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INTRODUCTION 

The general purpose of the course is to help students to get basic 
knowledge about the main development trends of the world econom-
ic system in globalizing world, especially at its current stage.

The main tasks of the discipline are the following:
 – get some knowledge of basic and modern theories and ap-

proaches (including the geoeconomic approach) and the 
problems and trends of the world economy development, to 
seek solutions to these problems;

 – study the stages, structure and dynamics of the modern world 
economic system;

 – get some knowledge of the attributes of the new methodology 
of world perception: globalistics and geoeconomics;

 – study the experience of integration groups and transnational 
companies, leading countries and global actors;

 – get special knowledge and practical skills on cross-cultural com-
munications for improving ways of leadership in any organization.

As a results the course has to form students’ knowledge, skills, 
experience to analyze the current situation in the field of globalizing 
world, to apply theoretical knowledge in practice, to obtain informa-
tion on the new trends of the world economy development and to be 
able to forecast some factors.

The course book includes theoretical aspects such as the essence 
of World Economy, old and modern global actors and main global 
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INTRODUCTION 

trends of the world economy development — globalization, inter-
nationalization, transnationalization, regionalization and integra-
tion. Special attention is paid to the problem of transformation of 
the world order under the influence of globalization, cross-cultural 
diversity, international migration problems.

The course book provides the concept of education international-
ization. In addition to the authors listed on the title page in the prep-
aration of the course book there are colleagues from the MGIMO 
University, Financial Academy and People’s Friendship University 
(Moscow), Alberto G. Canen (Brazil) and Jiang Jing (China).



5

Part 1. WORLD ECONOMY  
AND INTERNATIONAL ECONOMIC  
RELATIONS: THEORETICAL ASPECTS

1. World Economy and IntErnatIonal EconomIc  
rElatIons: maIn concEpts 

Tasks:
 – understand the essence of World Economy as a system, its elements;
 – understand the essence of World Economy in the context of 

the geoeconomic approach;
 – compare basic theories and new approaches to researching of 

World Economy;
 – discover all forms and types of international economic relations;
 – clarify the features of World Economy and International Eco-

nomic Relations development;
 – discover new actors of World Economy.

1.1. Traditional Concept of World Economy and Interna-
tional Economic Relations 

World Economy (WE) is a collection of national economies and 
other entities that are in a constant dynamics, interconnected by the 
system of the division of labor, international economic and political 
relations (fig. 1.1).
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Part 1. WORLD ECONOMY AND INTERNATIONAL ECONOMIC RELATIONS: THEORETICAL ASPECTS  

 

Basic subjects (entities) of World Economy 

Countries (national economies)  

 

TNC, TNB 

 

Integration groups 

 

International economical organizations 

 
Fig. 1.1. Basic subjects (entities) of the world economy 

The term Global Economy refers to an integrated world economy 
with unrestricted and free movement of goods, services and labor 
transnationally: it projects the picture of an increasingly inter-con-
nected world with free movement of capital across countries [7; 23].

International economic relations (IER) are the multi-level complex 
of economic relations between the actors of the world economy.

Basic forms of the IER are the following:
 – international trade in goods, services and technologies;
 – international cooperation in the field of solving global problems;
 – international labor migration;
 – international monetary and financial relations;
 – international economic integration;
 – international movement of capital.

In spite of critics (it does not take into account the underground 
(shadow) economy, etc.) Gross Domestic Product (GDP) remains one of 
the world economy basic terms. It is the monetary value of all the fin-
ished goods and services produced within the country’s borders in a spe-
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1. World Economy and International Economic Relations: Main Concepts  

cific time period, though GDP is usually calculated on an annual basis 
(1). It includes all of private and public consumption, government outlays, 
investments and exports less imports that occur within a defined territory.
 GDR = C + G + I + NX,  (1) 
where C is equal to all private consumption, or consumer spending, 
in a national economy;

G is the sum of government spending;
I is the sum of all the country’s businesses spending on capital;
NX is the nation’s total net exports, calculated as total exports mi-

nus total imports (NX = exports — imports).
1.2. Basic Theories of World Economy 

In 1990s in connection with the activization of the process of coun-
tries’ integration into world economy, there is a noticeable increase 
of interest in theoretical and practical problems of the world econo-
my. For the past two decades a variety of native and foreign schools, 
approaches, theories of the world economy have been formed and 
developed. We have systematized the main ones in table 1.1.

Table 1.1 
Basic Approaches in World Economy Research 

Approach Terminology Essence of Approach
Integrative approach to 
economics as a system 
of scientific knowledge 
(named by the scale of 
the object researches)

Maxieconomics
Megaeconomics
International 
economics

The subject of WE 
studying in this approach is 
the whole world processes; 
the processes are placed at 
the supranational level

‘Х’ — centric 
approach
‘Х’ — oriented 
approach

World-system
One-polar (Multi-
polar) world, 
City-centric model 
of WE; Space of 
communications (flows)
International economics

‘Х’ is an element of WE; 
it is in the center of this 
WE model
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Approach Terminology Essence of Approach
Marketing approach New economics The main characteristic is 

Glocalization (‘global’ + 
‘local’) 

Paradigmatic 
approach

Space economy
Geoeconomic 
approach

Comprehension of WE 
as an equal economical 
space.
Economic dimension of 
globality

Hierarchical 
approach 

World Economy 
system (WES) or 
National Economy 
system (NES) 

System is closed by the 
administrational borders 
(is situated within the 
administrational  
borders)

Characteristic 
approach 

Global economy Comprehension of the 
scale of international 
links, the process 
of increasing of this  
scale 

Terminological 
approach

World activities Complex of NE

Civilization approach World Civilization Development of 
Civilizations

 Systemic approach WE as a system Complex economic 
system

 
All proposed approaches complement each other and give a com-

plete picture of the world economy as a complex system simultane-
ously. The basic theories of the world economic interactions are pre-
sented in table 1.2.

The end of table 1.1
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1. World Economy and International Economic Relations: Main Concepts  

Table 1.2 
Main theories of international interactions 

Theory Attitude 
Theory of comparative advantages 

The case of an abso-
lute advantage 

The ability to produce goods more effectively (than 
other countries) due to the natural peculiarities

The case of the com-
parative advantage

The ability to produce goods with low costs

Heckscher– 
Ohlin’s internation-
al trade theory

The country tries to export such goods that under 
the process of their generation demand the in-
tensive use of factors located in the country in 
more volume than other trade partners

The alternative theory of international trade 
The theory of com-
modity life-cycle

The production of commodity that is transferred 
from one country to the other ones depending on 
the stage of the commodity life-cycle

The theory of the 
scale effect 

Countries have the equal resources but they receive 
the effect due to the scale of production

The theory of the 
new protection 
D. Bhavatti

“Protection of rich countries”

The theory of 
the managerial 
(manage-able) trade 
policy

Government protection

The theory of the 
arbitrage 

The transfer of jobs overseas. It is not free trade but 
the classic arbitrage

 
Theories that form the basis of modern ideas about the develop-

ment of the WE and world economic relations are:
Group 1 — theoretical origins (theory and concepts of interna-

tionalization, “World-system” theory of Wallestain; theory of labor 
division (international and inter-enclave); theory of manufactures 
location; theory of rent; theory of postindustrial society etc.
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Group 2 — theory of international trade (theory of comparative 
advantages; theory of competitive advantages (M. Porter) etc.

1.3. New Approaches in World Economy 

Under transformation of development of world economic rela-
tions well-known notions get a new sense. For example, it is nec-
essary to consider ‘external ties’ not only as ones according to our 
country but also in relation to any other areas that are formed by 
the IRC-system (internal area); we can see the elimination of the 
borders between the inner and outer spheres of activity. New types of 
labor division are appearing: the traditional division of labor is being 
added to the new inter-enclave (inter-corporation) ones. “Entering 
the international market” is transferred to the “strategic operation in 
the geoeconomic space”. Criteria of ‘globality’ mean not only ‘scale’ 
but transfer to the field of ‘influence’.

Formation of the new methodology of international economic 
development is generating now. The central vector of the world’s de-
velopment is geoeconomics. Its essence can be explained by means of 
geoeconomic attributes (table 1.3). We can see that the world system 
has gained new parameters.

Table 1.3 
Basic Attributes and Categories of Geoeconomics [10] 

Attributes Old essence New essence of the basic  
attributes

Economic borders Boundaries (of 
territory)

Going of the reproduction 
processes beyond the national 
framework has resulted in ap-
pearance of economic borders 
which do not coincide with the 
national ones

International labor 
division

Common, public 
etc.

Inter-enclave (inter-corporation) 
division of labor has developed
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Attributes Old essence New essence of the basic  
attributes

Goods forms Single Goods-group, Goods-program, 
Goods-object, Goods-enterprise

World income Profit, profit-
ability 

World measurement profit 
from company’s international 
activities receiving from selling 
products and services that were 
produced in the International-
ized Reproduction Cycles (IRC) 
outside one country by using all 
kinds of national resources

 
The linear perception of the world creates the following guidelines 

for business: entering the international market, using the international 
labor division, formation of the international commercial doctrine. 
All these aspects are the attributes of the past. Globalization has fun-
damentally changed the picture (image) of the world, including the 
change of the nature of the business involvement into the international 
labor division. How to operate in this new global space? The traditional 
approach is not able to provide the answers to this question because it is 
based on a linear perception of the world. Attention has been paid to 
the spatial configuration of the multinational enterprises (MNE), but 
this problem, as Buckley [2, p. 229] underlines, “is in need of further 
research; … there is a reaction across international business research 
against ‘methodological nationalism’ ”. The world community has 
demanded a new branch of knowledge and it has not failed to appear.

Formation of the new methodology of international economic 
development is generating now. According to Savona and Jean [27], 
Kochetov [10], this is globalistics. It is extra-disciplined and inter-
disciplined platform. Clarifying the answers for fundamental ques-
tions of the present-day existence is taking place within its frames. 

The end of table 1.3
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Globalistics consistently and conclusively constructs the logic of 
finding answers to these questions, gives a key and direction to solu-
tion of a number of paramount problems and shows the balance of 
forces on the world arena, which determines the balance of today’s 
geoeconomic, geopolitical and geo-strategic interests.

The central vector of the world’s development is geoeconom-
ics. It has become the central vector of the transnationalized world 
and is determining the character (‘color’) of the whole system of 
the present-day world structure. It dictates the necessity to look for 
a new instrumental form, to find adequate approaches to shaping a 
new world order and the process of international regulation.

Edward Luttwak is known as godfather of geoeconomics (because 
he was the first who explained theoretically the term ‘geoeconomics’) 
but some of the scientists point out that the founder of geoeconom-
ics is George T. Renner [Cit. 1] (he was the first who used the term 
‘geoeconomics’). Until today, relatively small number of works on 
geoeconomics has been published. The first important one is ‘geo-
economics’, edited and co-authored by Savona and Jean [27]. Luis 
Jean Carlo is the president of the Center for Studies in Geoeconom-
ics, professor of Strategic Research of Rome University. The impor-
tant credit for the development of geoeconomics in Russia goes to 
Kochetov.

The geoeconomic paradigm describes the world as follows. Na-
tional economies and their structures in conditions of globalization 
have been developed. New orientation points have to be includ-
ed into the world economic sphere. As Buckley [2] famously com-
mented, “location factors include not only ‘places’ (the location in 
the city or region) but also ‘space’…”. We support this opinion that 
such combination of the internationalization theory with the new ap-
proach to location developed in economic geography is good. But for 
us it’s not enough.

We consider that under the transformation of the world economy 
relations development the well-known notions get a new sense:
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 – extension of the reproduction processes beyond the national 
framework has resulted in the appearance of economic bor-
ders which do not coincide with the national boundaries;

 – it is necessary to consider the external ties not only within 
our country, but also in relation to (any) other areas, that are 
formed by the IRC-system (internal area);

 – we can see the elimination of the borders between the inner 
and outer spheres of activity;

 – the new type (model) of international economic relations of the 
national economy with the outer world is being generated now;

 – the inter-enclave (inter-corporation) division of labor has 
been developed;

 – the concept of “entering the international market” transfer to the 
concept of “strategic operation in the global geoeconomic space”.

Under such conditions the new global players are being developed. 
More important among them are internationalized reproduction cores 
(cycles, chains, processes) (IRC-system), global (spatial) network struc-
tures (GNSs) which have realized their interests within the economic 
boundaries. The internationalization theory has always paid attention to 
the borders of the firm [2; 3] but in our case we consider the boundaries 
of the economic activity within new global actors. These new global ac-
tors “run across” the various national economies; “tear out” their single 
structures (enclaves) to participate in the world reproduction processes 
(conveyers); constantly change the economical borders of their activity 
(‘wandering’ character); ‘hunt for’ the world income.

Based on the above-mentioned characteristics we propose to con-
sider the world economy as a “geoeconomic reproduction system”. 
Its definition can be represented in the frame of a conceptual model. 
It is a combination of overlapping extended global reproduction cy-
cles (chains), institutionally formed as transnationalized structures of 
different types, inside of which the reproduction process is organized:

 – by performing the functions of competitive interaction at all 
links (investment, innovative, technological, production, ad-
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ministrative etc.) of production of goods and services of dif-
ferent forms (product-object, product-enterprise, etc.);

 – by means of taking some links out of the national boundaries 
and continuous drifting to global centers of growth;

 – on the basis of inter-enclave and international division of labor;
 – aimed to transform the limited resources into a competitive 

product within the frames of global business projects and 
achieve strategic effect;

 – in order to improve the quality of life of the population.
The turning of the world development to geoeconomic paradigm pre-

determined in many respects the appearance of the whole spectrum of the 
newest local structures, which are able to step forth as moving force of this 
progress. In fact, globalization has formed another world structure. Its basis 
consists of new actors, new kinds of local systems. In our opinion, the sourc-
es of growth are concentrated exactly on this level. The most extensive list of 
these local systems (strata) is developed in the research works by E. G. Ko-
chetov [10] and E. V. Sapir [26]. The main of them are the following:

Group 1: Economic areas (geo-economic regions, free economic 
areas, industrial areas).

Group 2: Transboundary structures of joint management (Geo-
economic ‘Belt’, wandering internationalized reproduction cycles, 
natural economic zones).

Group 3: Centers of concentration of innovative technologies (Intel-
lectual Valleys, Technopolises, Incubators, Technoparks, Technotracks).

Group 4: Business-structures of information network origin 
(Digital Cities, network systems, electronic centers, glocal knots).

1.4. Basic and New Models of International  
Economic Relations 

There is no strictly accepted classification of foreign economic re-
lations. In its development a subjective factor plays a significant role. 
A set of attributes of the variety is shown in figure 1.2. There are two 
groups of international links:
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Group 1 — according to the direction of commodity flows;
Group 2 — according to the structure.
In practice it is difficult to draw a clear line between their types and forms.
For years, the system of international economic relations meant 

export-import operations. Import is the importation (into the coun-
try) of foreign goods and capital in the form of credits and loans, 
purchases by foreign companies, payment using of services of for-
eign persons, firms, etc. Currency imports, imports of industrial and 
consumer services are widespread. Import may be visible (invisible), 
counter, indirect, special. Export is the export (out of the country) of 
the goods sold to the purchaser or to be sold in foreign markets. It is 
also the product intended for processing (tolling) it in another coun-
try, the transportation in transit through another country. Exports 
and imports volumes are accounted for in the calculation of gross 
domestic product — GDP ((2) — cost version).
 GDR = C + G + I + (Ex — It),  (2) 
where C is private consumption;

G is government consumption;
I is investments in fixed assets;
(Ex — It) is foreign trade balance.

 

 

 

 

 

 

 

 

 

 

 

International relations (links, ties) 

 
The types of international 

relations 
 (a set of links, united by one 

common feature) 
 

The forms of international 
relations 

(the way of the type existence of IR, 
the outward manifestation of IR) 

Group 2: franchising, 
financial, investment, 
manufacturing 

Group 1: barter, tourism 

Group 2: construction, 
bank servicing, R&D, 
collaboration, leasing 

Group 1: trade, export, 
import 
 

Fig. 1.2. Contents of International Economic Relations 
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In addition, nation’s exports and imports figures are used for deter-
mining the degree of openness of the economy (nation’s exports and im-
ports as a percentage of its gross domestic product (GDP) [4; 22].

But there is another point of view, based on the latest forms of in-
ternational labor division. In the present situation the closest to the 
equilibrium (balance) model of the IER is a geo-economic (invest-
ment and reproductive) model. The highest form of internationali-
zation of economic activities in its most developed (geo-economic) 
form assumes the form of global economic cooperation in all the 
links of the investment and reproduction process. In the first place it 
means the investment cooperation. The investment and reproduc-
tion model of IER is the national system of interaction with the ex-
ternal economic sphere on the base of collaboration (cooperation) at 
all levels of the reproductive process taken out the national bounda-
ries. The main features of this model are shown in table 1.4.

Table 1.4 
Main features of geoeconomic model IER 

№ Sings Criteria
1 Aims Strategic
2 The link of IRC-sys-

tem in cooperation
Not only trade link, but investment, 
manufacturing

3 The number of links Not less than 2–3 
4 Raw materials compo-

nent (share)
Low

5 The subject of inter-
national cooperation

New materials, aerospace, «life science», 
pharmaceuticals, medical instruments

6 The object of interaction Goods-object, goods-program
7 ‘Rent’ ‘Rent’ is a type of the enterprise par-

ticipation in redistribution of “world in-
come”

8 Add value High
9 Profit Enterprise accumulates the main share of 

profit
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2. International Labor Division at Current Stage

№ Sings Criteria
10 Status of huge national 

companies
Strategic

11 Comprehension of 
model

“Country-system” 

12 Labor division Inter-enclave 
13 Management style On the base of knowledge 
14 The type of contract About scale’ longtime cooperation, col-

laboration between territorial-manufac-
turing structures 

15 Effectiveness Long-term strategic
 

The geo-economic paradigm offers the following models of for-
eign economic relations (IER) [10]:

 – supply-sales model of IER is the national system of the interac-
tion with the external sphere on the long-term base (mono-
tonic, standard commodity mass (gross), pure assortment 
(blank range), without any conjuncture);

 – commercial or trade-medial (agential) model of IER is built on 
the base of the interaction between the enterprise and the agent;

 – trade model of IER is the national system of the interaction 
with the external sphere only within such links of the chain as 
“realization of commodity, exchange phase” (but on the base 
of the conjuncture).

2. IntErnatIonal labor dIvIsIon at currEnt stagE

Tasks:
 – know the essence and forms of labor division in the world 

economy and main changes in international labor division;
 – understand the types, forms and basic models of the interna-

tional economic relations;
 – know main features of geoeconomic IER model.

The end of table 1.4
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2.1. Labor Division in World Economy 

The material basis of the world economy and international ex-
change is the international labor division. It is a special case of the 
social labor division (fig. 2.1).

Forms of international labor division (ILD) are the manifesta-
tions of international specialization and international cooperation 
of production. In other words, the ILD essence is manifested in the 
allocation of various types of business activity (international speciali-
zation) in certain countries and their complementarity and coopera-
tion to achieve common goals (international cooperation).

Prevalence in exporting the products of extractive industries sug-
gests a passive role in the country’s ILD, its backwardness. Con-
versely, the larger is the share of the product of advanced manufac-
turing industries, the more progressive is the character of the ILD of 
the country.

 

Public (social) labor division (LD) 

Branch LD Territorial LD 

Inter-branch LD 

 
Intra-branch LD 

 
Specialization 
of enterprises  

Inter-regional LD 

International LD 

Common 

Particular 

Single 

Fig. 2.1. Labor division (LD) forms 
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2. International Labor Division at Current Stage

The following factors influence on the position of the country in 
the ILD [17; 23]:

 – basic, i. e. provided by the nature (country location, natural-
climatic conditions, natural resources, etc.);

 – developed, i. e. developed as a result of the social development 
(education level of the population, scientific and technical 
progress).

The international labor division in the modern sense is a complex 
process of specialization and regular cooperation of activities be-
tween countries, firms in different countries and within transnational 
corporations among their member subsidiaries.

2.2. Actual Changes in International Labor Division 

In the transformation of world economic relations and advanc-
es in the development of the spatial organization of the productive 
forces “the problems of forming a new ILD have objectively arisen” 
[17, p. 479]. Changes in the ILD are due to several shifts in the world 
economy [18, p. 44]:

 – in the direction of more and more complex productions, es-
pecially intensive and high-tech;

 – from finished products towards intermediates (parts, etc.), 
i. e. the cooperation covers all parts of the reproductive cycle;

 – from physical products towards the scope of intangible rela-
tions (‘dematerialization’ of world economic relations).

One of the results of these changes is the emergence (in addi-
tion to the international labor division) of the labor division between 
the investment and reproduction chains which are institutionally 
designed as strategic alliances, enclaves, consortia, industrial and 
commercial conglomerates and corporations. Therefore, the labor 
division between them is stated as ‘interenclave, intercorporate’. This 
term has recently found in the literature [10; 17], and is formulated as 
a “specialization of business entities formed on a transnational basis 
as internationalized reproductive cores” [10; 25]. The addition to the 
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theory of a new social labor division by its new type ‘interenclave’, 
‘intercorporate’ labor division allows specifically to solve some global 
problems:

 – to use separate private benefits of less developed countries 
more effectively (in their structures);

 – to ensure their entry as participants into the global geo-eco-
nomic systems in the world markets of final product;

 – to harmonize the interests of the various actors of the world 
economic interaction on the base of mutual integration;

 – to turn the raw specialization of the country into its advantage.

