use this strategy.
The community call on TNCs to adapt their prod-
ucts, prices, channels, strategies to community's
interests; and that is related with peculiarities
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and differences of the national culture, purchas-
ing ability, preferences for products as well as
with needs and desires of consumers.

Opening the post-Soviet economic space,
world integration trends, groving of China as a
great manufacturer and consumer as well as lib-
eralization of international trading has opened
wide opportunities for TNC expansion on the
territory of all continents. Trading, production,
monetary and financial relations as well as scien-
tific and technical relations between present-
date TNCs are continiously becoming deeper and
thanks to that the global nature of their business
is reinforced. So, it is arguable that TNCs are
formed in close interrelation with globalization
of the world economy, and that inherently TNCs
are a product of this globalization.

The foregoing premises give us an opportu-
nity to argue that a transnational corporation is
a component of world economy subordinated to
laws of its development and having a reverse
influence on the world economy; it is a product
of globalization processes. The mentioned inter-
relations between TNCs and the process of glob-
alization  areintergovernmental confirmed
through researching stages of TNC evolution.

Up to date the role of TNCs is reinforced and
the role of national economies becomes weaker.
And that leads to contradiction of interest be-
tween transnational corporations and the states.
This contradiction may have a negative influence
on the economic situation in the state. And that
is the reason why there is a necessity to regulate
TNC activities.

So, TNCs came to existence as a result of
globalization and then they started to control
this process and to accelerate it for maximiza-
tion of their own economic interests. The fact
that the modern process of transnationalization
has acquired many new features has a significant
influence not only on the world economy but
also on the economies of countries where corpo-
rations are located. Our further researches in-
clude analysis of positive and negative influence
of TNC activities on the national economy as well
as analysis of recommendations concerning
regulation of these activities.
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EJIbBIHA IHMOHOBA
JAHuinpo

NNPUYNUHU, PO3BUTOK TA PET'YJIIOBAHHA
TPAHCHAIIIOHAJIBHOTI'O BIBHECY

Y cmammi docaidxceHo enaiue mpaHcHayioHaIbHUX Kopnopayill Ha npoyec 2/106a.i3ayii, 8U3HaA4eHo
WO OCHOBHOW PYWIliHOW cu/aoK 2/a06a4i3ayii € mpaHcHayioHai3ayis c8imosoi eKoHOMIKU, 8udijseHo
n’ssmv noKo/1iHb MPAHCHAYIOHA/ALHUX KOopnopayilii ma po324516Hymo ix 0co6.au8ocmi, a makoxc npoaHasiso-
80HO OCHOBHI piBHI pe2y1108aHHs 0is/IbHOCMI MPAHCHAYIOHAALHUX KOpnopayill.

Kawuvoei caosa: mpaHcHayioHaabHa Kopnopayis, 2ao06aaidayisa, mpaHcHayioHaaizayis, Haddepca-
8He pezyntoeaHHs disabHocmi THK, misxcdepxcaste pezyaroearus disavHocmi THK, depacasHe pesyarosaH-
Hs disiabHocmi THK, cychinvHe pezyarosanus disivHocmi THK.

3/IbBUHA THMOHOBA
JHenp

INPUYHHbI, PASBBUTHE U PETY/IHPOBAHHUE
TPAHCHAIIMOHAJIBHOTO BU3HECA

B cmamve uccaedosaHo sausiHue mpaHCHayUOHA/AbHbIX Kopnopayull Ha npoyecc aaobaausayuu, onpe-
desieHO, 4Mo 0CHOBHOU dudicywell cuaoll 2106aauU3ayuUU s845emcsl MpaHCHAYUoOHAIU3ayusi MUposotl IKo-
HOMUKU, 8bl0€/1eHO NSiMb NOKO/eHU MPAHCHAYUOHAIbHLIX KOpnopayuil U paccmMompeHsl Ux 0COGeHHO-
cmu, a makjce NPOAHAAU3UPOBAHbI OCHOBHbIE YPOSHU pe2yauposaHus dessmeabHOCMU MPAHCHAYUOHAb-
HbIX Kopnopayut.

Kamwuesvle csn0ea: mpaHcHayuoHanbHAA Kopnopayus, 2106a4u3ayus, MpAaHCHayuoHaIu3ayus,
HadzocydapcmeeHHoe pezyauposaHus dessmeavHocmu THK, mexczocydapcmeenHoe pezyauposaHue des-
meavHocmu THK, 2zocydapcmeenHoe pezyauposaHue desimeabHocmu THK, o6wecmeeHHoe pezyiuposaHue
pezayauposarus desimeavHocmu THK.
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