3. cardInal problEms of thE World Economy 

Tasks:
 – know the essence of the main global problems of world econ-

omy and main challenges;
 – understand the sources of world income;
 – familiarize with the new trends of international migration;
 – know the characteristics of international labor migration flows;
 – know the main characteristics of cross-cultural communica-

tion;
 – understand the need for cross-cultural communication 

rules in the process of international cooperation.
3.1. Global Challenges and Problems in World Economy 1 

Despite of the positive signs such as tremendous international 
trade and foreign investments growth the world economy has been 
facing wide range of challenges and essential problems being subject 
of constant scientific consideration. For the sake of clarity and for fa-
cilitation of studies such matters may be divided into following main 
groups based on their origin: political, economic, social and ecologi-
cal problems. The complete classification of the problems is given in 
fig. 3.1.
1 Prepared with the assistance of D. A. Goldberg
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3. Cardinal Problems of the World Economy 

Peace, demilitarization 
and  conversion 

Political origin Economic origin Social origin Ecological origin 

Global problems

Local wars and conflicts

International terrorism 

Exile states 

Transnational capital 

Economic wars and 
conflicts 

Growth of suppression
from emerging 

economies 

“Global North vs. Global
South” opposition 

International
indebtedness

Imparity of incomes 

Unemployment and
poverty

Struggle against diseases 
and circulation of drugs 

Growth of
megalopolises 

Limited resources 

Lack of food and
starvation 

Demography 

Wastes and pollution 

Global warming 

Ozone layer 

Sustainable development

Fig. 3.1. Global problems of World Economy [23] 

Due to numerous interconnections between particular groups of 
problems the complex analysis of the situation will be held in order 
to find out the primary and secondary representation of the prob-
lems and combination of such in each separate case. Certain trends 
of the World Economy e. g. intensification of transnational compa-
nies’ business activities especially within emerging markets, growth 
of the international indebtedness due to the boosting of the borrow-
ings by less-developed states and emerging economies typically lead 
to the growth of public concern and adverse circumstances in terms 
of internal and foreign affairs of particular country, that in its turn 
may result in further extension of these matters up to the regional or 
even global scale. Such political problems as wide presence of local 
wars and conflicts across the globe, threat of the international ter-
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rorism, negative tensions of the global community with the so called 
“exile states” in majority of cases are backed and sometimes even 
caused by poor economic conditions, depravity of financial systems, 
corruption and high level of economic inequality. The analysis of the 
current state of political and economic affairs in some states of Africa 
and Latin America can reflect the shadow but nevertheless crucial 
role of transnational capital (nowadays being one of the cornerstones 
of market economy) in political and economic hardships of those 
countries. Mainly due to this, actors of global terror see almost no 
obstacles for rapid recruiting of followers among citizens of numer-
ous less-developed states using message of struggle against transna-
tional capital as a popular and rather attractive part of their ideology.

Social problems such as incomes imparity, unemployment and 
poverty, international circulation of diseases and drugs, overpopu-
lation of cities require joint efforts of international community oth-
erwise worldwide solutions proposed may be ineffective. Current 
measures which are performed under the frame of the United Na-
tions and other respectful international organizations tend to be 
rather weak due to the lack of sufficient funds and are only able to 
provide some basic relief rather than solve principal problems. How-
ever, public initiatives such as campaigns for fair trade and consumer 
consciousness which have already gained popularity among citizens 
of the European Union member states, the USA and Canada may be 
deemed as a ground for rising of the new vision with regards to social 
problems. As usual the worst cases of social problems such as pov-
erty and unemployment can be easily found in less-developed states 
and emerging economies nevertheless some medium-developed or 
even well-developed countries may also face such problems espe-
cially as it relates to high level of unemployment in cases of so called 
‘boom-bust’ economies. Urgency of ecological problems today can’t 
be overestimated as further existence of the mankind in the era of 
global consumption is considered rather doubtful due to the limited 
resources of the globe and ever-growing activities of corporations try-
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ing to extend volumes of goods and services consumed and speed-up 
the process of consumption itself.

The opposite side of the coin is that involvement of greater volumes 
of resources in the production process generally leads to various types 
of pollution and appearance of additional wastes (provided that the 
relevant manufacturers are using archaic or traditional technologies, 
that is frequently the case for the companies representing emerging 
economies, which are trying to use cheap labor and/or natural resourc-
es as a key competitive advantage instead of environmentally-friendly 
technologies, that are typical mainly for well-developed companies).

3.2. World Income as a Cause of Global Companies’ Power 2 

The theory of world income (profit) does not exist yet. There are just 
some publications and they are considering just some aspects of the prob-
lem: global sectors, global competitors etc. And once again there is no sys-
tematic approach. Terminology concerning the concept of the world in-
come (profit) is also not formed. We suggest the following system (fig. 3.2).

 

International cost 
of goods 

World global 
product 

Global industry 
sector 

Global 
competitor 

Newly formed 
world value World 

income 
(profit) 

World economic space 
(business environment) 

Profit, 
superprofit, 
rent income 

Global 
combinations (of 
resources, etc.) 

World property Geo-finance 

Fig. 3.2. Terminological system concerning the concept of world income 

2 Prepared by the assistance of Associate professor A. A. Frolov, PhD.
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Definitions of some terms from different authors are presented in 
the table 3.1.

Table 3.1 
Definitions of some terms of the terminological system 

Term Author Definition
International 
cost of goods

 M. Porter Final result from the actions of not just one 
company but from common activities of all 
companies that are participating  
in the international production & sales  
process

World eco-
nomic space

N. Surnina Space, area where world profit is generating

World in-
come

E. Kochetov World measurement profit from com-
pany’s international activities receiving from 
selling products and services that were pro-
duced in the Internationalized  
Reproduction Cycles (IRC) outside one 
country by using all kinds of national  
resources

 
E. Sapir adds some points to E. Kochetov’s definition, “… by us-

ing national resources of not only countries-participants in IRC but 
also national resources of countries — non-participants in IRC” 
[10; 26].

The biggest part of the world income is generated in the Interna-
tionalized Reproduction Cycle (IRC-system) which is considered as 
a Transnational Company (TNC). The task to access to the world 
profit is important by itself but in terms of globalization it becomes 
even more relevant and is considered as a target of world competi-
tion. Nowadays business can receive additional growth and develop-
ment opportunities thanks to border broadening. And in this case 
competition in order to get world profit is becoming stronger. The 
world income is an inter-countries profit that’s why countries-partic-
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ipants of profit generation intend to get from distribution to their na-
tive economies the biggest part of the word profit. It is also one of the 
main sources of revenue for a country’s budget. Scope and dynamic 
of the world profit is a very important source of prosperity of any 
country. The world income is a root cause of country’s leadership 
and power. Nowadays foreign policy of a country is determined by 
the economic struggle for the world profit, for the biggest percentage 
of the “world income pie”.

Distribution of the world profit and searching for channels of its 
floating to the national economies are one of the core functional is-
sues of the world economic system as a whole. The access to the world 
profit is a fundamental cause of such a big differentiation between 
countries and groups of population (between rich and poor, coun-
tries of the “gold billion”). To understand the essence and forms of 
the world profit let’s look at its evolution. As you can notice the world 
profit is generated at the transnational level (see table 3.2) in new sec-
tors of economic activities (table 3.3).

Table 3.2 
Profit’s form development [30] 

Economic actor Economic environment Profit’s forms
Enterprise Enterprise’s border Profit (company’s 

profit)
National economy National territory National profit
TNC, TNB etc. World economy envi-

ronment 
World profit

 
There are two types of world income. First of all, we can deter-

mine it as a positional profit, it means the profit from current activi-
ties of a company. According to Z. Varnaly such kind of combination 
gives a synergetic effect during economic collaboration, and by con-
necting different types of elements into one system we can get a new 
production capacity.
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Table 3.3 
Structure of global income [30] 

Sector USA Japan Europe 4* Other
Communication 380 180 190 290
Finance 138 150 470 610
Business 830 300 720 460
Education 120 50 130 350
Medical 780 340 260 400
Total 2,248 1,020 1,770 2,110

*Europe 4: Germany, France, Great Britain, Italy.

These forms are correct but they do not reflect the essence of the 
mechanism of the profit distribution. In tables 3.4 and 3.5 we propose 
another form of distribution and relevant to them forms of culture. 
Table 3.4 is for the case “Non-participants of IRC, without receiving 
part of the world income”.

Table 3.4 
Forms of world income distribution and relevant to them forms 

 of culture (for the case “Non-participants of IRC”) 
Type of culture Form Comments
Exploitative Only in commer-

cial link (buy-
sell) through 
transfer prices 

Raw material resources are cheaper 
then IT. Prices according to global 
quotation, average prices instead of 
real value. Non-participants of IRC — 
quotation prices. Participants of IRC — 
prices are determined by participants

 
The case presented in table 3.4 is for the situation (countries) 

without receiving part of the world income. So, the name of the type 
of culture is ‘exploitative’. Table 3.5 is for the case “with receiving 
part of the world income”. So, the name of the last type of culture is 
‘fair’, ‘collaborative’.
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Table 3.5 
Forms of world profit distribution and relevant to them forms of culture 

(for the case “IRC participants, with receiving part of the world income”) 
Type of culture Form Comments

Exploitative The same but not through 
transfer prices but according 
to the price of the commod-
ity exchange 

—

Speculative In financial link, in transac-
tions between countries-
financial players 

The amount depends 
on the position in the 
management system 
and economic power

Protective In the transactions with a 
government support (pro-
tectionists policy, including 
selective protectionism) 

—

Fair, i. e. eco-
nomically and 
socially substanti-
ated (going out 
from rivalry to 
collaboration)

Collaboration in the most 
of the link of Reproduction 
Cycle. Portion depends on 
the degree of country’s par-
ticipation 

World profit as a result 
of joint activity. Distri-
bution is carried out in 
the interest of all par-
ticipants of economic 
process (not just in 
the interest of some 
of its commercial links)

The world income is the sources of international loans and investments.
3.3. International Labor Migration Concept 

The world economy is increasingly dependent upon migrants. With-
out the contribution of migrants the society would be inconsistent 3.

Migration of population (Latin migration — ‘relocation’) is the 
movement of people across the borders of certain areas with a change 

3 From the UN’s letter devoted to the International Migrants Day (since 18th 
of December 2000).
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of residence either permanently or on more or less long period. Mi-
gration provides the connection of geographically distributed (by 
continents, countries, regions within countries) natural resources 
and the means of production to the labor force; contributes to sat-
isfying needs of the population in getting a job, housing, livelihood, 
social and occupational mobility, changes in the social status and 
other characteristics of the life status of the population, etc. Accord-
ing to the report of the International Organization for Migration the 
number of international migrants in 2010 amounted to 214 million 
people or 3,1 % of the world population. If the growth of this indica-
tor continues at the same level then in 2050 it reaches 405 million.

Immigration of the population (lat. immigro — ‘instill’) is the entry of the 
population of one country to another for temporary or permanent residence, 
considered in relation to the country where migrants enter. It is determined 
by a number of reasons: economic (the import of labor or entering countries 
with more favorable working conditions and higher living standards, etc); 
military (the seizure of foreign lands and their military colonization) and 
political (an escape from the political, national, racial, religious and other 
persecution, ethnic minorities sharing between states, etc).

Emigration (lat. emigro — ‘evict’) is migration from one country 
to another for economic, political and personal reasons. Indicated in 
relation to the country from where people emigrate. Scientific ap-
proaches to migration study are: demographic, economic, legal, so-
ciological, historical, psychological, bio-historical. The economic ap-
proach is the most universal one. It considers migration as one of the 
most important regulators of working-age population which stimu-
lates healthy competition in the labor market. Most types of migra-
tion are due to economic necessity and in some way connected with 
the labor market. Classification of migration movement:

1. Classification of Forms:
 – socially organized;
 – disorganized.

2. Classification of Causes:
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 – economic;
 – social;
 – cultural;
 – political (political conflicts);
 – military (wars).

3. Classification of Stages:
 – decision-making;
 – spatial displacement;
 – adaptation.

Types of migration are listed in the table 3.6.
Table 3.6 

Types of migration 
Types Essence

Internal Its causes are: looking for work, better housing, improving 
and changing lifestyles, etc. The internal migration is particu-
larly prevalent in countries with vast territory, diverse climatic 
and economic conditions. In countries with vast territory 
seasonal labor migration occupies an important place, i. e. 
temporary movement of labor into the countryside to per-
form seasonal agricultural work and the temporary seasonal 
movement into the city from the countryside

External/
interna-
tional

The main cause of international migration is economic one: the 
difference in wage levels which can be obtained for the same 
work in different countries. Lack of specialists in particular pro-
fessional areas in certain regions increases the salary for these 
professions and, consequently, stimulates the flow of migrants

Push-pull It’s the name of regular (usually — daily) visits of people from 
one locality into another for working or studying and back. 
Push-pull migration is a result of the mismatch distribution 
of production and human settlement. Especially it is devel-
oped in suburban areas of large cities, urban agglomerations 
and megalopolises. It occurs in societies where the access to 
modern means of transportation allows people to live away 
from their place of work
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Types Essence
Existen-
tial

Migrants leave their homes solely from the desire to live in a 
foreign country. The purpose of this migration is essentially 
the knowledge of certain aspects of human existence that can-
not be known by other ways. The causes may be: the desire to 
more fully realize somebody’s potential, the desire for freedom 
and independence, openness to new experience, the percep-
tion of otherness as an incentive to expand consciousness

Ecological It is connected with natural disasters
Intellec-
tual mi-
gration

It covers the scientific staff and forms the international and 
home markets of scientific labor. Besides, for the past few years 
the flow of students and post-graduate students enrolled in in-
stitutions of higher education abroad has dramatically in-
creased. The world market of highly intellectual labor makes 
the demand in the elite of scientists who have already achieved 
significant results and promising talented young people who is 
a smart reserve for the future scientific investigations. Accord-
ingly, the structure of emigration responds to this demand

Nomads 
and no-
madism; 
Pilgrim-
age

Nomands are temporarily or permanently nomadic people 
with no fixed abode. Livelihoods of nomands can be received 
from various sources: nomadic pastoralism, trade, crafts, 
fishing, hunting and the arts (music, theatre) wage labor or 
even robbery or military conquests. In today’s world due 
to significant changes in the economy and society the term 
“neo-nomads” has appeared, i. e. modern successful people 
who lead a nomadic or semi-nomadic life. By occupation 
many of them are programmers, salespeople, managers, sci-
entists, athletes, actors, freelancers, etc.

Forced In general, the forced migration can serve as a means of social 
control of authoritarian regimes, while the voluntary migra-
tion is a means of social adaptation and the reason for the 
growth of urban population

Inverse It’s in somebody’s own initiative or the initiative of the state. 
For example, Israel’s program of repatriation

The end of table 3.6
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Among other types of migration there are: emigration for per-
manent residence by different causes; temporary (return); long-
term (UN, Russia > 6 months); episodic (from time to time); bor-
der/transit.

Modern tendencies of world migration are: the growth of il-
legal migration with the pronounced labor character; the growth 
of induced migration due to the increase of armed conflicts and 
exacerbation of interethnic relations which create additional eco-
nomic burden on host countries and require a cash outlay; in-
creasing demographic significance of international migration; 
globalization of world migration flows (almost all countries are in-
volved); qualitative changes in the migration flows (an increase in 
the proportion of people with higher education); the dual nature 
of the migration policy (tightening of migration policy); in the 
foreground there is economic emigration due to the worsening of 
economic situation, the uncertainty of prospects for economic re-
forms, the inefficiency of the social welfare system, falling living 
standards.

In 1990s there was an entirely new phenomenon for Russia as 
the business emigration, i. e. emigration of entrepreneurs which 
was not related to the economic hardships and privations but to 
the desire for political and economic stability, the fear of losing 
the achieved level of welfare and the lack of prospects for the busi-
ness.

Consequences of international migration and consequences for 
Russia are presented in table 3.7.

We cannot but mention some words about multiculturalism. Mul-
ticulturalism is a policy aimed at developing and maintaining cultural 
differences both in a single country and in the world in general and 
the theory or ideology justifying this policy. Multiculturalism is one 
of the aspects of tolerance requiring the existence of parallel cultures 
with a view to their mutual penetration, enrichment and develop-
ment into the mainstream of culture common to all mankind. 
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Table 3.7 
Comparison of International  

Migration Consequences 
Consequences  

of International  
Migration

Consequences for  
Russia

On the one hand, migration pro-
vides a relocation of labor, leads 
to the concentration of the active 
and most enterprising people in 
major economic centers, allows 
developing new areas and their 
natural resources, promotes well-
being and growth of professional 
levels of millions of people. On 
the other hand, migration leads to 
the excessive proliferation of large 
cities in the recipient countries, 
demographic ageing and feminiza-
tion of the population in the donor 
countries. The adaptation of im-
migrants to the new conditions is 
almost always accompanied by 
great difficulties and often con-
flicts on ethic and religious bases. 
The result of mass emigration 
could be depopulation (population 
decline)

The process of immigration mainly 
from the neighboring CIS countries 
has serious and above all nega-
tive consequences for Russia. It 
requires huge expenses for their 
arrangement, social assistance 
and job creation. Along with the 
creation of appropriate financial 
and economic conditions in the 
country, the legislative regulation 
of migration processes, making 
appropriate bilateral agreements 
with countries — members of the 
CIS, political and social support 
to ethnic Russians living in these 
countries are necessary

 
Critics of multiculturalism argue that the result is a complete de-

struction of centuries-old cultural backgrounds, developed cultural 
traditions since this mixture always leads to homogenization. Be-
sides, they may insist on assimilation of various ethic and cultural 
groups eventually leading to a unified national identity. But accord-
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ing to investigations there is no reasonable alternative to this policy. 
The need to promote cultural diversity is determined by the following 
causes [15] (table 3.8).

Table 3.8 
The causes of cultural diversity 

Causes Essence
Ethno-demographic Ethno-demographic as the masses of newly 

arrived members of the society are impressive. 
The immigrant population in metropolitan ar-
eas of the West by the quantity is comparable 
with the local population

Practico-political Practico-political as social and economic op-
portunities of migrants, as a rule, objectively 
less than that of the indigenous population. 
The inclusion of migrants into the community 
of the host country is often very difficult be-
cause of cultural distance between them and 
the locals (not knowing the language, skills of 
behaviors, values, representations associated 
with religion

Humanitarian Humanitarian as the manifestations of cultur-
al identity of the new members of the society 
receive public expression: associations formed 
on a regional, religious, ethnic and linguistic 
heritage; primary education for children in the 
language of their parents, the publication of 
printed materials. These national communities 
keep their language and certain cultural pat-
terns

 
Consequences of multicultural peculiarities for Russia are pre-

sented in exhibit 3.1.
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Exhibit 3.1 

Multicultural Peculiarities for Russia
In Russia’s case as in the case of other post-Soviet states, the cultural distance 

between migrants and native population is much less than in Western Europe or 
America. The uniform system of education existed in the former Soviet Union for 
more than half a century provides a very good command of the Russian language 
as the language of interethnic communication.

Besides, due to the high mobility of the population of the former Soviet 
republics today’s migrants have a high degree of social competence. Social 
communication skills acquired by these people during the Soviet period as seasonal 
workers, traders in the markets in Russia, Ukraine and Byelorussia allow them to 
function effectively in the economical and commercial spheres.

The migration waves of the first post-Soviet decade have already led to major 
changes in the ethno-demographic and socio-cultural situation in Russia. Migrant 
workers from the “near abroad” in large part coming to Russia cities are not in order 
to return home but in order to stay. More than half of million of them have received 
the Russian citizenship. Many of these people are young ones whose school years 
occurred in the period after the collapse of the Soviet system of education and 
socialization of the Soviet type which means that their cultural differences from 
native population of the host regions are much more important than their parents.

At the same time some parts of the Russian territory are inhibited by migrants 
from Asian countries, especially China, with their own cultural traditions.

Generally large Russian cities on their ethnic, linguistc, religious and life-style 
diversity resemble more and more Western metropolises. There is no doubt that 
the cultural diversity of Russian population under the influence of migration will 
only increase. In this situation keeping to the monocultural ideal with the image of 
Russia as the Russian Orthodox country would be the deafness to reality.

Taking into account the domestic and international experience in the field 
of migration management and the need to refer to the strategic orientations 
of migration policies in relation to the expected prospects for economic, social 
and demographic development of the Russian Federation, its foreign policy 
and the integration processes in the states — members of the Commonwealth 
of Independent States, the Customs Union and the Common Economic Area, as 
well as with the global trends of globalization the “Concept of State Migration 
Policy of the Russian Federation for the Period up to 2025” [11] has been 
developed. The implementation of this Concept should help resolve the problems 
that prevent the effective management of migration and reduction of the socio-
cultural, economic and political risks associated with the influx of migrants [14]
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3.4. Cross-Cultural Communications in International 
Cooperation 

The workforce of the early twenty-first century is diverse, i. e. 
it consists of people from many different national and ethic back-
grounds. For most people the diversity they meet through work is 
already wider and is growing due to globalization. Corporate goals in 
relation to diversity range from evading legal requirements such as 
legal opportunities laws to fully embracing the benefits of diversity in 
every sphere. Multiple goals and various diversity policies can be mu-
tually reinforcing organizational cultures, vary in their supportiveness 
of compatibility with diversity, with those which are results oriented, 
employee orientated, professional, open, loosely controlled and 
pragmatic being more favorable than those which are process orien-
tated, job orientated, limited, closed, tightly controlled and norma-
tive. The goals, policies and cultures of the organizations for which 
communicators work create a climate which will impact strongly on 
their communication and which they need to take into account.

But it must be remembered that cultural orientations represent 
central tendencies. In general, individual members of these cultures 
are mostly likely to act in a manner consistent with these findings 
but it should not be expected that everyone will do so. Deep culture is 
a hidden part that can’t be accessed directly by human sensory or-
gans. It is any of the customs, worldview, language, kinship systems, 
social organization and other day-to-day practices of people who set 
that group apart as a distinctive group.

There are some main classifications of cultures: G. Hofstede’s 
classification of cultures (Individualism-collectivism, Power dis-
tance, Uncertainty avoidance, Masculinity/femininity, Confucian 
dynamism); F. Trompenaars’ classification of cultures (Universal-
ism vs. particularism, individualism vs. collectivism, neutrality vs. 
emotionalism, specificity vs. diffuseness, achievement vs. ascription; 
Future vs. past orientation; Polychromic vs. monochromic time, 
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time as a stream or a cycle; Attitude to the environment); F. Trompe-
naars and Ch. Hampden-Turner’s classification of corporate cultures 
(1. Family, 2. Eiffel Tower, 3. Guided Missile, 4. Incubator).

Cultural factors have considerable impact on the context for face-
to-face communication at work — the organization and its man-
agement. Cultural values have a strong influence on the structures, 
processes and predominant management styles of organizations in 
different societies. For example, in a culture which is high on meas-
ures of uncertainty, formalization and centralization are prominent 
features of organizational structure, authority, responsibility, com-
munication and decision making are distributed according to hi-
erarchical pattern and the climate is reserved. In low uncertainty 
avoidance culture the structure is informal and decentralized, deci-
sion-making authority and all that goes with it is widely distributed 
and the open climate of discussion and bargaining prevails.

Communication could be determined as massage exchange be-
tween two or more participants which is characterized by intentional, 
conscious (at some level of awareness) use of mutually intelligible 
symbol systems. Verbal behavior (speech and writing) is good for 
communicating information and intentions. It is better at transmit-
ting a speaker’s intention to make a promise, ask a question, give an 
order or perform some other action. However, differences in meaning 
can be just as significant when each culture uses the same language. 
Ex.: if British native tells her American friend to put the bags in the 
boot, the American may not know that she means her to place the 
luggage in the trunk of the car. Non-verbal behavior has particular 
communicative characteristics. People who misread these symbols 
may behave inappropriately — may fail, for instance, in dressing 
code which is not quite right and which will signal an alien presence 
to insiders. Proxemics, the study of the way in which people use space 
as a part of interpersonal communication, recognizes that people of 
different cultures have different ways in which they relate to one an-
other spatially. Rhetorical sensitivity is the tendency to adapt messages 
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to audiences. Assertiveness involves putting one’s own rights forward 
without hampering other individuals’ rights. Communicator style is 
partly individual but also partly influenced by social background.

Many factors may affect the success or failure of face-to-face in-
tercultural communication. The crucial antecedent behavior of im-
proving intercultural social perception includes:

1. Mindfulness consists of: creating new categories, being open to 
new information and being aware of more than one perspective.

2. Cultural relativism and biculturalism. To achieve cultural relativ-
ism involves trying to understand different others according to their 
own frame of reference. Biculturalism involves accepting role taking as 
part of the human condition, avoiding stylized verbal behavior, being 
willing to accept the strain of adaptation, being well aware of conversa-
tional constraints and showing flexibility in conversational adaptation.

3. Predicting others’ behavior and responses accurately is needed to 
guide choices of communication strategy, to avoid giving offence and 
to keep the flow of discussion smooth.

4. Self-monitoring is the habit of self-observation and analysis.
5. Tolerance for ambiguity. To achieve tolerance for ambiguity in-

volves managing the feelings associated with unpredictability.
6. Managing anxiety and dealing with communication fear. One 

should control the level of anxiety or fear experienced in intercultural 
communication. The reasons are: fear makes interaction unpleasant, 
difficult to concentrate.

7. Being non-judgmental. Judging others’ behavior or them as 
people, especially early in initial meetings, risks making errors of 
judgment and so basing one’s own behavior on false premises.

8. Showing empathy. Being empathic means accurately under-
standing the thoughts and motivations of another person in an in-
teraction and putting oneself in another’s shoes when making a judg-
ment about them.

9. Achieving clarity involves stating points clearly and precisely; 
adjusting to the other person’s level of understanding; simplifying 
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language; dividing projects and expectations into smaller, more spe-
cific pieces; repeating in alternative ways.

10. Communicating a relationship as well as a task orientation includes: 
remembering people’s name and small details about them; using their 
names according to their culture (for example, patronymic first); initiat-
ing conversations on non-work topics; using humor with care; finding 
common ground with counterparts; thanking others for their work.

However, any international assignment poses challenges in terms 
of adaptive capabilities and cultural sensitivity. Long-term assign-
ments require the person to cope with culture shock and processes 
of sojourner adaptation as well as dealing with new roles and respon-
sibilities in an unfamiliar environment. Cultural shock is a feeling of 
anxiety and tension due to loss of familiar customs and social interac-
tions. Motivation to adapt is the most important factor determining the 
speed with which individuals pass through these stages. It depends in 
part on expected length of stay — the longer the higher the motivation. 
Support programs can ease on-arrival difficulties but adaptation must 
occur primarily in the individual, not in the host country.

Both working internationally and studying in a foreign country make 
high demands on individuals’ ability to cope. Many international assignees 
actually fail and return home. A problem is caused by lack of appropriate 
selection — ignoring cultural adaptation potential — and lack of preparation 
and training. Adjusting and adapting to a new culture and coping with cul-
ture shock are assisted by an understanding that it is normal and recogniz-
ing that stress can lead to adaptation and growth. The techniques for coping 
with stress and experiential learning can be used to facilitate adaptation.
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ECONOMY

4. globalIzatIon

Tasks:
 – understand the essence of globalization and compare the clas-

sic and actual version of the essence of globalization;
 – form the list of distinguishing features of the globalizing econ-

omy;
 – differ ‘globalization’, ‘globalism’, ‘anti-globalization’,  

‘expansionism’;
 – measure globalization. 

4.1. Globalization Essence 

At the beginning of XXI century the world economy entered its 
most high-quality stage of the development which is defined as glo-
balization.

Firstly the term ‘globalization’ was introduced in 1983 by the 
American economist T. Levitt. It meant market merging which 
actively appeared in early 1980s. But one of the first concept of 
globalization was the theory “of corporate giants”, introduced by 
C. T. Russel in 1897. There are many opinions of scientists about 



43

4. Globalization

the essence and phenomenon of globalization. One group of them 
considers that the world will be the global if all countries are in-
volved into the world economic processes (the ‘scale’ criteria). An-
other group uses such criteria as “the level of the influence”. In 
the modern world of science and politics the single universally ac-
cepted definition of globalization does not exist. So, for example, 
Joseph Stiglitz (the winner of Nobel prize for Economics in 2001) 
to his own question “What is this phenomenon of globalization?” 
answers, “Fundamentall, it is the closer integration of the coun-
tries and peoples of the world which has been brought about by the 
enormous reduction of costs of transportation and communication, 
and the breaking down of artificial barriers to the flows of goods, 
services, capital, knowledge and (to a lesser extent) people across 
borders… Globalization has been accompanied by the creation of 
new institutions that have joined existing ones to work across bor-
ders” [30, p. 9]. According to this notion the keyword is ‘integra-
tion’. So, we have to decide how to estimate the level of the state in-
tegration into the world economic system.

Robert J. Carbaugh asks the same question, “What does this 
term mean?” And then he answers, “Globalization is the process 
of greater interdependence among countries and their citizens. 
It consists of the increased interaction of product and resource 
markets across nations via trade, immigration, and foreign invest-
ment — that is, via international flows of goods and services, of 
people, and of investments in equipment, factories, stocks, and 
bonds. It also includes non-economic elements such as culture 
and the environment” [4]. Simply put, globalization is political, 
technological.

Some scientists believe that the definition of globalization should 
refer to the process in its current state (the example of update defini-
tions is given in table 4.1).
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Table 4.1 
Actualization (conceptualization) of the Definition of  

“Globalization” [7] 
Initial version, 2003 Conceptualized version, 2006

“The intensification of cross-
national interactions that promote 
the establishment of trans-national 
structures and the global integra-
tion of cultural, economic, environ-
mental, political, technological and 
social processes on global, supra-
national, national, regional and lo-
cal levels”

“The process of creating networks 
among actors at multi-continental 
distances, mediated through a va-
riety of flows including people, 
information and ideas, capital and 
goods. It is process that erodes 
national boundaries, integrates 
national economies, cultures, 
technologies and governance, and 
produces complex relations of mu-
tual interdependence”

 
Summing up these definitions, we can conclude that all points 

of view are united in understanding that globalization is the process 
of the formation and subsequent development of a united, worldwide 
financial and economic space based on new, mainly information 
technologies. The idea is that the world is developing a united econ-
omy and culture as a result of improved technology and communica-
tions and the influence of very large TNCs. It releases the objective 
and subjective aspects of globalization.

Taking into account that the problems of globalization are often 
linked to a negative disruptive effect, it is necessary to distinguish be-
tween the concept of ‘globalization’, ‘globalism’ (that is associated 
with anti-globalization) and ‘global hegemony’, ‘TNK expansionism’.

In the turn of the 1980s and 1990s the world economy entered into 
a new stage of their development. The phase initiated revolutionary 
changes of the countries of the former world socialist system and as a 
consequence the global situation in the world changed:

 – emergence of a bipolar world order;
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 – shift from confrontation to dialogue, revival of pan-Europe-
an values;

 – changes in the political map of the world;
 – transformation of socio-economic systems in Central and 

Eastern Europe and the related transformation processes;
 – reforms affecting the world and the world economy — de-

regulation, process of democratization in the world but also 
the increasing terrorist attacks in the world;

 – principal changes in the role of resources, technologies, insti-
tutions and economic policies.

In parallel the ‘external’ conditions changed. It meant a compre-
hensive social transformation in a large group of countries with impli-
cations for the functioning of the entire global political and economic 
system. At the same time long-term trends guiding and influencing 
the functioning of the world economy system started a new phase of 
their development.

Among other features we can distinguish such as:
 – sharp increase in the intensity of the formation of regional 

economic groupings since the early 1990s;
 – dynamics of international relations significantly affects not only 

technological advances, but also the institutional changes;
 – changes underway in manufacturing are reflected in inter-

national trade, affecting its scope, geographical focus and 
commodity structure, which in turn strengthen the processes 
of internationalization and globalization of production;

 – increasing mutual interconnection of national economies is 
not realized only in the area of international trade, but also in-
creasingly in imports and exports of factors that lead to the 
growth of the national product as well as the world product;

 – external economic environments tend to create conditions 
enabling to keep global competitiveness. A concept of global 
governance is becoming crucial when trying to resolve the 
questions of the future development of the world economy.
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4.2. Globalization Measurement 

Objective assessment, measurement of globalization (integration, 
internationalization) is an essential agenda for contemporary epoch. 
We need the measurement with a view to advancing the understand-
ing those phenomena. We also have to decrease the gap between the 
quantitative and qualitative analysis of globalization (integration, in-
ternationalization). Usually we use the traditional indices. The in-
dex of globalization (globalizing indicator) accesses the degree of in-
volvement into the international environment.

Existing indices are employed in various ways. Some of existing 
globalization indices and criteria for good composite indices (ac-
cording to A. Dreher [7]) are presented in the table 4.2 (fragment). 
We will consider two — MGI and KOF. The Maastricht Globaliza-
tion Index (MGI), developed by Martens, Zywietz and Raza. As we 
know it aggregates the conditions of new technologies, communica-
tions and the level of development of the institutional organizations. 
For example, composite Maastricht Globalization Index (MGI) in-
cludes such components as:

 – ‘global politics’ (the number of foreign embassies and high 
commissions, membership in international organizations 
etc.);

 – ‘organized violence’ (this indicator measures the involvement 
of a country’s military-industrial complex with the rest of the 
world);

 – ‘global trade’ reflects economic globalization (export, import 
and trade in services etc.);

 – ‘global finance’ (FDI — foreign direct investment);
 – ‘people on the move’ (migrant stocks and flows);
 – ‘technology’ (the share of the country’s population that uses 

the Internet);
 – ‘environment’ reflects ecological aspects (trade of goods that 

have a strong environmental impact).
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Table 4.2 
Existing Globalization Indices and Criteria  

for Good Composite Indices [7] 
Cat-
egory

Sub-category WMRC 
(Randolph 

2001)

ATK (A. T. 
(Kear-

ney/Foreign 
policy 2007)

MGI 
(Martens 
and Raza 

2009)

KOF (Dre-
her 2006)

Re
lev

an
ce

Definition of 
globalization 
used

Very narrow, 
only eco-
nomic

Medium Very broad Very broad

Type of 
change mea-
sured

Extensity, 
intensity

Extensity, 
intensity

Extensity, 
intensity

Extensity, 
intensity

Geographical 
adjustment

No No Yes No

Coverage 185 countries 72 countries 117 coun-
tries

122 coun-
tries

Correlation 
with economic 
development

Low High High High

Ro
bu

stn
es

s

Sensitivity to 
extreme values

Method not 
published

High (cross- 
panel nor-
ma-lization)

Low Low

Sensitiv-
ity to year-to-
year variations

Very high 
(exclusive use 
of strongly 
fluctuat-
ing indicators

High 
(some indi-
cators with 
lower fluc-
tuation)

Low (indi-
cators with 
high fluc-
tuations are 
averaged)

High
(some indi-
cators with 
lower fluc-
tuation)

Methods for 
determining 
weights

A priori, with 
normative 
discussion

A priori, 
with norma-
tive discus-
sion

Equal 
weights

Principal 
components 
analysis

Weight distor-
tion

Method not 
published

Some distor-
tion

No distor-
tion

Some dis-
tortion

Data pub-
lished

Partially Yes Yes Yes
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The KOF globalization index (constructed in Dreher [7]) was first 
published in 2002. It covers a large number of countries. More spe-
cifically, the three dimensions of globalization are defined as:

 – economic globalization, characterised by the long distance 
flows of goods, capital and services as well as information and 
perceptions that accompany market exchanges;

 – political globalization, characterised by the diffusion of gov-
ernment policies;

 – social globalization, expressed as the spread of ideas, informa-
tion, images and people. While the MGI and KOF indices 
are very similar in many respects, there are notable methodo-
logical differences.

Globalization has been relatively independent of region, even 
though the degree of globalization varies considerably. Overall, 
the index suggests that some countries are systematically more glo-
balized than others. While in the last eight years globalization has 
been pronounced in all regions, some regions are more globalized 
than others. In particular, Western European and other industrial-
ised countries display the greatest integration, South Asia and Sub-
Saharan Africa are the regions least globalized.

Fig. 4.1 and 4.2 shows the more globalized countries (according to 
the KOF Indices) in a darker color. Once again, Western European 
and North American countries have usually been the most globalized, 
while countries in Sub-Saharan Africa are the least globalized.

We can compare two research results and make the conclusion about 
the increasing of globalization (through the prism of countries, regions, years).

Except such basic direct indices of globalization there are a lot of 
additional indirect indices of globalization (table 4.3).

Globalization has set a problem of searching for new basic origins 
of comprehension of the modern world:

 – it is essential that national economies and their structure under 
the circumstances of globalizations have developed new orient-
ing points to be included into the world economic sphere;
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 – strategic operation in the geoeconomic space is not already 
only ‘coming’ to the international market: global internation-
alized reproduction cores (cycles) are being developed going 
through various national economies.

Fig. 4.1. Map of the KOF Index of Globalization [7] 

Fig. 4.2. Map of the KOF Index of Globalization [7] 
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Table 4.3 
Additional Indices for Measuring Globalization 
Index Essence Example

The concentration index. It is 
calculated as a percentage of 
the sum of the squares of the 
number of foreign branches 
to the square of the total 
number of branches.

Hi
X

X

ik
k

i

= Ч
е( )

( )
%

2

2
100 ,

Xik — the squares of the 
number of foreign branches;
Xi — the square of the total 
number of branches

It takes into ac-
count the number 
of branches in the 
country where the 
TNC is situated. It 
assesses the level 
and depth of pen-
etration of the re-
production process 
of the company into 
the global reproduc-
tion process

The lower the level 
of concentration, the 
more uniform is the 
diffusion of compa-
nies into the world 
community as a 
whole and vice versa, 
i. e. the higher 
the value of this in-
dex, the greater the 
specific country or 
regional preference 
for the company

Index of network spread 
(INS). It is calculated as a 
ratio of the number of the 
countries where the com-
pany is operating to the total 
number of the potential 
countries.
INS

n
n

= Ч
*

100 ,

n — the number of countries 
where the TNC operates;
n* — the possible number of 
countries where the TNC 
could have a branch network

The index indicates 
whether a company 
operates to a large or 
a small number of 
states and thus as-
sesses the prevalence 
of its internation-
alizated activity in 
world economy. 
This index indicates 
only the number of 
countries where the 
TNC operates but 
does not take into 
account the number 
of branches present-
ing in each of these 
countries

First in the list is 
German logistical 
corporation Deutche 
Post World Net with 
the index = 49.7 and 
the American car 
corporation Ford 
Motors with the in-
dex = 47.2

Composite according to: [12; 14; 16; 18; 21; 22].
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The course serves as a basis for learning how a country can be ac-
cessed to the formation and redistribution of the world income. We 
use the geoeconomic approach.

For estimation of the level of the state integration into the world 
economic system we propose the new index (3) — geoeconomic in-
tegration index (Igi):
 Igi = (I1 + I2 + I3)/3,  (3) 
where I1 is reflects the type of the international economic relations;

I2 is reflects the kind of the local system in the context of the re-
gion (‘region-system’ overthrowing inside or outside);

I3 is reflects the level of the technological development.
All components are determined by means of indicators from table 4.4.

Table 4.4 
Indicators and Signs of Geoeconomic Orientation  

of Integration into WES 
Indicators that esti-
mate the condition 

(position) of the sys-
tem at this moment

Types of international interaction (characteris-
tics)

Trade (commercial) 
IES model

IRS (geoeconomic) 
model

I1

1 2 3
Involvement into 
the international LD

International inter-sec-
toral (inter-branches)

International intra-
sectoral

The depth of involve-
ment into IRC-system

Interaction only in 
one trade link

Collaboration with all 
links of the IRC (chain)

The participa-
tion in income redis-
tribution after realiza-
tion of global business-
project

Earning income only 
according to export-
import contract

Earning income according 
to export-import contract 
(order) and in additionally 
the part of profit (named as 
the part of strategic effect) 

The country (place) 
where commodity, 
product is selling

Country where a fac-
tory (manufacturing 
process) is situated 

Market of non-partic-
ipants countries (the 
third member) 
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1 2 3
I2

Location of ‘head-
quarters’ of the biggest 
TNC in the country

Only national biggest 
companies

Biggest TNC

The level of decision-
making: participa-
tion in management of 
world economy

Regional (country) 
and Interregional 
(intra-country) level

World and National 
level

Organizational-func-
tional form of the IRC 
(chain) links, outcom-
ing the national frame-
work

Trade House Different organization-
al-functional forms of 
subsidiaries (divisions) 
according to all links of 
the IRC (chain)

Availability of the 
strong cooperation 
relations (according to 
agreements) 

Trade agreements  Agreements on all links 
of the IRC (chain), 
firstly, investment

The level of availability 
of brand-holder status 

Interregional (intra-
country) level 

World and National 
level

I3

The kind of goods 
form in export contract

Single goods,
Goods-group

Goods-program
Goods-object (enterprise)

The depth of raw ma-
terials manufacturing 

Starting stage of man-
ufacturing 

More deeply 

The place in ‘technolog-
ical pyramid’ (the level 
of pyramid according to 
the level of complexity)

Low level (low com-
plexity)

High level (high com-
plexity)

Availability of postin-
dustrial activities

Single Systemic

Exceeding GDP per cap-
ita over the value in the 
core of ‘World-System’ 

Below this value Above this value

The end of table 4.4
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This index allows us to assess the adequacy level of the model of 
foreign economic activity of the national economy (environment). 
For example, if I = 0.25 it means that the international business 
model of NES corresponds to the WES model to 25 %.

5. IntErnatIonalIzatIon 

Tasks:
 – understand the essence and forms of internationalization;
 – systematize the main approaches;
 – know the components of the internationalization index;
 – calculate indices of internationalization;
 – discover the business internationalization algorithm.

5.1. Essence and Forms of Internationalization 4 

The internationalization (as the economic dimension of globaliza-
tion) remains one of the phenomena of the world economy develop-
ment. Internationalization makes the world economy, on the one hand, 
tighter and, on the other hand, more interdependent. Internationaliza-
tion is like a guide when you make a decision in the sphere of foreign 
countries relations. Internationalization has become more intensive and 
focused in the late XIX and early XX centuries. The theory of interna-
tionalization ‘has celebrated’ its anniversary — forty years. But different 
scientists still offer new definitions of the essence of ‘internationaliza-
tion’. For example, Buckley not only examines the origins and princi-
ples of internationalization theory but re-examines his own exposition 
under the conditions of the modern globalizing economy. Some of new 
definitions contradict with each other. But we do not consider some of 
them as incorrect. The proposals (for example, Buckley [2; 3]) reflect 
the author’s concept and clarify the essence of internationalization from 
the other specific (sometimes new) sides. Systematization of the essence 
of internationalization through the different approaches (marketing, spa-
tial and so on) is presented in table 5.1. Among others we highlight the 
4 Prepared with the assistance of M. Yu. Shishmintsev, PhD.
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following. For example, Kolesov and Osmova [23] point out that the 
main feature of today’s world economy is internationalization of eco-
nomic activity. It is based on international specialization and interna-
tionalization of production, capital transnationalization and foundation 
of multi-national companies. Internationalization is common not only 
for goods production, its distribution and consumption, but for every 
kind of international economic relations.

Table 5.1 
Essence of Internationalization: Systematization  

of the Basic Approaches 
Approach Approach content Approach essence 

Spatial ap-
proach

Improvement of the 
company’s territorial 
structures

Searching for the most favor-
able places for business units 
(subsidiaries) 

Marketing  
approach

Methods of company’s 
penetration into foreign 
(external) markets on the 
base of an optimal scenario

Development of the methods 
to attract the greatest number of 
customers in foreign markets and 
to increase the competitiveness

Strategic  
approach

Formation of the strat-
egy of the international 
economic relations de-
velopment in the con-
text of globalization

Development of the schemes 
for the formation of the in-
ternational activity strategic 
directions including the alter-
native business strategies

Managerial  
approach

Company’s manage-
ment in the foreign 
(external) market is be-
coming independent

Along the company’s develop-
ment in the foreign (external) 
market management has be-
come autonomic. Global de-
velopment of a corporation is 
the zone of responsibility of 
headquarters and onsite man-
agement focused on the devel-
opment within a specific region

In terms of studying activities internationalization process some 
long-term motivations triggering the international activity develop-
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ment have been revealed. Internationalization process motivations is 
presented in table 5.2.

Table 5.2 
Internationalization Process Motivations [13] 

Theory name Essence
Theory of evo-
lution

Evolutionary economics has started out mainly as a cri-
tique to mainstream economics that explains economic 
phenomena from rational choices of profit-maximising 
firms and utility-maximising agents. Evolutionary econ-
omists argue instead that most decisions of firms and 
consumers are taken in a habitual manner because their 
rationality is bounded. Company’s activity is connected 
with evolution of business, executive and technological 
environment

Neoclassical 
theory

Neoclassical theory fixes attention on conditions of 
productions and possible profits from monopoly. So, 
motivation is economies of scale. International activity 
gives an opportunity for the company to increase sales, 
production and to decrease unit expenses. It is neces-
sary to explore foreign markets especially for developed 
countries: their productive capacity exceeds domestic 
demand.
International companies consider the whole world as a 
source of supply. They extract resources in the country 
with the best price for them. So, the advantage is oppor-
tunity to get cheaper resources, capital and labor force

Theory of in-
stitutional con-
ception

This theory emphasizes features of contractual and in-
formal interactions between companies

Transaction 
costs theory

There are significant transaction costs, search costs, 
contracting costs and coordination costs. Those costs 
frequently determine reasons for multinational corpora-
tions. (Transaction costs within the company are always 
less than between two different ones)
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Theory name Essence
Entrepreneur-
ship theory

Ambitions of managers and their aspiration for development 
can also be the reason for internationalization. An entre-
preneur would like to create flexible company which is able 
to interact effectively with its external environment (local 
and global). Such company is competitive and vigorous

Product life-
cycle theory

The theory suggests that production of the product grad-
ually moves away from the country of origin as it becomes 
adopted and common used there. And a producer has an 
opportunity to extend its life cycle exploring new markets

Companies’ internationalization theories can be divided into 
three different groups. They are shown in table 5.3.

Table 5.3 
Existing companies’ internationalization theories [13] 

Name Essence Description 
Action-
ori-
ented 
model

The model focuses 
on the process 
of interaction be-
tween companies

There are three types of economic activity 
arrangement: hierarchy, market and net-
work. They are fundamentally different but 
complement each other

Step-
wise 
model

Internationaliza-
tion is a gradual, 
logical and or-
dered process 
common for 
every company. 
So, company 
must go through 
several definite 
stages in its inter-
national develop-
ment

The stepwise model is dominant but also scari-
fied theory. Lack of experience and knowledge 
of international markets impedes company’s 
development. And only experience and practice 
can help. Increases in long-term profit and risk 
minimization are the principles of its theory.
Internationalization process passes through 
several stages: no export in other country, 
export through intermediary agents, trading 
branch establishment, launching produc-
tion process in other country. First of all, a 
company discovers closer markets and then — 
more distant ones. So, a company gradually 
becomes a global multinational corporation

The end of table 5.2
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Name Essence Description 
Condi-
tional 
model

Conditional mod-
els are formed in 
accordance with 
the “if…, then…”. 
Internationalization 
depends on its ex-
ternal environment: 
branch structure, 
government regula-
tion and so on

In accordance with its model a company is 
exposed to unfavorable external environ-
ment. Managers should find a balance 
between its environment (opportunities 
and threats) and the company (strength 
and weaknesses). The process of interna-
tionalization is unique for every company 
because of difference of its internal and ex-
ternal environment

5.2. Conventional and Modern Forms  
of Internationalization

At the beginning of the internationalization its essence consisted in 
entering (of the enterprises) the foreign market. But at the different 
stages of the world economy development the essence of internation-
alization is filled with new content. New types of internationalization 
constantly appear. Table 5.4 (fragment) shows us the most completed 
and reliable definitions of ‘internationalization’.

As for Kochetov [18], he defines internationalization as the situ-
ation when the reproduction process is divided into several parts in 
different countries, so it exceeds the limits of one separate state.

Table 5.4 
Internationalization and its types (fragment) [13] 

Term Definition
Internationaliza-
tion

Recognition of something as international, as the 
matter of the international law

Internationaliza-
tion of economic 
activity

The fact that national economies of different countries 
have become closer, they are more dependent on indus-
trial matter of each other, capital and labor force flow

The end of table 5.3
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Term Definition
Internationaliza-
tion of compa-
nies’ activity

The process of drawing the company into interna-
tional transactions (business, financial, marketing) 
and development of stable relations with international 
partners

Internationaliza-
tion of manufac-
ture field

The process of dividing production process into sev-
eral parts (cycles) and every part (cycle) is done in 
different countries

Internationaliza-
tion of research 
field

The process of combining efforts of different coun-
tries in order to conduct some enormous and unordi-
nary research

Internationaliza-
tion of capital

New companies are built up abroad and expand 
the influence of state capital

Internationaliza-
tion  
of property

Foundation of multi-national and transnational joint-
stock companies

 
Internationalization of production and business is the core point 

of the internationalization process. Internationalization of produc-
tion emerged in the era of industrial capitalism in its machine stage. 
Computer-aided manufacturing requires large expenditures for 
front-end investment and researches. The range of industrial prod-
ucts has increased significantly because new production spheres 
arise. It is impossible to produce the whole range of products within 
the one even the most developed country. So, international spe-
cialization and cooperation are stirring up and make internation-
alization of production more intense. It is significant that scientific 
and technical researches are also internationalized now. Compa-
nies from different countries should combine their efforts in order 
to conduct some complicated and high-cost research. In order to 
organize (arrange) this diversity, we have systematized the forms 
of internationalization (from the simplest forms to the highest 
ones) (fig. 5.1).

The end of table 5.4
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Types Evolution of  internationalization forms (IFs) 
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Fig. 5.1. Systematization of Internationalization Forms by Levels, Directions 
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5.3. Internationalization Measurements

Index of internationalization (Ii) is calculated as a percentage ra-
tio of the number of the foreign branches to the total number of the 
branches of the company (4). It assesses the degree of internationali-
zation of the Reproduction Cycle of the company.

 Ii
F

F
f

о
= Ч100%,   (4) 

where Ff is the number of the foreign branches;
Fо is the total number of the branches of the company.
As for experience of foreign companies in internationalization 

let’s consider Volkswagen Group (Volkswagen AG). Volkswagen (ab-
breviated VW) is one of the world’s largest automobile manufactur-
ers. The company is headquarted in Wolfsburg, Germany (table 5.5).

Table 5.5 
Business Units of Volkswagen Group 5 in Germany 

VWGroup unit Branches Production
Volkswagen 
Sachsen 

Chemnitz, Zwickau Engines, VW cars, press shop, 
chassis, plastics technology

Volkswagen AG Brunswick, Emden, 
Hanover, Kassel, 
Salzgitter, Wolfsburg

Volkswagen cars, engines, chas-
sis, foundry, heat exchangers

Automobil 
Dresden

Dresden Volkswagen cars

Audi AG Ingolstadt, Neckar-
sulm

Audi cars, engine components

Sitztechnik 
GmbH

Wolfsburg plant Seating technology

Volkswagen is the original marquee within the Volkswagen Group, 
which includes the car marquees Audi, Bentley Motors, Bugatti Au-

5 Compiled from company sites and its subsidiaries [34].
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tomobiles, Automobili Lamborghini, SEAT, Skoda Auto and has 
goods vehicle manufacturer Scania [34]. There are a lot of subdivi-
sions in Europe (table 5.6), two units in Russia (table 5.7).

Table 5.6 
Foreign Business Units of Volkswagen Group 6 in Europe 

Country VWGroup 
unit

Branches Production 

Belgium Audi Brussels Brussels Volkswagen, Audi cars

Czech Re-
public

Skoda Auto a. s. Kvasiny, Mlada 
Boleslav, Vrschlabi

Skoda cars, engines, 
gearboxes, foundry

France Bugatti Auto-
mobiles 

Molsheim Bugatti cars

Great Brit-
ain

Bentley Mo-
tors Ltd.

Crewe Bentley cars, engines

Hungary Audi Hun-
garia Kft.

Gyor Audi cars, engines

Italy Automobili 
Lamborghini 

Sant’Agata Bo-
lognese

Lamborghini cars, en-
gines

Netherlands Scania AB Meppel plant, 
Zwolle plant

Components paint shop; 
assembpy of trucks

Poland Sitech 
Sp. z. o.o.

Polkowice Seating technology, 
engines

Slovakian 
Rebublic

Volkswagen 
Slovakia

Bratislava Volkswagen, Skoda, 
Audi, Porsche cars, 
gearboxes (assembly)

Spain Seat, S. A. Barcelona, Mar-
torell

Press shop, Seat cars, 
engines (assembly)

Volkswagen 
Navarra 

Pamplona Vokswagen cars, engines 
assembly

Sweden Scania AB Lulea, Oskar-
shamn, Sodertalje

Production of frame 
memders, cubs 

6 Compiled from company sites and its subsidiaries [34]
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Table 5.7 
Foreign Business Units of Volkswagen Group in Russian Federation 

VWGroup unit Branches Production 
OOO Volkswa-
gen Rus

Kaluga plant Volkswagen, Skoda cars assembling

Scania AB St. Petersburg Assembly of bus bodies

At the same time Volkswagen Group has foreign business units 
around the world including Africa, Asia, America (table 5.8) 

Table 5.8 
Foreign Business Units of Volkswagen Group 7 in other countries 

North 
Amer-

ica

Mexi-
co

Volkswagen de 
Mexico

Puebla Volkswagen cars, 
engines: foundry

USA Volkswagen 
Group of America

Chattanoga Cars of all brands

South 
Amer-

ica

Ar-
gen-
tina

Volkswagen Ar-
gentina S. A.

Cordoba, Pacheco Gearboxes, 
Volkswagen cars, 
engines (assembly 
only), power train 
components

Brazil Volkswagen do 
Brasil Industria 
de Veiculos Au-
tomotores Ltda.

Anchieta, Curiti-
ba, Resende, Sao 
Carlos, Taubate

Volkswagen cars, 
engines, gear 
boxes: foundry, 
axles, cabs, trucks 
and bus chassis

Africa South 
Africa

Volkswagen of 
South Africa 
(Pty) Ltd.

—
Volkswagen cars

Asia China Shanghai- Volk-
swagen Automo-
tive Company Ltd.

Anting, Nanjing, Lo-
utang, Changchun, 
Chengdu, Jiading

Skoda, Volkswa-
gen cars, engines, 
gear boxes

India Skoda Auto In-
dia Private Ltd.

Aurangabad Plant Skoda, Volkswa-
gen, Audi cars

7 Compiled from company sites and its subsidiaries [34].
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The group operates 61 production plants in fifteen European coun-
tries and a further six countries in the Americas, Asia and Africa. Around 
the world, nearly 370,000 employees produce more than 26,000 vehicles 
or are involved in vehicle related services each working day. The Volk-
swagen Group sells its vehicles in more than 153 countries. The compa-
ny removes its production abroad. Volkswagen Group has its own pro-
duction facilities all over the world. Thus, index of internationalization 
(Ii) of Volkswagen Group is 0.8. So, internationalization more and more 
clearly fits the modern world economy. Despite the unstable economic 
situation companies do not decline the adopted expansion strategy.

Among the biggest TNCs the biggest Index has Belgian corpora-
tion Inbev SA with 98.3 points and Netherlands’ metallurgical cor-
poration Mittal Steel with 97.1 points.

Based on the study of various definitions of internationalization, 
we have identified their essential characteristics, among them: going 
beyond the national borders; crossing the national borders; territorial 
reference of the manufacturing process of the product; ‘resident’ and 
‘non-resident’ (in the context of state borders); the inclusion only 
the primary, simple elements (elements of the process and products 
of their activity) into the system of the international economic rela-
tions; adaptation to the needs of the global market. But the world has 
changed and these classic signs do not reflect the peculiarities of the 
current stage of the world economy development.

According to Buckley [2, p. 229] “… the firm is naturally interna-
tional where market links are cross-border. As political borders do not 
coincide with market, the firm extends beyond its home country”. In or-
der to be adequate the theoretical concept of internationalization has to 
be clarified. According to the above mentioned modern world economy 
features we can actualize the essence of the internationalization through 
the prism of the global geoeconomic space. Thus the essential features of 
the concept of ‘internationalization’ can be formulated as follows:

 – transfer of the business (production processes) beyond the 
boundaries of their economic activity;
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 – inclusion of the national economic structures into the international 
network structures, including the territory of their native country;

 – alienation (separation) of the product (service) from the place 
of its manufacture; in other words, the product components 
can be created in one place, and be sold from the other place;

 – using of the external resources (located anywhere in the world);
 – embedding (inclusion) of the complex links of the reproduc-

tion processes (high-tech, investment etc.) and products of 
their activity into the global system of economic relations;

 – adaptation of the national niches to the needs of the global 
networks;

 – formation of the national competitive modules (units, cells).
Thus, according to the geoeconomic paradigm [10; 18; 27], such an 

essential feature of internationalization as “entering the international 
market” has been supplemented by one more feature “going beyond 
the economical boundaries” (borders of the economic activity), “op-
erating in the global space” (the space of the global network structures, 
extended internationalized reproduction processes. These updated es-
sential features allow us to clarify the concept of internationalization.

‘Internationalization’ (in the broad sense of the word) is a com-
plex, multifactorial and multidimensional process of integration 
(inclusion, involvement, participation) of the national economic 
activity into the international (interregional) business transactions 
through various forms of the foreign economic activity (export, 
franchising, joint ventures, etc.) within the national country and/or 
abroad, based on the rules drawn up by the international institutions.

“Business internationalization” (in the narrow sense of the word) is 
the process of removal of the individual units (cells) of the reproductive 
process outside economic activity of the national economic structures 
through the use of various forms of the foreign economic activities for 
the purpose of the effective functioning (with the participation in deci-
sion making) in the global economic space. This process is intended 
for connection to the network or independent formation of the glob-
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al network. This means that the integration into the global network 
structures (GNS) even within the native country is a new form of in-
ternationalization. And some words about individual units (cells, mod-
ules): such cells are geographically dispersed but interconnected; they 
constitute a single complex for the production of the product/service.

It is fact that the key phase (stage) of the traditional business inter-
nationalization algorithm (traditional approach) is the choice of the 
method of entry into the foreign market, research of the market de-
mand and supply; competitors, product quality, price etc.; determina-
tion of market volumes and so on. As it was proved above, the essence 
(content) of a new form of business internationalization is the integra-
tion into the global network structures on the basis of the author’s prin-
ciples. Thus, the key part of the improved algorithm is the formation of 
the competitive national modules (units, cells). The author’s improved 
business internationalization algorithm is shown in figure 5.2.

But in order to be accepted in GNS a national structure (compa-
ny) has to prepare its reproductive modules (units, cells) for compat-
ibility with GNSs. So the algorithm starts with the inventory of exist-
ing modules, their reorganization and transformation. The purpose 
of the final stage of the algorithm is to complete an existing reproduc-
tion chain in the context of forecasting future needs.

So, the author’s theoretical concept of internationalization has 
allowed us to formulate the integration of the national business-
modules into the global network structures as a modern form of in-
ternationalization. The traditional approach to business internation-
alization focuses on the factors how to place a branch or subsidiary 
abroad. Among them: location of the country, climatic conditions, 
availability of mineral resources, population, etc. (first group); a level 
of education of the population and other human capital characteris-
tics of the country, factors related to scientific and technical progress 
(second group); (in this paper we don’t consider the specific group 
of factors such as costs, prices etc.). As one scientist says “the fun-
damental research on internationalization was mainly focused on the 
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foreign market entry decision process, entry mode choice, analysis of 
the large multinational enterprise …”.

Phase 1: 
market 
analysis 

Step 1.1: to consider an opportunity to use external resources in 
order to expand company’s share in the global market and profit 
maximization 
Step1.2: to identify market  needs (such as global network 
structure (GNS’s needs) 
Step 1.3: to forecast market  future needs and expectations  
Step 1.4:to identify opportunities for a company to offer 
particular services to the market at the current and at the 
foreseeable period (areas where a company strong and have 
competitive advantages) 

  

Phase 2: 
run-up 

Step 2.1: to identify standards and regulations valid among 
existing global network structures (GNS) 
Step 2.2: to review existing modules (or cells) within a particular 
structure; to detect the most / the least demandable ones (in the 
context of step 1.2) 
Step 2.3: to update existing internationalized reproduction cycles 
by new modules (or cells) (in the context of steps 1.2 and 1.3) 

  
Phase 3: 
national 
competitive 
cells 
formation 

Step 3.1: reorganization and rejection of existing modules (or 
cells) (selectivity principle) 
Step 3.2: transformation of existing modules (of cells) (e.g. 
optimization, restructuring) in order to be GNS-compatible  

  

Phase 4: 
realization 

Step 4.1: to connect to GNS by the simplest forms of foreign 
economic activity (subcontracting, outsourcing) 
Step 4.2: to connect to GNS by sophisticated forms of foreign 
economic activity (franchising, joint venture, syndicate) to have 
a share in profit instead of fixed fee 

  

Phase 5: 
evaluation 
of results 

Step 5.1: to analyze the result achieved and benchmark against 
initial targets 
Step 5.2: to make a strategic decision to continue cooperation as 
part of GNS or to split for independent development and growth 
Step 5.3: to make a strategic decision to update or keep a 
strategy and a market penetration method (e.g. establishing an 
own network) 

  
Phase 6 Completion and monitoring 

 

Fig. 5.2. Improved algorithm for integration of national (domestic)  
companies into global network structures (GNS) 
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The new concept of business internationalization transforms the 
problem of the factors to the problem of the principles of such inte-
gration into the global networks.

1. Adequacy principle. In order to be connected to the global 
network structure a company (national business module) has to be 
compatible with all global chain links: inner mentality, management 
techniques; understanding of the strategy, etc. In other words, inter-
nal reproduction cycles of the company should be similar to the links 
of the external global network.

2. Phasing principle. The process of integration into the global 
network structures should be implemented in phases (step by step). 
First of all, the company has to prepare its national business mod-
ules: to perform inventory count, transformation (optimization) etc. 
Only after this reorganization the company can ‘suggest’ these mod-
ules to the global network structure.

3. Selectivity principle. It is not necessary to be integrated into the 
global network structure from all the links simultaneously. First of 
all, you have to create one competitive business-module (unit) (in-
cluding social) and offer it to the world reproduction process. Then 
other business-modules.

4. Feedback principle. However, for companies it is not required to be 
only a supplier of ideas and resources for the global network structures. 
It is necessary to create feedback channels for the company’s develop-
ment. The most important channels are the flows of innovation and 
knowledge spillovers from the company to the global core and back.

5. Delegation of authority. To form development channels the 
company has to prepare local employees. This situation creates the 
opportunity to delegate local managers into the top-management 
level of the global network structure.

6. Timing (in advance principle). Do not try to set “the rules for 
the game” in the existing global reproduction process. The company 
has to predict what kinds of new knowledge and new modules will 
be needed tomorrow and to create them today. The company has 
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to identify (explore) what kind of the new global business projects 
will arise (appear) in the future (on the basis of geomarketing) and to 
try to be integrated into it.

The result of this study demonstrates that the strategic goal of 
business internationalization is to fully operate in the global eco-
nomic space. In order to reach this goal, we recommend using the 
following common tools (techniques):

 – registration of subsidiaries in various regions (including new 
regions) of the world in order to transform the company’s sta-
tus into the global network;

 – organization of the joint ventures using such rules as: corpo-
rate identical standards of quality, unified methodological ba-
sis, an extended range of services;

 – development of the service centers for large-scale projects 
and internationalized reproduction networks.

6. transnatIonalIzatIon and transnatIonal  
structurEs

Tasks:
 – know important features of transnationalization;
 – discover advantages and disadvantages of TNCs;
 – calculate indices of transnationalization;
 – understand peculiarities of transnational structures.

6.1. Advantages and Disadvantages  
of Transnationalization

The new wave of globalization (often called transnationalization) 
shows the previous stages distinct characteristics:

 – crucial role played by transnational corporations is due to the 
opening up of economies of nation states based on their inter-
nal and external liberalization (in the previous stage, the deci-
sive role was played by national corporations and nation states 
and their boundaries defined relatively closed economic units);
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 – it is a process rather international scattering (diffusion) of 
economic activities with network projections to all territorial 
levels (previously it was attended mostly only to internation-
al interference of certain economic activities on the basis of 
bilateral axial international division of labor);

 – in multilateral and networked dispersed economic activities 
exceed the importance of foreign investment and internation-
al organized production with the importance of trade (before 
the economic overlap national borders was represented main-
ly by international trade);

 – institutionalized international integration has reached such a 
level that allows for functional integration of transnational cor-
porations (intra- and inter-firm) which weakens their relation-
ship to national economies and the world economy leads to the 
degree of integration linking/merging (earlier institutional in-
tegration of national states to international organizations prac-
tically nonexistent and functional integration of international 
business activity was minimal; international activities of com-
panies were tightly bound to the national markets and the in-
tegration of world economy did not exceed the level of merger 
and the ensuing certain degree of interdependence).

Having examined the modern forms of countries integration as 
well as the origin of the very starting with consideration of the key 
elements forming the fundamental basis of the global economic re-
lations such parties as independent states, multinational integration 
treaties, international organizations and transnational corporations 
can be deemed as traditional actors of the world economy. Each time 
period refers to the particular economic and political conditions un-
der which the aforementioned actors may gain additional benefits 
or fall in recession and get weaker than before. Independent states 
are considered as integral and most traditional actors of the world 
economy that keep enormous economic and political power inher-
ited from the post-WWII era. Despite of the fact that independent 
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countries typically have certain specific attributes of own sover-
eignty in possession (e. g. armed forces and police, legislative system 
and courts etc.) which differentiate them from the rest of actors an 
opinion can be found that modern states still have much in com-
mon with large enterprises mainly from standpoint of applied gov-
ernance techniques and key economic objectives. For the purposes 
of classification independent states can be divided into several groups 
judging to socio-economic conditions and level of income per capita 
since such indicators still differ much nowadays. Conclusion of in-
tegration treaties as well as consequent formation and enhancing of 
respective institutional basis in course of rapid transition of several 
multistate groups to advanced integration phases (e. g. the European 
Union with current achievement of Monetary Union phase) may al-
low us to assume that the role of integration treaties (both currently 
existing and newly founded) will become more serious due to the ex-
pectations of stronger transfer of power from particular states to the 
supranational level of integration groups formed by such states. In-
ternational economic organizations as actors of the world economy 
are known to be active in the field of coordination and execution of 
activities which require substantial efforts of numerous states in order 
to influence particular processes of finding necessary solutions for 
certain problems of the world economy. Such prominent institutions 
as the International Monetary Fund, group of the World Bank and a 
broad range of entities under the frame of the United Nations repre-
sent the outstanding contribution of international economic organi-
zations to progress of the world economy and international relations. 
Appearance of transnationalization as a process of widening the cor-
porate business activities through the rapid expansion of national 
corporations to the foreign locations with relevant transfer of capital, 
labor and technologies starting from the second part of XX century 
resulted in perception of transnational corporations as a new promis-
ing trend-maker and key actor. The current considerable power of the 
transnational capital can be proved by the fact that leading transna-
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tional corporations are able to compete easily with particular emerg-
ing economies in terms of annual cash inflows (it means that annual 
sales of the transnational corporations are close to the amounts of 
gross domestic product as created by particular emerging econo-
mies). The impressive institutional basis, subsidiaries, production 
and trade facilities, logistics chains in numerous states, thousands 
of employees across the world should be taken into consideration in 
course of discussion regarding transnational capital. In majority of 
cases it takes rather long time for a company to grow up to the scale of 
the transnational corporation while an average entity usually crosses 
several steps including a strong regional actor and nationwide actor 
before successful transformation to the global actor. In addition to 
the evident benefits (taxes, jobs) that the presence of transnational 
companies provides to their national strongholds or origin coun-
tries, it has also been frequently seen as a matter of national pride 
due to the fact that transnational corporations still continue to sup-
port economic interests of origin counties in worldwide operations. 
Nevertheless, one has refrained from overestimation of transnational 
corporations’ activities since negative effect especially in their rela-
tions with emerging economies also draws attention of the global 
community. Negative consequences of interaction between transna-
tional companies and less-developed countries deal with imparity in 
relations between global corporate actors and rather weak political 
regimes and civil society institutions in aforementioned states. Need-
less to say that in the worst cases such situation may result in percep-
tion of emerging economies as subordinated markets or suppliers of 
natural resources, raw materials and cheap workforce. In their turn, 
emerging economies need interaction with transnational capital as in 
high case it may provide sources of direct investments ensuring sus-
tainable economic growth of these countries.

However, one of the key objectives which shall be fulfilled by na-
tional authorities in order to avoid negative impact of interaction is 
maintaining of transparency, strictest compliance with statutory na-
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tional legislation and international treaties signed, legal (to the extent 
possible) exclusion of transnational business from participation in 
domestic political processes. Traditional expansion of transnational 
corporations from well-developed states to the emerging markets 
since the end of the XX century has been also supplemented by op-
posite direction, i. e. expansion of growing transnational companies 
having emerging markets origin to the markets of the well-developed 
states. As an example we may find that the latter companies are highly 
active now in field of international M&A transactions (one of the key 
tools for transformation into transnational business) with enterprises 
from the European Union countries and North American states be-
ing frequent targets for acquisitions. We may expect that in the near 
future transnational corporations from such states as the Peoples’ Re-
public of China, India, Brazil and Russia will become strong enough 
to compete with existing global corporate actors.

TNCs have got both advantages and disadvantages (table 6.1).
Table 6.1 

Advantages and Disadvantages of TNCs (fragment) 
Advantages Disadvantages

•	 ability to realize global proj-
ect;

•	 most skilled staff (highly 
qualified);

•	 low transaction costs;
•	 huge income;
•	 an access to new technologies;
•	 investment resources;
•	 diversification of production;
•	 safer position on the market 

•	 environmental impact (ecologi-
cal);

•	 the homeland loses on taxes (ac-
cording to transfer’ prices and 
location in off-short zone);

•	 competitive environment (no 
friendly business environment);

•	 cross-cultural communication;
•	 hard to manage (not easy to su-

pervise) 
 

Sometimes TNSs use the strategy of mergers and acquisitions 
(M&A). As an example of M&A, Italian ceramic company Maraz-
zi Group was acquired by the leading American company Mohawk. 
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The Marazzi Group, an initially privately held company, has become 
a global leader in ceramic tile with the worldwide brand recognition 
and 2012 revenues of about €858 million. Marazzi has more than 
14,000 customers around the world and 6,300 employees. Mohawk, 
the world’s largest flooring manufacturing company based in the USA 
with the revenue $5,8 billion in 2012. The main purpose of acquisi-
tion of Marazzi is an expansion of Mohawk’s global business. Western 
Europe, the U. S. and Russia complement Mohawk’s existing geogra-
phies. Marazzi, an attractive strategic acquisition, provides Mohawk 
with additional growth opportunities and the benefit of skilled people. 
The main benefit for Marazzi of being acquired is the access to the in-
vestment. Low potential of market growth, stagnation of the Italian 
economy, the death of the main leader of Marazzi brings the decision 
of the management team to be exposed for acquisition.

What Marazzi gains from being acquired:
 – access to investment for the future development;
 – corporate culture, standards, procedures: Marazziwas estab-

lished as a family-owned business and even with the growth 
of the company corporate standards were not completely in-
troduced;

 – new markets as an expansion of the worldwide presence in the world;
 – staff development: international programs for employees, pro-

motions and introduction of new positions in the company, new 
projects, dismissing of unnecessary staff help to increase effi-
ciency and improve the performance of the company in general.

What Marazzi loses: its own peculiarities; status of being the na-
tional Italian company.

6.2. Russian Transnational Corporations

At the present stage Russian transnational corporations are includ-
ed in the rankings of the largest companies of the world. The information 
about Russian TNCs is shown in table 6.2. In the largest gas company 
Gazprom the state’s share is 50 %. According to the World Biggest Com-
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panies/Forbes (indicators: total market capitalization, sales and prof-
its, assets) the number of largest Russian companies in the ranking in 
FORBES version increases every year. Among them there are Gazprom, 
Lukoil, RАОUES, Sberbank, Rosneft, Surgutneftegaz, TNC-ВР, No-
rilskynickel, Severstal, SystemJSFC, Transneft, Novolipitsky, Tatneft, 
Vimpelkom, Magnitogorsky, Mechel, TMC, Uralkaly.

Analyzing statistical data on cross-border transactions and pur-
chasing productive assets by Russian enterprises abroad we can make 
the following observations:

 – according to the rate of growth in international operations Rus-
sian companies are significantly ahead of the TNCs not only of 
developing but also developed countries. In recent years, domestic 
companies have doubled the size of their foreign assets, increased 
the amount of sales from its international operations more than 
2.5 times. In their offices overseas more than 150 thousand people 
are employed, i. e. twice that in the early 2000s;

 – about twenty companies control 40 % of all overseas assets (in 
developed countries the level of the concentration in it is at 
least twice as less);

 – the structure of the foreign expansion of the Russian capital is 
also of the whole raw materials. In 2007, overseas investments in 
purchasing of enterprises of machine building and chemical in-
dustries slightly increased but the share of these sectors in the 
total volume of transactions up to date remains small;

 – the presence of Russian corporations in the international 
market of mergers and acquisitions is still insignificant: their 
share in the world is no more than 2 %.

There are still few companies which are actively developing mod-
ern manufacturing and ready to invest in purchasing of high-tech 
companies abroad. The share of innovative products in the total in-
dustrial production of Russian TNCs does not exceed 5–7 % which is 
5–6 times less than that of leading international corporations. The 
most capitalized companies (with the biggest value of ordinary and 
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preference shares) are: Gazprom (1st place), oil company Rosneft 
(2), oil company LUKoil (3), Sberbank Rossii (4), metallurgical 
company Norilskiy nikel (5). Let’s consider the internationalization 
rate of Russian companies by example of Gazprom.

Gazprom strives to get involved in hydrocarbon exploration, pro-
duction, transmission and marketing projects in third countries, as set 
out in its “global presence” strategy for the global oil and gas market, 
through participation in both bidding procedures and asset swap deals. 
“Global presence” strategy implementation is shown in тable 6.2.

Table 6.2 
Implementation of Gazprom’ “Global Presence” Strategy [14] 

Country Form of interaction
Venezuela In August 2005 Gazprom was announced as the tender win-

ner for Stage A of the Rafael Urdaneta’s project
Vietnam The parties have finalized the construction of two offshore 

exploration wells
Iran Gazprom is engaged in stages 2 and 3 of the South Pars 

field project executed by the consortium comprised of Total 
(France) — 40 %, Petronas (Malaysia) — 30 %, and Gaz-
prom — 30 %

Kazakhstan At the moment, the TsentrCaspneftegaz and Kazakhstan 
continue the construction of exploration well on the Cas-
pian Sea offshore

Nigeria In September 2008 Gazprom and Nigerian Petroleum Cor-
poration signed the Memorandum of Understanding. The 
document stipulates the implementation of joint projects in 
geological exploration, hydrocarbon production and trans-
portation, as well as in associated petroleum gas gathering 
and processing systems engineering and power industry fa-
cilities construction in Nigeria

 
The open joint-stock company Gazprom positions itself as a global 

energy company. Its strategic goal is to become a leader among global 
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energy companies by developing new markets, diversifying business 
activities and securing the reliability of supplies [14]. Gazprom is 
special for being simultaneously a producer and a supplier of ener-
gy resources, as well as for having an extensive resource base and a 
branchy gas transportation infrastructure. ‘Gazprom’ is the largest 
extractor of natural gas in the world and the largest Russian compa-
ny. In 2008 the Gazprom group produced 549,7 billion cubic meters 
of natural gas. This amounted to 17 % of the worldwide and 83 % of 
Russian production. Gazprom’s Unified Gas Supply System is the 
largest gas transmission system in the world. The Group sells gas to 
domestic customers in Russia, to 25 European countries and Baltic 
States.

6.3. Transnationalization Measurement

The calculation of Index of transnationalization (5) is simple. It in-
cludes the arithmetic meaning of three components: a share of the 
foreign assets in the total asset of a TNC, a share of foreign sales in 
the total sales of the company, a share of the foreign employment in 
the total employment of the company. The index accesses the place 
and role of foreign operations in the total number of operations made 
by the company.
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where Аf is share of the foreign assets;
Аt is total asset of a TNC;
Sf is share of foreign sales;
St is total sales of the company;
Ef is share of the foreign employment;
Et is total employment of the company.
According to this approach the highest index has Canadian cor-

poration Thomson with 97.2 points and American telecommunica-
tion corporation Liberty Global with 96.5 points.
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There is also the complex index of transnationalization (Ictn). The 
first three indicators are identical to the index of transnationaliza-
tion; among others there are:

 – forth indicator is a ratio of the value of foreign production (Pf) 
and the value of total production (Pt);

 – firth indicator is a ratio of the value of foreign investments (If) 
and the value of total investments (It).

For measuring of transnationalization in global space we can use 
the index of network spread (7). It is calculated as a ratio of the number 
of the countries where the company is operating to the total num-
ber of the potential countries. The index indicates whether a com-
pany operates to a large or a small number of states and thus assesses 
the prevalence of its internationalizated activity in world economy. 
This index indicates only the number of countries where the TNC 
operates but does not take into account the number of branches pre-
senting in each of these countries.

 INS
n
n

= Ч
*

%100   (6) 

where INS is index of network spread;
n is number of countries where the TNC operates;
n* is possible number of countries where the TNC could have a 

branch network.

7. rEgIonal IntEgratIon In World Economy

Tasks:
 – differ regionalism and new regionalism;
 – calculate the share of countries in integration groups;
 – know main integration units;
 – study the stages of integration;
 – investigate the new forms of integration;
 – know the principal integration groups, the world trends in in-

tegration processes development, Russia policy in integra-
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tion issues in the Post-Soviet space, the key development 
stages of integration in CIS area, the integration specifics 
within the context of the Eurasian Economic Union (EAEU 
or EEU);

 – evaluate basic integration processes with Russia place in 
them, realize Russia interests, make use of integration mecha-
nisms in actual political practice;

 – define the advantages and risks for Russia membership in the 
CIS, CU, CES, EAEU;

 – understand the integration processes theory, the knowledge 
of basic world trends in the integration, the skills for analyz-
ing integration processes in CIS area, their instruments and 
mechanisms knowing how to use them in practice.

7.1. Regionalization in Case of Regional Integration

To examine the current world economy we have to approach it as 
the framework that creates a set of assumptions for the existence of 
regionalism within the meaning of the “new regionalism” and re-
gionalism in the sense of “regional development” and their further 
research. This framework is influenced not only by changes in the 
global situation of the world, which result in changed conditions for 
the functioning of the global political and economic system. While 
regionalism represents a business, respectively economic policy of 
two or more states, which leads to the liberalization of relations be-
tween them and contributes to their closer ties and mutual integra-
tion, regional development, indicates a socio-spatial process of the 
creation of spatial units (regions) as parts of the spatial structure of 
the society.

While regionalism is thus a process taking place in the sphere 
of international economic relations, regional development relates 
with economic and social development within nation states. From 
this perspective, both phenomena being researched by other scientif-
ic disciplines — international economics, respectively spatial/region-
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al economics. Both concepts related to regionalization. In the first 
case the regionalization referred to as a precursor of the institutional-
ized regional integration, in the second case, the regionalization is a 
procedure that aims to define (form) of this process — the image of 
the region and its structure.

Regional integration can have a major impact on regional devel-
opment, especially through its impact on localization of production, 
growth of competition and market expansion. The strength of the im-
pact of regionalism on the economic situation within countries, de-
pending on the depth of integration can lead to the fact that relations 
between the Member States will eliminate international element. 
Regional integration causes the location of production, increased 
competition and market expansion. The distribution of production 
affects the reduction of transaction costs (removal of tariff, non-tariff 
barriers to trade possibly) and the increasing mobility of factors of 
production (capital movement liberalization or even labor). Region-
alism has also a positive impact on competition and market expan-
sion due to the effect of declining costs leading to the existing supply 
of cheaper goods. The negative impact it can have but any deflec-
tion of trade, when originally cheaper foreign imports are replaced by 
more expensive domestic production.

The fragmentation of the world economy as a result of the new 
regionalism (and regional integration at all) confirms that the con-
cept of region belongs among key geographical concepts. Its under-
standing and definition changed in the course of development of 
geographical thinking as the view and definition of globalization and 
regional integration/regionalism changed.

The concept of regionalism emerged in the 1960s. One begins 
to talk about regionalism at the moment when regional integration 
reached certain intensity and began to assert itself as the dominant 
tendency in the world economy. The third wave of its development 
took regional integration in the early 1990s, when it hit the world 
economy by an unprecedented pace and the expansion of new types 
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of regional agreements and the overall change in approach to region-
alism. In 1993 J. Bhagwati [refer to 12, p. 22] called this stage a “new 
regionalism”. Its original features are:

 – expansion of international trade and foreign investment;
 – boost of numerous regional grouping, which originated in the 

second stage but was not too successful;
 – emergence of new regional entities of a modern type.

From this perspective, it is clear that the fragmentation occurs, as 
mentioned above, not only at the level of global activities of states at 
the international/supranational level, but also within the traditional 
economic space of the nation state. It creates a different type of re-
gionalism, which aims to take use of the potential of the inner territo-
ries of regions within the state for the benefit its future development.

P. Chromý believes that these “regions are not natural entities for 
which they are deemed to stand for but rather they are political and 
social creations constructions” [refer to 12]. “Thus regionalism can-
not be considered as an entirely internal matter of the actors in the 
area (the product of their activity), but in its manner for an ideology, 
which is promoted both by actors inside and outside the region. In 
contrast to a traditional regionalism, which was based on the ‘bot-
tom-up approach’ — from the regions — and was the result of the in-
ner attempt of regional elites and the population of the regions for 
emancipation (both social and spatial), the contemporary (neo) re-
gionalism is initiated ‘op-down’ (from institutions of the EU) and its 
aim is primarily the activation of regional communities, stakeholders 
and actors striving for regional development” [12].

The concepts of regionalism within the meaning of the “new re-
gionalism” and regionalism in the sense of “regional development” 
(expansion of the geographical area) are often confused due to the ig-
norance of the nature of the matter. In fact, both types of regionalism 
differ (table 7.1). So, we can characterize both phenomena as different.

The model of “new regionalism” requires more detailed analyses 
with a special focus on its economic dimension. So, we will briefly 
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describe specific features of “new regionalism” in Europe and other 
regions of the global economy.

Table 7.1 
Types of Regionalism and its essence 

Sign “New regionalism” Regional development
Essence Regionalism in the meaning 

of “new regionalism” (as we 
wrote early) can be defined as a 
business or economic policy, re-
spectively, which leads to the lib-
eralization of relations between 
two or more countries, thus con-
tributing to their closer ties and 
mutual integration

Regionalism in the sense 
of “regional development” 
represents the ideas and 
movements whose goal is 
to take use of the internal 
potential territory for the 
benefit of its future develop-
ment

Sphere 
of activ-
ity 

“New regionalism” is the pro-
cess taking place in the sphere 
of international economic rela-
tions

Regional development is 
concerned with economic 
and social development 
within nation states

 
The current world economy is accompanied by a new regional-

ism. While the old regionalism (emerging by the end of the 1980s) 
was formed by the bipolar division of the world, the new regionalism 
grows out of a multipolar world order. It has been not shaped from 
above, but is a more or less voluntary and spontaneous process in 
order to share sovereignty, necessary for dealing with global chal-
lenges. Process is not internally oriented and covertly protectionist, 
but a process of open and therefore compatible with the growing in-
terdependence of the world economy. While the old regionalism was 
generally motivated to cooperation and integration in the economic 
or political and security areas, the new regionalism is a process that 
usually combines political and economic motives and tools (is a 
complex and multidimensional phenomenon). The “new regional-
ism” changes the model earlier close or closer cooperation between a 
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group of mutually adjacent and nearby lands in the model establish-
ing links across the world economy (draws geographically dispersed 
partners) and not only between countries (participants of regional-
ism has become a groups of countries, regional groupings, possibly 
across regions of the world economy) [12].

Traditional regionalism was associated with provincialism, un-
critical patriotism and by the law of people living in a particular area 
reflecting the historical roots and their search, while the modern re-
gionalism lies in the assumption that the optimal development can-
not be achieved ‘top-down’ or from ‘outside’, thus thanks to gov-
ernment support of the programs or supranational organizations, but 
namely due to the activation of the endogenous potential of these 
areas, the activity of the region (mobilizing of actors and of human 
and social capital) and via supporting civic initiatives [12].

Many prominent economists were dealing with the definition of 
“new regionalism”. Most accurately defined its essence Jean B. Gru-
gel [12], according to whom it is a “project of a global transforma-
tion driven by state”. Specifically he explains that it is a state strategy 
designed to minimize the risks under uncertain conditions of a glo-
balized world economy by promoting activities at the regional level. 
For some states this means adopting a flexible strategy to improve 
their global market position (or rather the global market position of 
companies that are settled in its territory), for the others it means the 
adoption of defence strategies ensuring the protection of an access 
to markets and the inflow of investment in the context of increased 
global competition.

While the previous stages of regionalism did not relate only with 
formalized regionalism, “new regionalism” is always a contrac-
tual integration. Regional preferential trade agreements policy con-
siderably exceeds the second wave of regionalism, both in terms of 
the choice of partner countries as in the number, content and nature 
of the agreements. “New regionalism” is characterized by openness 
to global capital. For example, B. Hettne emphasizes the deliber-
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ate and institutionalized nature of the “new regionalism” when he 
stresses the difference between regionalism and regionalization [12].

Regionalization should be considered in the case of regional in-
tegration:

 – it is the process taking place in the sphere of international 
economic relations;

 – it is discussed in relation to pre-phases of the institutionalized 
economic integration, which mean more a form of coopera-
tion rather than integration between engaged states; these are so 
called regional forum and the government driven integration.

7.2. International Economic Integration and Its  
Modern Form

Integration processes of global economic activity are considered to 
be an objective peculiarity of the modern economic development. In-
tegration is a natural historical process of increasing interdependency 
between the world economy subjects. Almost all regions of the world 
are covered with the process of international economic integration.

Because of the complexity and diversity of such category as inte-
gration, there are a lot of definitions proposed by different specialists: 
economic interaction between countries, which leads to the conver-
gence of economic mechanisms; controlled process of convergence 
and merging of national economies into a single economic complex, 
based on the economic interest of business entities and the interna-
tional division of labour; the process of states unification to establish 
an extended economic space, where goods, services, finance, invest-
ment and labour can easily circulate.

International economic integration is the “complex process of 
cooptation and diffusion of national economies of various countries, 
aiming to create a unified economic organism” [16].

The most significant contribution in the theory of international 
economic integration was done by B. Ballas, who identified forms 
and stages of regional integration [11]:
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1. Free trade area implies the elimination of customs duties and 
quota restrictions on trade between the member countries of 
association, but retaining of national import tariffs and quo-
tas in relation to third countries.

2. Customs Union is a free trade zone with the single external 
customs tariff in relation to third countries for all member 
countries and common foreign trade policy towards third 
countries.

3. Common market is the Customs Union, where free move-
ment of goods supplemented with free movement of capital, 
labour and other factors of production.

4. Economic Union is a common market, completed with har-
monized economic and social policies of member countries.

5. Economic and Monetary Union is the full integration of eco-
nomic systems of the member countries, which implies the 
unification of monetary and fiscal policies, and the introduc-
tion of the single currency and the creation of supranation-
al authorities, whose decisions are bound. In practice, this 
means replacing of the nation state by federal or confederate 
central government.

International economic integration reached the greatest success 
on the European continent. Nowadays European Union (EU) repre-
sents 493 million people, about 22 % of GDP, about 18 % of world 
trade and 26 % of trade in services, the European Union is also the 
source of 45 % of foreign direct investment in the world, and attracts 
almost 30 % of FDI [11]. European economic integration is develop-
ing in two directions: more complete integration of national econo-
mies into a single regional economy and the territorial expansion of 
the zone of integration.

We would like to emphasize that not all countries have the status 
of “integrative”. For example, the oldest paraorganization is “Group 
of Seven” (G7); the other most striking examples of modern inter-
national organizations are “Group of Eight” (G8) and “Group of 
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Twenty” (G20). G20 is the premier forum for its members’ interna-
tional economic cooperation and decision-making. G20 leaders meet 
annually. In addition, Finance Ministers and Central Bank Gover-
nors meet regularly during the year to discuss ways to strengthen the 
global economy, reform international financial institutions, improve 
financial regulation and implement the key economic reforms that 
are needed in each member economy. The G20 started in 1999 as a 
meeting of finance ministers and central bank governors in the after-
math of the Asian financial crisis.

7.3. Formation of New Integration Processes Type in 
World Economy 

It is important to mention prerequisites for the formation and suc-
cessful functioning of integration groups: almost the same level of 
economic development of the member countries; sustained econom-
ic growth of the member countries; geographical proximity; political 
will of the integrating countries; the presence of the initiating center 
of the state or group of states, which should join partner-countries. 
An example of the most developed international economic integra-
tion association is the European Union. But there are two reasons 
for rethinking the process of countries (region) integration. Firstly, 
crises in the EU deny the uniqueness of the classic international 
economic integration model and lead to the rethinking off the laws 
(order) of its development. Secondly, some of above mentioned cri-
teria (for example, “geographical closeness”) are suitable for the EU, 
but not for some new associations (for example, BRICS). A distinc-
tive feature of the integration process taking place within SCO and 
BRICS is the fact that they do not match traditional economic inte-
gration plan: BRICS countries are not closely connected geographi-
cally, there are no historical economic ties, partners do not have sim-
ilar languages or culture, etc. Thirdly, during the difficulties in the 
EU and NAFTA the significance of new groups such as Shanghai 
Cooperation Organization, BRICS is increasing.
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In the case of traditional integration processes institutionalization ex-
pressed strongly, and that leads to integration organizations formation. Evo-
lution of integration organizations was gradual with several stages. Integra-
tion processes within the new groups of countries are characterized by the 
weak institutional design; their evolution passes through another scenario. 
Targets of an integration process within the framework of associations of 
the new type (SCO, BRICS) can be characterized as aspiration to over-
come the contradictions between high potential (demographic, resource, 
etc) and inappropriate role of countries in the modern global economy.

The comparative analysis allowed E. Andreeva [1] to give the fol-
lowing definition: “the integration processes of a new type are the 
processes of international economic integration emerged at the turn 
of XX–XXI centuries in terms of gradual evolution of the economic 
world order, which differ from international economic integration 
within the traditional integration organizations on the parameters of 
economic development of participating countries, as well as targets, 
mechanisms, tools of integration”.

The Shanghai Cooperation Organization (SCO) is the permanent re-
gional international organization, founded by the leaders of China, Ka-
zakhstan, Kyrgyzstan, Russia, Tajikistan and Uzbekistan in June 2001.

Originally the main goals of the SCO foundation were strengthening the 
stability and security on the territory of Central Asia; struggle against ter-
rorism, separatism and extremism. Gradually, the sphere of objectives has 
been broadened and obtained struggling against drug traffic and then eco-
nomic cooperation, energy partnership, scientific and cultural interaction.

In June 2002 at St. Petersburg’s summit of the Organization’s 
Heads “The Charter of Shanghai Organization of Cooperation” (the 
basic document) was signed. In September 2003, the Heads of the 
Government of the SCO signed the program of the multilateral trade 
and economic cooperation, designed for 20 years. As a long term goal 
the creation of a free trade area in the SCO is considered, and as a 
short term goal, the activization of the process of creating favorable 
environment conditions for trade and investment.
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Nowadays, the cooperation within the SCO embraces the areas of 
energy, transport, agriculture, telecommunications and many other in-
dustries. Its member countries widely interact in scientific and techno-
logical, cultural, educational, touristic and humanitarian spheres widely.

The complicated multi-level integration system originated in the for-
mer Soviet Union, i. e. the Commonwealth of Independent States (CIS), 
which is 20 years old now; and the Eurasian Economic Community was 
established in 2000. Some of the main Integration Units are in table 7.2.

The new event shaking the world community was the emergence of 
the BRIC phenomenon in 2001. That is the union of four fast growing 
economies: Brazil, Russia, India and China. The BRIC’s format in to-
tal is the enormous centre of economic growth and political influence. 
The dialogue between these countries is developing quite fast while the 
development prospects of these countries are becoming crucial to the 
future of worldwide processes and relations. That’s why the BRIC’s 
union and its role in the world is a pressing and controversial issue.

Table 7.2 
Comparable characteristics of BRICS, SCO and IBSA 

Criteria BRICS SCO IBSA

Countries

Brazil, Russia
India, China
+ South Africa 
(2011)

Russia, China,
Kazakhstan, Kirgizia
Tajikistan
Uzbekistan
India (observer)

India
Brazil
South Africa

Year of ap-
pearance 2001 2001 2003

Priority that 
unites given 
strictures

Assistance to building up a new international order

Distinctive 
features

Lack of institu-
tional relations

Military and politi-
cal aspect 

Promotion of 
the South-South 
dialogue
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The working assumption of the research is that BRIC is an infor-
mal international institute requiring the development of the so-called 
system-forming relations in order to become a real driving force in 
economic international relations.

Having examined the modern forms of countries’ integration as well 
as the origin of the very idea of the BRIC, we have come to the conclu-
sion, that currently the BRIC is neither a form of economic integration, 
nor an international club. There have been analyzed several approaches 
to understand the nature of the BRIC. They can be classified into three 
categories: economic integration, political and alternative union.

7.4. Main Integration Units and Participants’ Role in Them 

Modern international unions in a greater or lesser degree possess 
the most important attributes of integration groups, and regardless 
of the different degree of integration maturity and their own peculi-
arities, unions functioning on the base of the common to everybody 
law. All of them are committed to liberal values and declare open 
economy that determines the essential unity of the forms of coopera-
tion that they have already achieved. Main international integration 
groups in the world are presented in the table 7. 3.

Table 7.3 
Basic integration groups in the world (fragment) [25] 

Name/foun-
dation year Country (territory) — participants Commentaries

1 2 3

EU-27
1957

Austria, Belgium, Bulgaria, Great Brit-
ain, Greece, Hungary, Germany, Den-
mark, Ireland, Spain, Cyprus, Latvia, 
Lithuania, Luxembourg, Malta, 
Netherlands, Poland, Portugal, Italy, 
Romania, Slovakia, Slovenia, Spain, 
Sweden, Czech Republic, Estonia

The European 
Union after the 
sixth enlarge-
ment, on 1 Janu-
ary 2007, when 
the EU Bulgaria 
and Romania en-
tered
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1 2 3

NAFTA 
1994 Canada, Mexico, USA

The North Amer-
ican Free Trade 
Agreement

EFTA 1960 Iceland, Liechtenstein, Norway, Swit-
zerland

European Free 
Trade Association

CES 1994 EU and EFTA countries except Swit-
zerland

Free movement 
of goods, services, 
capital and labor

CIS
1991

Azerbaijan, Armenia, Belarus, Ka-
zakhstan, Kyrgyzstan, Moldova, 
Russia, Tajikistan, Turkmenistan, 
Ukraine, Uzbekistan

Commonwealth 
of Independent 
States — a free 
trade area (not 
enough clearance)

АТЕС, 1989

Australia, Brunei, Vietnam, Hong 
Kong, Indonesia, Japan, China, Ma-
laysia, Mexico, New Zealand, Pap-
ua — New Guinea, Peru, Philippines, 
Russia, Singapore, the U. S., Taiwan, 
Thailand, the Philippines, Chile, 
South Korea, Japan

Asia-Pacific co-
operation. Free 
Trade Area (in the 
making)

ASEAN 
1967

Brunei, Vietnam, Cambodia, Indone-
sia, Laos, Malaysia, Myanmar, Singa-
pore, Thailand, Philippines

The Association 
of South-East 
Asia 

MERCO-
SUR 1991 Argentina, Brazil, Paraguay, Uruguay

Common Market 
of the Southern 
Cone, the cus-
toms union. Since 
2006, initiated the 
process of entry 
of Venezuela

 
The developing format of BRIC is supposed to be a new mod-

ern form of countries association that can be called a dialogue-based 

The end of table 7.3
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mechanism. However, claiming to be a new driving force this mecha-
nism has to set up a certain system between these countries. Upward 
trends of economic growth in all the 4 countries can be fully admit-
ted, but the rate of this growth considerably differs from country to 
country (table 7.4).

Table 7.4 
BRIC’s Share in World GDP, % 8 

Country 1950 1960 1989 1999 2008 … 2013
BRIC – – – – 22.1 … 24.5
USA 27.3 24.2 21.5 21.9 20.6 … 19.8

Euro zone 26.3 26.8 22.5 15.8 15.7 … 20.0
 

7.5. Integration Processes in the Post-Soviet Space 9

In existing international economic relations the ability to use foreign 
markets opportunities through the integration levers is one of the key 
factors for securing prosperous development of the economy. Regional 
groups formation allows states-participants to increase the competi-
tiveness of their economies at the expense consolidation of resources 
such as those of the finance, cooperation of production processes, in-
formation exchange, knowledge, experience etc. At the present time 
practically all countries in the world are engaged in integration pro-
cesses. Some of them participate simultaneously in several unions 
and in tens of preferential trade agreements (PTA) aimed at removal 
of barriers to the trade and economic interaction among them. Since 
the beginning of 1990s the number of preferential agreements con-
cluded has increased by more than 10 times (as on 07.04.2015 WTO got 
612 PTA notifications, 406 out of that has come into force) [37]. Upon 
that the agreements included preferences in exchange of not only com-
modities but also services, intellectual property rights, investments 

8 Sources: World Bank World Development Indicators [11].
9 Prepared by professor G. V. Kuznetsova.
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etc. A score of agreements were formalized in the manner of custom 
unions, free zones or common markets. Under terms of preferential 
agreements volumes of trade (without regard to intra-EU turnover) 
increased mean while from 18 % of the world turnover up to more than 
50 %. By all accounts some countries assume partial loss of their sover-
eignty in trade and economic issues, if it meets their national interests 
and allows to boost the economy effectiveness.

Russia, in comparison to other countries, is not very intensely 
tapped into international integration processes. In course of tran-
sition toward a market economy it couldn’t save its production ties 
and vast market, which worked well under planned system of the 
economy and which were destroyed consequently to breakup of the 
USSR and dissolution of CMEA 10. Attempts to restore them have as 
yet given no noticeable result. The very Russia integration efforts thus 
far do not step over the bounds of the CIS.

For the present Russia has notified at WTO 12 preferential agree-
ments with countries of CIS and one with Serbia (table 7.5). Other 
countries have dozens of similar agreements herein not only with 
bordering states. For example USA, besides their participation in 
NAFTA, have signed (by now — acting) free trade agreements with 
Сentral American Common Market — CACM (5 countries), Re-
public of Korea, Australia, Bahrain, Chile, Columbia, Israel, Jor-
dan, Morocco, Oman, Panama, Peru and Singapore. European Un-
ion has 37 agreements on custom union or on free trade with various 
countries in all continents. Widening the partnership range is the 
world common trend, so the participation in one group does not be-
come an obstacle for membership in another and is considered by 
many countries as an instrument of their competitive growth in the 
world markets.

One should also keep in mind such process as formation of eco-
nomic super region unions, which are entrusted with the role of loco-
10 CMEA — Council for Mutual Economic Assistance, united the USSR, socialist 
countries of Eastern Europe, Cuba, Mongolia and Vietnam.
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motives for the world economy already in the very immediate future, 
such are: Trans-Atlantic an Trans-Pacific Partnerships [32, p. 60]. 
The above integration trends have crucial impact on nowadays con-
figuration of international economic relations.

In the post-soviet space the basic integration grouping is actually 
the Commonwealth of Independent States (CIS), a project which for 
more than 20 years has been carried out with various degree of suc-
cess in various periods of time in the part of the former USSR area 
(table 7.5).

Table 7.5 
Russia Preferential Trade Agreements Notified at WTO [38] 

Partner country Notification date Date of entry into 
force

Russia — Azerbaijan 13.09.2012 17.02.1993
Russia — Belarus 13.09.2012 20.04.1993
Russia — Kazakhstan-Belarus 21.12.2012 03.12.1997
Russia — Kazakhstan 13.09.2012 07.01.1993
Russia — Moldova 13.09.2012 30.03.1993
Russia — Serbia 21.09.2012 03.01.2006
Russia — Tajikistan 13.09.2012 08.04.1993
Russia — Turkmenistan 18.01.2013 06.04.1993
Russia — Uzbekistan 18.01.2013 25.03.1993
Armenia — Russia 17.06.2004 25.03.1993
Kyrgyzstan — Russia 15.06.1999 24.04.1993
Georgia — Russia 08.02.2001 10.05.1994
Ukraine — Russia 18.08.2008 21.02.1994

 
The Commonwealth of Independent States was set up in Decem-

ber of 1991; the corresponding agreement was signed, besides the 
head of Russian Federation, by heads of states, previously compos-
ing the USSR, — Azerbaijan, Armenia, Belarus, Kazakhstan, Kyr-
gyzstan, Moldova, Tajikistan, Turkmenistan (associated member), 
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Uzbekistan, Ukraine. Russian Federation, Belarus and Ukraine 
were the founding parties. According to authorized agreements the 
key CIS objectives are:

 – encouragement of cooperation in various spheres and 
fields, including such cooperation categories as macro eco-
nomical, political, humanitarian, scientific research and 
cultural;

 – developing countries — participants in the common econom-
ic space, interstate cooperation and integration;

 – legal interaction and assistance, consolidating efforts in order 
to secure human rights and liberties;

 – military cooperation, disarmament, and pacific settlement of 
disputes occurring among countries — participants.

Essentially CIS purpose and objectives are of general character 
and decisions made by its participants are not binding. Any of the 
countries has an option not to follow general agreements reached 
within the context of this organization. For the whole period of 1990s 
a work was under way in order to integrate countries in the post-so-
viet space into the economic union, some corresponding documents 
were even signed:

 – the treaty on creating the economic union (1993);
 – the agreements on formation of the free trade zone (1994);
 – the payments union of independent states (1994).

However, these intentions have not been realized. So by now the 
countries participating in CIS have retained their sovereignty com-
pletely as well as the system of independent making political and 
economical decisions; the association has rather an image building 
nature and is the deliberative and debating assembly.

Within the period of CIS existence outward conditions changed 
significantly: two world crises (1998–1999 and 2008–2009) were 
passed, a shift took place in the international elite — China came 
out on top, role of emerging countries increased in global trade and 
capital migration, trends in world prices for raw minerals and agro-
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based products changed, etc. CIS countries economies grew into all 
the more primary resource-based ones, there were a scale down in 
manufacturing production and a drop in machine industry. Those 
factors could not but have an impact on the dynamics and depth 
of integration processes in CIS. Some challenges stem from certain 
CIS countries (Armenia, Kyrgyzstan, Moldova, Russia, Ukraine) 
membership in WTO and thus from their definite commitments (di-
verse and inconsistent) on liberalization of their foreign trade, when 
the others have no such obligations.

Strengthening the integration ties is in no way promoted by 
asymmetrical economic structure of the participant countries. Rus-
sia vast potential in comparison to economic capabilities of other 
countries, availability with Russia of ample natural resources (first 
of all energy materials) against lack of them with the others, mani-
fold disparity in financial revenues, in the level of economic de-
velopment and as a whole in the wealth, all those factors stipulate 
Russia dominance (what is not always readily accepted by its part-
ners) on the one side and on the other unbalance relations among 
countries, preventing them from developing either in volume or in 
structure [22].

Russia accounts for 71 % of the total GDP volume of all CIS 
countries, Ukraine, in the second place, — 13 %, Kazakhstan, in the 
third — 8 % (2013) [15]. From there the destiny of an integration pro-
ject largely depends on what’s happening inside Russia. The present 
economic status of Russia is not the best, and that surely affects the 
course of integration.

The share of mutual trade among CIS countries in their aggregate 
turnover isn’t large — 18.6 %, in their export — 16.2 % (table 7.6), in 
the import — 22.3 % (2014). Furthermore its minimal indexes are for 
Russia: in the export — 12.8 %, in the import — 11.1 % (table 7.7). 
Preemptive orientation of trade ties for outer-partners from the third 
countries is CIS specific feature, which though is characteristic of 
all integration groups of emerging economies.
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Table 7.6 
Geographic Directions of CIS countries Trade (Export), million 

US dollars [6] 
Countries Year

2013 2014
Total CIS Others Total CIS Others

Azerbaijan 23975 1509 22446 21829 838 20991
Armenia 1479 400 1079 1519 365 1154
Belarus 37203 23015 14180 36392 21301 15091
Kazakhstan 84700 10881 73819 78238 9810 68428
Kyrgyzstan 2012 1016 996 1880 890 990
Moldova 2428 923 15005 2340 736 1604
Russia USD Billion 527.3 73.9 453.4 496.9 63.6 433.3
Tajikistan 1161 232 926 977 250 727
Ukraine 63312 22064 41248 53913 14887 39026
Total USD Billion 734.0 133.9 609.6 694.0 112.6 581.4

 
The factors of diverting the trade flow in favor of third countries are 

the poor production capacities, hence low level of production coopera-
tion and mutual investments. An inadequate scale of development and 
diversification in manufacturing industry, lack of well advanced infra-
structure stand in the way of establishing the trans-border production 
specialization and cooperation — a basis for dynamic growth of mutual 
turnover and effective economic convergence [29].

Table 7.7 
Geographic Directions of CIS countries Trade (Import), million 

US dollars [6] 
Countries 2013 2014

Total CIS Others Total CIS Others
1 2 3 4 5 6 7

Azerbaijan 10,712 2,553 8,159 9,188 2,083 7,105
Armenia 4,386 1,300 3,086 4,402 1,335 3,067
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1 2 3 4 5 6 7
Belarus 42,023 25,209 17,814 40,788 24,488 16,300
Kazakhstan 48,806 22,672 26,136 41,213 17,425 23,788
Kyrgyzstan 5,984 2,941 3,043 5,732 2,780 2,952
Moldova 5,492 1,672 3,820 5,317 1,449 3,868
Tajikistan 4,151 1,987 2,164 4,339 2,173 2,166
Ukraine 16,964 27,931 49,033 54,382 17,250 37,132

 
In broad terms one can agree with E. D. Khalevinskaya [17] that 

for the whole period of its existence CIS has been but a ball of contra-
rieties. They form multidirectional interests of the Commonwealth 
participants and create difficulties for the development of multilateral 
cooperation. Characters of national ruling elites emerge as a very im-
portant factor. In order to get the here and now profits those elites 
are ready to revise foreign policy foundations and to neglect commit-
ments made as part of CIS.

Eventually Russia gave up attempts to integrate in a format of the 
whole Commonwealth and brought forward the concept of “multi-
speed and multi-directional integration” in framework of the Cus-
tom union with Kazakhstan, Belarus, Tajikistan and Kyrgyzstan, the 
agreement whereof was signed in 1995. The opponents of the team-
work with Russia formed Interstate community GUAM (Georgia, 
Ukraine, Azerbaijan, Moldova). It has to be said, that the former 
and the latter group turned out to be unvital and their existence was 
undermined by the crisis of 1998–1999, which pushed the integra-
tion process far back. As a result all the previous restrictions of trade 
among members of the Custom union were restored by 2000.

The new era in integration processes development starts only in 
the XXI century. So in 2000 an Agreement on establishing the Eura-
sian Economic Community (EurAsEC) 11, in accordance with which 
the Custom union was transformed into an international economic 
11 in some publications — EEC 

The end of table 7.7
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organization. The supranational structure of the Community was 
build-up. The already leading role, up to its economic clout, was 
conferred to Russia which got 40 votes out of 100. Signing of Col-
lective security treaty and creation of corresponding organization 
(CSTO) became the unifying factor. Still the progress towards inte-
gration was of small account; say: in 2006 mutual import duties of 
biggest Community members — Russia, Belarus, Kazakhstan only 
62 % of commodity items were harmonized, with the 50 % being co-
incident initially and the rest of items considered as ‘sensitive’. Con-
sequently Russia pushed forward a new project — the Common Eco-
nomic Space (CES), consisting of Russia, Belarus, Kazakhstan and 
Ukraine. Unfortunately that project has yet not been put through.

A new period in post-soviet integration began on January 5th, 
2010, when action of the Custom union (CU) started. The union was 
legally based on 40 international agreements signed by its members:

 – the common custom, tariff and non-tariff regulations were insti-
tuted in the territories of Russia, Kazakhstan and Belarus, such 
were: the common custom tariff (CCT) and unified Foreign 
Economic Activity Commodity Nomenclature — FEACN;

 – foreign trade regulation functions were turned over to the 
EurAsEC Commission. Transport control on Russia — Bela-
rus border was dropped as of April 1st, 2011 and on Russia — 
Kazakhstan — of July 1st, 2011;

 – CCC (common custom code) came into force in July, 2010.
Thus at last forming the common custom space and the com-

mon custom territory was completed. On January 1st, 2012 seventeen 
agreements on establishing the Common economic space (CES) 
took legal effect and it started functioning. By the end of current 
decade there should be actual full realization of the “four liberties” 
for free movement of commodities, services, capitals and people; of 
securing the unification and harmonization of practices in principal 
areas; of forming general branch-wise industrial markets; of achiev-
ing the coordination in currency and finance policies.
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This way the new market of Russia, Kazakhstan and Belarus was 
formed. It makes about $ 500 bln of retail turnover, more than $ 1 trln 
of industrial production and up to $ 100 bln of farm products. The 
CES territory amasses 9 % of the world proved oil reserves and 25 % 
of natural gas deposits. CES provides 11 % of global raw materials 
export with 14 % of energy products one. Besides, qualitatively new 
conditions and “rules of the game” were created for participants in 
economic affairs in of the Custom union. They became more sus-
tainable and attractive also for investors from the third countries. The 
process of liberalization got an additional impetus affecting business 
environment in the market with unified standards and requirements 
to commodities and services that in majority of cases will be harmo-
nized with those of Europe.

According to official documents Russia CU membership opens 
new scope for increase in deliveries of rolled ferrous and non-ferrous 
metal products as well as production of building materials industry. 
Together with Kazakhstan some new opportunities are being set 
up in developing ferrous and non ferrous metallurgy, transport ma-
chinery, the cooperation in nuclear and aero-space fields. Together 
with Belarus the foundation is being laid for the development of co-
operation in automobile, aircraft and ship-building, in military and 
space complex, in microelectronics and telecommunications and 
also in some other spheres. That is being done in order to create a 
large-scale market, where principal guidelines in macro-economic 
and foreign exchange policies will be agreed upon and where predict-
able situation at the boundaries with China and European Union (an 
outer CES border) will be maintained.

Establishing the CU and the CES meets both the economic and 
long-time political interests of Russia. That format could be considered 
as a step in strengthening CIS integration. Russia is intrinsically inter-
ested in regeneration of significant part of post-soviet space. As prof. 
Spartak puts it: “Only with the consolidation of CIS economic space 
one can resolve the task of securing Russia steady and balanced eco-
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nomic development in long-term prospect. A success of CIS regenera-
tion project will set up conditions for regional expansion of competitive 
Russia business; it will allow the Eurasian status of our country to be 
effectively commercialized, secure the stability of resource basis, drop 
the limitations in further development and will also produce favorable 
preconditions for wide diversification of home export in the context of 
closer transfusion of national economic complexes” [29].

“The Declaration on Eurasian economic integration” was adopt-
ed by the heads of three states on November 18th, 2011. And after 
signing of corresponding agreement by Russia, Kazakhstan and Be-
larus in Astana on May 29th, 2014, the CU and the CES were trans-
formed into Eurasian economic union (further — EAEU), what was 
ratified by the federal law of 03.10.2014 № 279-FZ “Concerning the 
Ratification of the Treaty on Eurasian Economic Union”. On Octo-
ber 9th, 2014 A. Lukashenko, the President of Belarus, signed the law 
on ratification of the Treaty. On the same day Kazakhstan parliament 
ratified it. By the end of 2014 Armenia joined the EAEU. And in May 
2015 Kyrgyzstan membership got its final formalization.

The open character is an important feature of Eurasian integra-
tion process. Russia leaders repeatedly spoke about the perspectives 
for creating all Eurasian continent zone of cooperation from Lisbon 
to Vladivostok on the basis of free trade relations and mutual coopera-
tion. Some experts are of opinion that such wide Eurasian integration, 
covering Europe, China, Vietnam, India, Turkey, the Middle East, 
could become a powerful stabilizing factor helping to overcome the 
global economic crisis and introducing new options for development.

Summing up one should mention prospects of foreign trade poli-
cy, which were formulated in the Concept of long-term Russian Fed-
eration social and economic development for the period till 2020 as 
well as in the Principal guidelines for work of Russian Federation 
government for the period till the end of 2018. In accordance with 
these decisions the fundamental priorities of trade and economic 
policy are [24]:
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 – establishment of the Custom union and national economy ad-
aptation to WTO requirements;

 – creating national system of FEA support;
 – perfecting the system of state regulation for FEA and customs.

Particularly it is expected:
 – to increase by 1.5 times cost value of commodity export, in-

cluding non-energy commodities export by 1.6 times, what 
will allow Russia to secure a footing in the top ten of the world 
exporters;

 – to up-level the commodity export diversification by widening 
the range of exporters and exported products;

 – to turnaround the tendency of drawing down export share of 
the machinery, equipment and transportation means and thus 
to come by middle of the period to a level of 10 % annual in-
crease of deliveries in that commodity group;

 – to reach the commodity diversification level comparable to 
that in the developed countries with big share of raw materi-
als in there exports;

 – to increase by 1.8–1.9 % cost volumes of mutual non energy 
commodities trade of states — members of the Custom un-
ion, what will create preconditions for further integration 
strengthening;

 – to boost Russia position (entering the group of top 20 coun-
tries) in ratings of the world.

Bank and the World Economic Forum concerning their assess-
ments of qualitative and effectiveness environment and law enforce-
ment practice in FEA [31].

Thus the state’s trade policy should encourage integration of its 
economy into the global one, what will finally affect the economic 
development of that state and building up the competitive economy.

It could be summarized with the words of Russian leading scien-
tist S. P. Glinkina that “Russia is objectively interested in post-soviet 
space consolidation; by virtue of its size and history it can not suc-
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ceed in the development, come to a level of international competi-
tiveness and retain the regional power status, staying merely in na-
tional state ideology and action” [8, p. 6].
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8. classIfIcatIon and rankIng of countrIEs 

Tasks:
 – clarify the criteria of different approaches in country classifi-

cations;
 – identify country groups of the world economy;
 – compare IMD and WEF country competitiveness rankings;
 – discover countries’ scientific and technical potential data;
 – understand the position of BRICS countries in different rank-

ings.
8.1. Country Classification

Well known classifications are classifications of the World Bank (WB 
classification system), United Nations (UN classification system), In-
ternational Monetary Fund (IMF classification system) [35] (table 8.1).

Table 8.1 
Country Classifications [35] 

WB classification system UN classification system IMF classificatation 
system

GDP per capita
approach

Social-economic level 
approach

Economic progres-
sive approach
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WB classification system UN classification system IMF classificatation 
system

The groups are 12:
1) low income, 
$1,005 or less (35 coun-
tries ).
2) middle-income econ-
omies,  
including:
— lower middle in-
come, $1,006 –$3,975 
(56 countries );
— upper middle in-
come, $3,976 –$12,275 
(54 countries).
3) high income, 
$12,276 or more 
(70 countries ) 

The groups are:
1) developed countries 
(40 countries);
2) transition countries 
(18 countries 13);
3) developing countries 
(the rest of the countries)

The groups are:
1) advanced econo-
mies 14 (33, includ-
ing EU, New In-
dustrial Countries);
2) emerging and de-
veloping economies 
(139 countries)

 121314

8.2. Country Competitiveness Rankings

Country competitiveness is usually ranked by two organizations 
[35] (table 8.2):

International Institute for Management Development (IMD, 
Lausanne, Switzerland);

World Economic Forum (WEF, Geneva, Switzerland).

12 Calculated on the base of: Word Bank List of Economies//http://www. worldbank.org. 
13 Calculated on the base of: [Electronic resource]. URL: http://www.un.org/
rusian/issues/ldc/. 
14 Calculated on the base of: [Electronic resource]. URL: http://imf.org/external 
pubs/ft/weo/2009/02/weodata groups.htm#wa.

The end of table 8.1
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Table 8.2 
Competitiveness Ranking Comparison [35; 45] 

Sign IMD WEF 
Publica-
tion

The World Competitiveness 
Yearbook (WCY) 

The Global Competitiveness 
Report (GCR) 

Definition The competitiveness of the na-
tion is its ability to create and 
maintain an environment that 
ensures the growth of value-
added enterprises in the coun-
try and welfare of its citizens

Competitiveness is the set 
of institutions, policies, and 
factors that determine the 
level of productivity of a 
country

Number of 
countries 61 144

Informa-
tion base 

331 criteria 110 criteria

The IMD rankings are based on two types of data:
 – hard data: statistics are taken from international organizations (IMF, 

World Bank, OECD, ILO, etc.), private institutions (CB Richard 
Ellis, Mercer HR Consulting, PriceWaterhouseCoopers. etc.) and 
national sources through the IMD network of Partner Institutes;

 – survey data: each year IMD conduct a survey; business execu-
tives in top or middle management are asked to assess the situ-
ation in their own country in responding to a questionnaire.

Since 2005 the World Economic Forum has published the Global 
Competitiveness Index developed by Xavier Sala-i-Martín in collab-
oration with the Forum. Since an update in 2007, the methodology 
has remained largely unchanged. The GCI combines 114 indicators 
that capture concepts that matter for productivity. These indicators 
are grouped into 12 pillars: institutions, infrastructure, macroeco-
nomic environment, health and primary education, higher educa-
tion and training, goods market efficiency, labor market efficiency, 
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financial market development, technological readiness, market size, 
business sophistication, and innovation 15.

Example of competitiveness rankings is presented in Table 8.3.
Table 8.3 

Country Competitiveness Rankings 1617

IMD 16 2015 WEF 17 2014–2015
Country Score Place Country Score Place
USA 100.000 1 Switzerland 5.70 1
Hong Kong 96.037 2 Singapore 5.65 2
Singapore 94.950 3 USA 5.54 3
Switzerland 91.916 4 Finland 5.50 4
Canada 90.410 5 Germany 5.49 5

… … … Japan 5.47 6

China 76.987 22 … … …
Japan 72.827 27 China 4.89 28
… … … … … …
Russia 58.510 45 Russia 4.37 53
… … … … … …
Venezuela 34.261 61 Guinea 2.79 144

 
Data shows that competitiveness demonstrates the level of coun-

try development.
8.3. Scientific and Technical Potential of World Economy

On the modern stage of the world economy development the 
place of a country in international labor division is determined by its 
15 Source: [Electronic recourse]. URL: http://reports.weforum.org/global-
competitiveness-report-2015–2016/methodology/.
16 Source: IMD World Competitiveness Scoreboard, IMD, 2015.
17 Source: Global Competitiveness Report 2014–2015, WEF, 2015.
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capability to generate and introduce innovational ideas into produc-
tion and to put into practice the achievements of scientific and tech-
nological advance, which depends on volume of research and devel-
opment (R&D) spending as well (fragment is presented in table 8.4). 
This table contains data only for countries investing in R&D not less 
than 0.5 % of their GDP.

Table 8.4 
Countries research and development (R&D) expenditure 18 

№ Country R&D expen-
ditures ( % of 

GDP)
2005–2012

№ Country R&D expen-
ditures ( % of 

GDP)
2005–2012

1 Israel 4.4 31 Hungary 1.2
2 Finland 3.9 32 Russian Fed-

eration
1.2

3 Korea 3.7 33 Montenegro 1.1
4 Sweden 3.4 34 Tunisia 1.1
5 Japan 3.4 35 South Africa 0.9
6 Denmark 3.1 36 Serbia 0.9
7 Switzerland 3.0 37 Ukraine 0.9
8 United States 2.9 38 Turkey 0.8
9 Germany 2.8 39 Lithuania 0.8
10 Austria 2.8 40 Hong Kong, 

China (SAR)
0.8

11 Iceland 2.6 41 Iran 0.8
12 Singapore 2.4 42 India 0.8
13 Australia 2.4 43 Poland 0.7
14 France 2.3 44 Croatia 0.7
15 Slovenia 2.1 45 Belarus 0.6
16 Belgium 2.0 46 Gabon 0.6
17 Netherlands 1.8 47 Morocco 0.6

18 Data source: Human Development Report 2014, UNDP. [Electronic resource]. 
URL: http://www.undp.org.
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№ Country R&D expen-
ditures ( % of 

GDP)
2005–2012

№ Country R&D expen-
ditures ( % of 

GDP)
2005–2012

18 Canada 1.8 48 Malaysia 0.6
19 Ireland 1.8 49 Slovakia 0.6
20 United King-

dom
1.8 50 Malta 0.6

21 China 1.7 51 Cuba 0.6
22 Norway 1.7 52 Latvia 0.6
23 Luxembourg 1.6 53 Greece 0.6
24 Estonia 1.6 54 Bulgaria 0.6
25 Portugal 1.6 55 Argentina 0.6
26 Czech Republic 1.6 56 Costa Rica 0.5
27 Spain 1.4 57 Moldova 0.5
28 New Zealand 1.3 58 Botswana 0.5
29 Italy 1.3 59 Cyprus 0.5
30 Brazil 11.2 – – –

Research and development expenditure — current and capital 
expenditures (both public and private) on creative work undertaken 
systematically to increase knowledge and the use of knowledge for 
new applications, expressed as a percentage of GDP. It covers basic 
research, applied research, and experimental development.

A successive stage in the world technological development is closely 
connected with nanotechnologies emergence and development (table 8.5).

Table 8.5 
Government Investments in Nanotechnologies Estimates [35; 45] 

Country Government financing  
of nanotechnologies, mln $

European Union states (EU–25) 2,440

The end of table 8.4
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Country Government financing  
of nanotechnologies, mln $

United States 1,821
Japan 1,128
Russia 1,076
Germany 541
China 510
South Korea 350
Great Britain 184
Taiwan 97
India 50
Other countries 378

 
One of the rates of the countries’ scientific and technical poten-

tial is the amount of patents granted per million people of the country 
population. The record is kept by World International Property Or-
ganization (WIPO). The average world amount accounts for 90.7 pat-
ents per million people (table 8.6).

Countries’ scientific-technical potential development results in 
licenses trade. Under the license contract one party — a grantor of 
a license (a holder of prerogative right for the intellectual activity 
result) provides or undertakes a commitment to provide another 
party (a grantee of a license) with the right to use such a result in 
the framework specified in the contract. The advantages of the 
strategy oriented towards license purchasing include the possibil-
ity to meet new engineering and technology needs, time and cost 
saving in terms of carrying out their own research and develop-
ment.

The end of table 8.5
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Table 8.6 
Amount of Patents Granted in 20 Leading Countries, per 

1,000 people 

Rank
1998 2005

Country Amount 
of patents Country Amount of 

patents
1 Japan 994 South Korea 1233
 2 South Korea 779 Japan 857
 3 United States 289 United States 244
 4 Sweden 271 Finland 214
 5 Germany 235 Sweden 166
 6 France 205 Germany 158
 7 Luxembourg 202 France 155
 8 Netherlands 189 Russia 135
 9 Finland 187 Slovenia 133
 10 Switzerland 183 Netherlands 110
 11 Austria 165 Norway 103
 12 Russia 131 Singapore 96 
 13 Ireland 106 Austria 92 
 14 Slovenia 105 Ireland 80 
 15 Norway 103 Switzerland 77 
 16 New Zealand 103 Italy 71 
 17 Ukraine 84 United Kingdom 62 
 18 United Kingdom 82 Estonia 56 
 19 Australia 75 Spain 53 
 20 Israel 74 Belgium 51 

 
In table 8.7 you can see the license exporting countries rating. 

Ranking has been conducted on the basis of the amount of royalty 
and license fees received by a country.
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Table 8.7 
Leading Countries Royalty and License Fees, receipts  

(BoP, current US $) (per capita) by country 

Rank Country
Value  

(US $) per 
1,000 people

Rank Country
Value (US $) 

per 1,000  
people

1 United 
States 

57, 410, 000 21 Indonesia 263, 330

2 Japan 17, 655, 250 22 Russia 260, 200
3 United  

Kingdom 
13, 302, 890 23 Paraguay 196, 100

4 Germany 6, 827, 509 24 Austria 177, 031
5 France 5, 924, 442 25 China 157, 402
6 Netherlands 3, 866, 473 26 Egypt 136, 000
7 Canada 3, 471, 187 27 Brazil 101, 660
8 Sweden 3, 323, 575 28 New Zealand 101, 484
9 South Korea 1, 826, 800 29 Croatia 73, 149
10 Finland 1, 206, 513 30 Mexico 70, 400
… … … … … …

Table 8.8 shows license importing countries rating. Ranking has 
been conducted on the basis of the amount of royalty and license fees 
paid by a country.

Table 8.8  19 

Leading Countries Royalty and License fees, payments  
(BoP, current US $) (per capita) by country 

Rank Country Value (US $) 
per 1,000 people

Rank Country Value (US $) 
per 1,000 people

1 United States 24, 501, 000 11 France 3, 229, 537
2 Ireland 19, 426, 120 12 Spain 2, 639, 171
3 Japan 14, 653, 470 13 Italy 1, 942, 166

19 Data source: Royalty and license fees, receipts by country//http://www.
nationmaster.com/.
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Rank Country Value (US $) 
per 1,000 people

Rank Country Value (US $) 
per 1,000 people

4 United  
Kingdom 

9, 068, 751 14 Thailand 1, 674, 124

5 Singapore 8, 646, 649 15 Australia 1, 644, 625
6 Canada 6, 649, 260 16 Russia 1, 593, 210
7 Germany 6, 589, 454 17 Sweden 1, 498, 134
8 China 5, 321, 254 18 Brazil 1, 404, 494
9 South Korea 4, 397, 800 19 Malaysia 1, 369, 656
10 Netherlands 3, 691, 846 20 Austria 1, 334, 044

 
Innovational development is directly linked to the ‘high-tech-

nology’ concept. High-tech products comprise the following in-
dustries products: aerospace, pharmaceutical, radio-, television 
and communication equipment, computers, precision, medical 
and optical instruments and devices. High-tech products mar-
kets are traditionally dominated by leading economically devel-
oped countries such as the USA, Japan, the UK, Germany and 
France. They can be faced with the competition in some global 
market segments from companies of South-East Asia new indus-
trial countries — Hong — Kong, Malaysia, Taiwan, Singapore 
and South Korea. China (supplying electronic and radio-engi-
neering devices) and India (selling software and pharmaceuti-
cals) are strengthening their positions. Russia’s share in high-tech 
production is small and accounts for just 0.3 %. Currently Russia 
can adequately compete only in space engineering and services, 
military aircrafts, nuclear technologies and some kinds of elec-
tronic industry goods markets.

Competitive manufacturing development on the innovational 
basis is favored by applying advanced manufacturing sciences 
and by modernizing enterprise manufacturing capabilities. In 
this context it is necessary to point out the significance of “new 

The end of table 8.8
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economy” industries that is information and communications tech-
nology (ICT). In conditions of ICT dynamic development and ris-
ing country economy productivity dependence on introduction 
and reliance on given technologies there has arisen a necessity of 
measuring different economies readiness to use advantages pro-
vided by ICT.

World Economic Forum publishes the annually “Global In-
formation Technology Report”, assessing Network Readiness In-
dex (NRI). Network Readiness Index measures the propensity for 
countries or societies to exploit the opportunities offered by infor-
mation and communications technology. NRI is a combination of 
some 67 variables, which are grouped into 9 sub-indices. From those 
9 sub-indices, 3 major component indices are built (environment, 
readiness and usage), which are then aggregated into a single index, 
the NRI.

The ‘environment’ component includes items such as a country’s 
regulatory regime or legal framework for ICT, or the availability and 
quality of IT infrastructure.

The second pillar (readiness) looks at actual levels of networked 
readiness of the three main subsets of stakeholders in the economy: 
individuals, businesses, and governments.

Finally, the actual levels of usage of ICT by those same three 
groups constitute the ingredients of the third pillar of the NRI (us-
age).

The 67 data used for NRI computations include hard data (typi-
cally statistics collected by the International Telecommunications 
Union (ITU) or the World Bank, for example — mobile phones us-
ers’ numbers, Internet users’ numbers, ICT services import and soft 
data, mostly derived from the World Economic Forum’s Annual Ex-
ecutive Opinion Survey.

The maximum NRI value is 6. In 2015 ranking includes 143 coun-
tries in accordance with their propensity to exploit information and 
communications technology (table 8.9).
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Table 8.9 
The Networked Readiness Index Rankings (2015) 20 

Rank Economy Value Rank Economy Value
1 Singapore 6.0 25 Ireland 5.2
2 Finland 6.0 26 France 5.2
3 Sweden 5.8 27 Qatar 5.1
4 Netherlands 5.8 28 Portugal 4.9
5 Norway 5.8 29 Malta 4.9
6 Switzerland 5.7 30 Bahrain 4.9
7 United States 5.6 31 Lithuania 4.9
8 United Kingdom 5.6 32 Malaysia 4.9
9 Luxembourg 5.6 33 Latvia 4.7
10 Japan 5.6 34 Spain 4.7
11 Canada 5.5 35 Saudi Arabia 4.7
12 Korea, Rep. 5.5 36 Cyprus 4.7
13 Germany 5.5 37 Slovenia 4.6
14 Hong Kong SAR 5.5 38 Chile 4.6
15 Denmark 5.5 39 Barbados 4.6
16 Australia 5.5 40 Kazakhstan 4.5

17 New Zealand 5.5 41 Russian  
Federation 4.5

18 Taiwan, China 5.5 42 Oman 4.5

19 Iceland 5.4 43 Czech Republic 4.5
20 Austria 5.4 … … …
21 Israel 5.4 140 Angola 2.5
22 Estonia 5.3 141 Burundi 2.4

23 United Arab 
Emirates 5.3 142 Guinea 2.4

24 Belgium 5.3 143 Chad 2.3

20 Source of data: Global Information Technology Report 2015. World Economic 
Forum [Electronic resource]. URL: http://www.weforum.org.
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World practice has worked out 2 polar models of the coun-

try’s economic development: a raw materials sources model and 
an innovation model. In economy realizing raw materials sources 
model means that the GDP structure is dominated by primary 
sector and mining industry. An innovation model of economic de-
velopment implies that the GDP structure is dominated by pro-
cessing industries, producing advanced technology products and 
sector of services, rendering which is associated with high tech-
nology.

The comparative degree of economy innovativeness is iden-
tified with the help of Global Innovation Index, which evaluates 
country’s economic systems capacity to develop and use the newest 
technology, raise personnel potential, and also it gives clear idea of 
system advantages and disadvantages in terms of innovation policy 
and practice (table 8.10) [35; 45]. Ranking countries by the value 
of the innovation index is performed by Boston Consulting Group, 
National Association of Manufacturers and Manufacturing Insti-
tute (USA).

In computing Global Innovation Index both input factors (for 
example, R&D government spending, educational, immigra-
tion, intellectual property protection policies, workforce qual-
ity and others) and output factors (for example, R&D invest-
ments, registered patents number, technology transfer, innovation  
commercialization level, high-tech export, labor productivity, 
employment growth and others). International Innovation In-
dex value is varied from –2 to 3. Ranking includes 110 coun-
tries, Russia having been ranked 49 in overall 2009 ranking  
(54 in 2007), and in the top countries in the world by GDP rank-
ing — 16.
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Table 8.10 
Global Innovation Index for Leading Countries 

Overall ranking The top 20 countries in the world by 
GDP ranking

Rank Country/ 
Economy Score Rank Country/ 

Economy Score

1 Singapore 2.45 1 South Korea 2.26
2 South Korea 2.26 2 United States 1.8
3 Switzerland 2.23 3 Japan 1.79
4 Iceland 2.17 4 Sweden 1.64
5 Ireland 1.88 5 Netherlands 1.55
6 Hong Kong 1.88 6 Canada 1.42
7 Finland 1.87 7 United Kingdom 1.42
8 United States 1.8 8 Germany 1.12
9 Japan 1.79 9 France 1.12
10 Sweden 1.64 10 Austria 1.02
11 Denmark 1.6 11 Spain 0.93
12 Netherlands 1.55 12 Belgium 0.86
13 Luxembourg 1.54 13 China 0.73
14 Canada 1.42 14 Italy 0.21
15 United Kingdom 1.42 15 India 0.06
16 Israel 1.36 16 Russian  

Federation - 0.09

17 Austria 1.15 17 Mexico - 0.16
18 Norway 1.14 18 Turkey - 0.21
19 Germany 1.12 19 Indonesia - 0.57
20 France 1.12 20 Brazil - 0.59

International Innovation Index value is varied from (–2) to (+3).
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8.4. BRICS 21 Countries in International Innovation  
Rankings 22 

Four of the BRICS countries (China, Russia, Brazil and India) 
are the largest emerging economies in the world. All BRICS coun-
tries are actively transforming, modernizing and rebuilding, turning 
from the regional leaders into the largest actors in the global arena. 
In this part the positions of the BRICS countries in the international 
rankings of innovation capabilities will be characterized in compari-
son with the positions of the leaders of the global economy. China 
occupies a higher position in the international rankings, compared 
with the rest of the BRICS.

The BRICS are very different countries. Political structures of 
BRICS are markedly different. The cultures of multiethnic popula-
tion, living in each of them, are diverse. In demographic terms, they 
are also very different countries. There are two countries with more 
than a billion people in BRICS group — China and India. They are 
hardly comparable by the territory size and existing natural resources 
potential, although the resource potential of each country is very 
considerable for the world economy. But yet, among the key features, 
which unite the BRICS countries, the following should be noted: 
significant economic growth rates, huge human capital (popula-
tion and intellectual resources), absolute leadership in each of their 
geographic region, and, the most important, the ability to make a 
profound impact on the world economy in the next 20–30 years. 
All BRICS countries are actively transforming, modernizing and re-
building, turning from the regional leaders into the largest actors in 
the global arena. The comparison of the positions of the leading 
countries of the world economy and the BRICS countries in inter-
national rankings of the innovation development was held. They are: 

21 Brazil, Russia, India, Chine, South Africa. 
22 Prepared with the assistance of Prof. I. A. Rodionova, Doc. Sc (Economics), 
Peoples’ Friendship University of Russia.
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Knowledge Economy Index (KEI), Networked Readiness Index 
(NRI), Informational Society Index (ISI), Global Innovation Index 
(GII).

While analyzing of the positions of the BRICS countries and their 
universities in international rankings, it is important to understand 
what should be done to ensure, that these states will be among the 
leaders of the world economy. First of all, it can be done through the 
development of their own innovative paradigm of national develop-
ment.

The Global Competitiveness Index (GCI)
The World Economic Forum defines competitiveness as “the set 

of institutions, policies and factors that determine the level of pro-
ductivity of a country”, which in turn determines the level of pros-
perity an economy can reach. And it is pointed out that the more 
competitive countries are able to provide the higher level of income 
for their citizens. To compile its GCI, the World Economic Forum 
looks at many components, grouped into 12 “pillars of competitive-
ness”, of which higher education and training is the fifth.

Finally, the position of the BRICS countries in the ranking of 
GCI, calculated for 139 countries, in which indicators of the index 
ranges from 1 to 7, is characterized [32]. The integral index deter-
mines three main positions: basic conditions, factors of efficiency 
and factors of innovation. Information about all the components of 
the index is very important for the comparison.

Competitiveness Index includes 113 variables that describe in detail 
the competitiveness of countries in the global economy. It is impor-
tant to note that one factor (a variable) alone is not able to improve or 
provide a high level of competitiveness of a national economy. Thus, 
the effect of increasing cost of education can be reduced, for exam-
ple, because of the labor market inefficiency and etc.; or there will 
not be any high results if the graduates do not have any opportunities 
to be appropriately employed. Attempts to optimize the control of the 
public finances will be successful only in the absence of corruption, 
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transparency, financial management, etc. It is important to take into 
account the fact that employers will invest in R&D and implement 
new technologies into production, only if the potential profits exceed 
the necessary investments.

China has the best position, among the BRICS countries, in this 
ranking — 29th position in 2014. South Africa, Brazil and India are 
ahead of Russia. In the ranking of 2010–2011, Russia ranked 63rd 
place (in the ranking of 2011–2012–67th), and in 2014–64th. It should 
be pointed out that our country lags behind OECD countries on the 
average value of the Global Competitiveness Index (the average rate 
of the index of OECD countries is 4.9 on a 7-point scale, while Rus-
sia’s — 4.25). In other words BRICS (and Russia) seriously lagging 
behind many countries in the world (and not only highly developed). 
At the beginning of the rating table, i. e. in the group leaders, are: 
Switzerland, Singapore, Finland, Germany, the USA, Sweden, 
Hong Kong, Japan, Netherlands, United Kingdom and other devel-
oped countries. It is important to notice that China has moved al-
ready to 29th place, up close to the Republic of Korea, and both states 
are far ahead of Russia in many respects [32].

And the more detailed analysis of countries’ positions on every 
component of the Index shows what factors have the most signifi-
cant impact on the development of BRICS countries in recent years, 
and what reasons underlie behind the great difference of countries’ 
positions in the international ranking.

The factors include: 1) basic conditions: institutions, infrastruc-
ture, macroeconomic environment, healthcare and primary educa-
tion; 2) factors increasing efficiency: higher education and profes-
sional training, goods and services market efficiency, labor market 
efficiency, level of financial market development, technological level, 
size of the market; 3) factors of innovation: ‘advancement’ of busi-
ness: companies’ competitiveness, innovation potential.

The world ranking of competitiveness shows that the stages of de-
velopment in the BRICS countries are different. Thus, Brazil and 
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Russia are in the process of transition to a higher, third stage: towards 
an economy based on innovation. India is still in the first stage: the 
country’s economy is based on the basic conditions (factors of pro-
duction), and its competitiveness depends on the basic conditions of 
development. China and South Africa are in the second stage, which 
shows an economy based on efficiency. In this ranking among the 
BRICS highest score in the field of higher education and training re-
ceived Russia (in this section — 39th place out of 148; 47th — in 2013), 
followed by Brazil — 41st (72nd — in 2013), China — 65th place (70 in 
2013), South Africa — 86th (89th in 2013) and India — 93rd (91st in 
2013) [32].

Knowledge Economy Index (KEI)
At present, there are several complex indicators (integral indi-

ces) characterizing the level of the development of knowledge-based 
economy. They show the differences between countries in the degree 
of the usage of innovation and information technologies.

Countries with high prevalence of ICT also achieve significant re-
sults in the prosperity of the population (GDP per capita growth). 
However, this effect works only when a country reaches a certain 
threshold of ICT usage through the governance of socio-economic 
development. The countries with the high share of illiterate popula-
tion are not able to attain this effect (India with its 109th position in 
Knowledge Economy Index is an example).

The knowledge assessment methodology proposed by the World 
Bank for characterizing the countries’ capacity to create, receive and 
spread knowledge, is the basis of the calculation of Knowledge Econ-
omy Index [19].

Analysis of the data allows to estimate the positions of the 
BRICS in the world ranking and to identify their positions in com-
parison with other countries by the components of integral indices 
(including institutional regime, innovation, education, ICT usage).

Leading positions in the ranking are occupied by Western Euro-
pean countries (Sweden, Finland, Denmark, the Netherlands, Nor-
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way) with high rates of innovative economic development. Russia’s 
position in this ranking is not high: 55 place out of 145 by Knowledge 
Economy Index. But current positions of other BRICS countries are 
even lower: Brazil has the 60th position, South Africa — the 67th, Chi-
na — the 84th position and India — the 109th) [26].

Many countries of Central and Eastern Europe — Czech Republic, 
Poland, Slovakia, Croatia, Romania, Bulgaria and Serbia are ahead 
of Russia. At the same time, many CIS countries are on even lower 
positions than Russia (from 56th of Ukraine to 106th of Tajikistan) [26].

Russia has particularly low figures on one of the Index compo-
nents — the institutional regime. China and India also have signifi-
cantly low index values on the following Index elements: institu-
tional regime, education, informational technologies usage; South 
Africa — on ICT usage.

Global Innovation Index (GII)
As in previous years, the GII relies on two sub-indices — the In-

novation Input Sub-Index and the Innovation Output Sub-Index. As 
a result, four overall measures are calculated: the overall GII, the In-
put and Output Sub-Indices, and the Innovation Efficiency Ratio. 
The 143 economies and 81 indicators, presented in the GII 2014, 
cover a range of themes, providing us with a rich dataset to analyze 
global innovation trends. However, it is important to note that the 
GII model has changed over the last editions. So, in ranking table of 
GII in 2014, the following can be marked: China has the 29th (35th — 
in 2013) place, Russia — 49th (62nd — in 2013), South Africa — 53th 
(58th — in 2013), Brazil — 61st (64th — in 2013), India — 76th in 2013 
[34]. The leading countries in the ranking are Switzerland, UK, 
Sweden, Finland, Netherlands, the USA, Singapore, Denmark, 
Luxembourg, Hong Kong, Ireland. Japan is on the 21st line among 
143 countries in the rating.

Networked Readiness Index (NRI)
The Networked Readiness Index (NRI), part of the 2014 Glob-

al Information Technology Report: The Risks and Rewards of Big 
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Data, published today, ranks 148 countries for the quality of their 
digital infrastructure and ability to use ICTs to generate economic 
growth, foster innovation and improve the well-being of their citi-
zens [33]. The NRI measures on a scale from 1 (worst) to 7 (best). 
NRI is calculated on the base of three data sets: 1) availability of net-
work infrastructure; 2) readiness to usage it in the civil society, busi-
ness sphere and government structures; 3) the real level of ICT usage. 
Index components reflect the key factors that influence the informa-
tion technology development. So, characterizing the positions taken 
by the leading countries and rapidly emerging BRICS countries is 
the important stage.

It should be noted that there have been some changes in the rank-
ing on Networked Readiness Index — compared with the rating in 
2009. The number of analyzed countries increased from 134 to 148. 
Though there were insignificant rearrangements in the group of lead-
ers, the first places in 2014 were taken by: Finland, Singapore, Swe-
den, Netherlands and Norway. It is important to notice that Russia is 
just on 50th place in the rating table in 2014, and is followed by China 
(62nd), Brazil (69th), South Africa (97th) and India (83rd) [33].

But the most important item is a detailed analysis of countries’ 
positions on the individual components of the Index, which char-
acterize not only the level of usage of network structures (number 
of Internet users, mobile phones, personal computers, access to 
the Internet, etc.), and also factors that contribute to this process. 
They are: the level of access to network technologies from the po-
sition of infrastructure development, equipment availability, etc.; 
policy in the field of network technologies (ICT policy, business and 
economic environment); the level of the development of network 
society (education process supported by network technologies, ICT 
possibilities, social capital); the level of the development of network 
economy (e-commerce, e-government, general infrastructure). Ex-
actly by these positions there are differences between the leaders and 
BRICS countries, so, it illustrates their low positions in the ranking.
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What else should be considered in this context? It is our deep con-
viction that a high position in the innovation rankings is achieved 
primarily due to an excellently developed higher education system.

Position BRICS universities in international rankings
History of the educational rankings begins with the 1983 US Mag-

azine “US News & World Report” published a ranking of colleges. 
In the ranking there were identified emerging globalization of higher 
education. In 2003, the Institute of Higher Education of Shanghai 
University (Shanghai Jiao Tong University) has published its first 
list of 500 leading universities in the world (Academic Ranking of 
World Universities, ARWU-500) [44]. Subsequently, representatives 
of other countries also began to use the Shanghai ranking for de-
termining the results of its operations. In 2014, the position of the 
leaders was the following: eight American and two British university: 
Harvard, Stanford University, Massachusetts Institute of Technolo-
gy, University of California at Berkeley, Cambridge, Princeton Uni-
versity, California Institute of Technology, Columbia University, the 
University of Chicago and Oxford. Note that in this rating yet there 
are two Russian university — Moscow State University (84th posi-
tion) and Saint Petersburg State University (below 300th position). To 
compare: in 2004 there was presented the first annual ranking of the 
newspaper THES. This is the ranking of the best universities in the 
world QS World University Rankings. In the top 400 last rating from 
Russia and India were at 5 universities from each country; 3 universi-
ties from Brazil and South Africa (from each country), from China 
–11. Of the Top-10 universities in the BRICS — 7 from China, as 
well as one from Russia, Brazil and South Africa. Peking University 
was on the 46th (Tsinghua University — 48th and Fudan University — 
88th; Lomonosov Moscow State University — 120th place).

Analysis of tables of international ratings (Academic Ranking of 
World Universities — ARWU-500, QS World University Rankings, 
Ranking Web of Universities) [24; 39; 44] has shown that the most 
famous Russian universities are present in them, but they are not 
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leaders. Their leadership and competitiveness in the Russian market 
of educational services are supported only by Lomonosov Moscow 
State University and Saint Petersburg State University.

British publication Times Higher Education published a ranking 
of the best universities in emerging economies 2014–2015 (Times 
Higher Education BRICS & Emerging Economies 2014–2015) [37]. 
The rating included 22 universities states: five BRICS group of coun-
tries, as well as 17 other countries with developing economies (Chile, 
Colombia, Czech Republic, Egypt, Hungary, Indonesia, Malaysia, 
Mexico, Morocco, Pakistan, Peru, Philippines, Poland, Taiwan, 
Thailand, Turkey and the UAE).

The basis of the method of determining the ranking was the best 
universities in the world Times Higher Education, which is consid-
ered one of the most influential global researches in this field. The 
top universities ranking uses a similar methodology as the Times 
Higher Education World University Rankings, covering all core mis-
sions of a world-class university — teaching, research, knowledge 
transfer and international outlook — using 13 carefully calibrated 
performance indicators. Of the BRICS nations, China stands out 
and Russia shows great potential, but other emerging economies are 
also gaining in strength.

China has reinforced its dominance of the Times Higher Educa-
tion BRICS & Emerging Economies Rankings. In this year ranking 
(2015) of leading research universities in countries defined as emerg-
ing economies, China took 27 of the Top-100 places. China also re-
tains its place at the top of the table, with Peking University holding 
on to first place and its Beijing neighbor Tsinghua University retain-
ing second place.

India has 11 universities in the Top-100, led by the Indian In-
stitute of Science in 25th place. It is followed by Russia, which has 
seen huge improvements with seven institutions making the top 100. 
Brazil has four institutions in the Top-100, with its number one, the 
University of Sao Paulo (10th place). South Africa has five Top-100 
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institutions, led by the University of Cape Town in 4th place [37].
China is the country that has moved ahead impressively. China, 

for almost two decades, has had a coherent plan to build up its re-
search universities to “world-class” quality and it has devoted con-
siderable resources to this. Indian universities lack the autonomy 
needed to be world class. They are controlled so heavily by regula-
tors and government; they cannot innovate, be current nor aspire to 
reach the top. They are also starved of adequate research funding. 
Russia has the greatest potential of the BRICS countries beyond 
China. Russia’s position in 2015 looks stronger. Its top-ranked in-
stitution, Lomonosov Moscow State University, has risen from 10th 
last year to 5th this year, while Novosibirsk State University, thanks 
to a greatly improved score for research impact helped in part by the 
better integration with its local research institutions, has rocketed 
straight into 34th place, from outside the Top-100 last year. Saint Pe-
tersburg State University has risen four places to join 64th.

Thus, it should be emphasized again that education and innova-
tions play the major role in creation and implementation of innova-
tion, increasing of productivity and competitiveness, contribute the 
diversification of economy and stimulate business activity.

Higher education and training have a greater weight in countries 
at stages of development, based on efficiency and innovation. The 
emphasis is placed on research and development, as well as the co-
operation of universities with business, with industry.

Despite impressive success of China, Russia and India, in BRICS, 
as a whole, the information technology development still lags behind 
the level of ICT usage in developed economies, and it reflects in the 
positions of these countries in the international rankings.

In our deep conviction, Russia and other BRICS countries have 
a very significant potential for transformation and development. 
For the integration into the community of developed countries it is 
needed supporting the high level of human capital. Solution of all 
these issues is urgent for BRICS countries. And they definitely will 
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occupy in the future higher places in the international rankings of in-
novation development. For generation of knowledge and technology 
with usage of all available BRICS opportunities, it is necessary to 
have a solid foundation for the formation of scientific and techno-
logical capacity. ICT penetration in all economic sectors and spheres 
of life is a key factor of scientific, technical and economic progress in 
the context of globalization.

9. countrIEs’ posItIon In World Economy

Tasks:
 – identify positive and negative effects on the country’s partici-

pation in various forms of international economic relations;
 – define the position of Russia in world economy;
 – view the position of European countries in world economy;
 – view the position of China in world economy;
 – view the position of Brazil in world economy.

9.1. Russia in World Economy 23 

In the context of the international division of labor in Russia the 
mineral complex is dominated. But the contours of a new paradigm 
are traced: ICC stands the basis of renewal and is the transitional 
bridge for the entire Russian economy for the sixth technological 
system. Russia is aimed at maintaining the interests of compromise 
along the whole chain of interactions from extraction to consumption 
of mineral resources, as well as the creation of high-tech economy. 
Qualitative changes should be revealed in advance of the growth of 
the final product, compared with an intermediate, in the preferential 
growth of industries that determine the acceleration of the scientific 
and technological progress.

The collapse of the Soviet Union and the economic disintegra-
tion in the post-Soviet states had a significant impact on weaken-

23 Prepared with the assistance of Associate professor A. A. Frolov, PhD. 
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ing Russia’s position in the global economy. During the second half 
of XX century the Soviet Union on many economic indicators in-
cluding the growth rate and volume of production in many industries 
was not just among the world leaders and often took 1–2 places in the 
roster. The total economic crisis and vast industrial decline, the col-
lapse of the socialist camp which influenced on the main part of ma-
chinery export of the Soviet Union (75.7 % in 1986) largely predeter-
mined the position of Russia’s foreign trade structure. If in 1990 the 
share of energy products in Soviet exports was 40.5 %, machinery and 
equipment were 18.3 %, in 1998 these figures were 42.8 % and 11.4 % 
respectively. In 1992 (in a year after the disintegration of the USSR) 
the share of raw materials and semi-products reached 95 % [13].

In 1990s the importance of Russia in the global industry de-
creased significantly. By 1997 Russia’s GDP, calculated according to 
the new concept of national accounts, declined by more than half 
compared with 1990. Russia’s share in the world industrial produc-
tion changed from 10.3 % in 1990 to 4.5 % in 2000. In the period 
of 2000–2008 Russia accounted for only 2–3 % of global GDP in 
terms of the purchasing power parity (up to 2007 is 2,08 trillion dol-
lars, compared to the U. S. — to $ 13,86 trillion, in 2008, respectively 
2,27 and 14,26 trillion dollars. Russia’s share in the world production 
of high-tech products was only 0.3 % in 2005–2008 [13].

Nevertheless, actual data of Russian Federation Statistics Service 
[16] show the steady growth of the foreign trade turnover (appen-
dix 1 — on balance of payments methodology). At the same time, 
despite fluctuations in exports and imports, the balance has always 
remained positive since 1992. In conditions of the external debt and 
capital flight it contributes to the accumulation of foreign currency 
and foreign debt servicing.

Unfortunately, at present of all Russian exports of goods there 
are exclusively raw materials and products of shallow processing. In 
the overall structure of Russian export the share of raw materials and 
products of the initial stages of processing is more than 70 %. Despite 
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the fact that Russia can produce up to 60 % of telecommunication 
equipment, currently available in the world, it lags well behind the 
developed countries in terms of the development of communication 
and telecommunication services to share in the global computer park. 
Unfortunately, in the international division of labor Russia plays a 
role of a supplier of mineral raw materials, exchanging them for the 
equipment, consumer goods and foodstuffs. It would be desirable to 
believe that this distribution of roles is not final. The structure of for-
eign investments received by the Russian Federation consists of the 
following relation — direct, portfolio and others (appendix 2). Un-
fortunately, there is an increased share of ‘others’, i. e. credits, loans, 
etc. (investments on the return basis). The problem of the develop-
ment of the investment cooperation is one of the most topical for 
Russia. In the industry the structure of foreign direct investments has 
resource-orientation.

In conclusion, we’ll show Russia’s place in the world economy 
(table 9.1).

Table 9.1 
Russia in the World’s Largest Economies, 2010 24 

Country GDP to 
PPP.

bln dollars

Share in 
world 

GDP, %

GDP per 
capita, 
dollars

Structure of GDP, %
agricul-

ture
indus-

try
services

Russia 2,229 3.0 15,900 4.2 33.8 62.0
World 
total

74,430 100.0 11,100 5.8 30.8 63.4

 
At the same time, in Russia there are new emerging points of 

the world growth — clusters. One of them is the Titanium Valley 
(Sverdlovsk Ural region). Main figures of the region are [31]: area — 
194,800 km 2; population — 4,400,000 inhabitants; foreign trade 
turnover — 8 bln euro; foreign investments in the region — more than 
24 According to: The World Factbook [Electronic resource]. URL: http://www.cia.gov.
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1 bln euro; trade partners — from 125 countries. Sverdlovsk region is 
a historically leading industrial region with the 40 % of all industrial 
production in Russia. Region has a strong industrial diversification, 
high qualified specialists, strong research base and experience. Sver-
dlovsk region has a strategic geographical location; it is situated in 
the hub of the intersection of the main transport flows which connect 
Europe and Asia. It is defined as the third transport hub of Russia. 
As for the socio-economic results, Sverdlovsk region is in the Top-10 
regions of Russia: ranks 3rd in the volume of the retail trade turnover; 
ranks 6th in industrial production; ranks 8th in the volume of invest-
ment in the fixed capital.

Investment climate of the region is favorable which is confirmed 
by the number of international investment projects in the differ-
ent industrial field, for example, production of electric locomotive 
(Siemens AG and Group SINARA), cement production (Dycker-
hoff and Sukholojcement), titanium component production for the 
airplane industry (The Boeing Company and VSMPO-AVISMA) 
etc. In the area of the concentration of specific industrial resources 
the process of clusters formation is taking place. Industrial com-
panies, laboratories, universities and scientific centers form the or-
ganization, developing mutually advantageous innovation programs, 
which have access to the financial support from the main govern-
ment fund. One of the bright examples of such kind of clusters is the 
“Titanium Valley” [38] cluster and its innovation program develop-
ment. The core of “Titanium valley” is a VSMPO-AVISMA S. P.A 
company, the worldwide leader in titanium production — 35 % of the 
world share. About 70 % of the production output is being exported, 
supplying: 40 % of all needs for Boeing company; 60 % for concern 
EADS, 100 % for Embraer, 95 % for BF Goodrich.

The innovation level of this cluster reached 40 % and future 
growth is expected (appendix 3). The “Titanium Valley” cluster is 
one of the 6 territories of Russia which has got a status of Free Eco-
nomic Zone. Total area 584,4 ha, including first section 295,4 ha, 
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second section 289 ha. The government contributes to the project 
through the infrastructural development (state-private partnership). 
“Titanium Valley” can be described as follows (appendix 4). During 
the analysis we have identified 15–20 industrial specialization (prior-
ities) that can be placed in the special economic zones (appendix 5).

9.2. European countries (Italian Case)  25 

Despite the crisis, Italy is one of the successful countries in Eu-
rope. Some numerical data according to the World Assessment and 
Ranking of Italy’s economy:

 – GDP growth in 2014 is 0.5 % which shows significant im-
provement compare to 2013 with GDP growth — 1.9 %; 26 

 – based on the criteria of the International Finance Corporation 
(IFC), Italy’s position is 56th (73th — in 2013, 80th — in 2011) 
in a list of 183 countries in terms of Doing Business 2015 27;

 – according to the Global Innovation Index (GII) Italy ranks 
31 out of 142 countries. But analyzing the report we see that 
at some position Italy is leading: cluster development, knowl-
edge impact, ecological sustainability etc. [34];

 – GCI (Global Competitiveness Index) shows 49th position 
of Italy which is not improving over the years and can explain 
the difficulties to overcome crisis [14].

Italian economy has its own peculiarities. Based on the traditional 
approach they can be determined as the following [12]:

 – Italian economy is characterized by the developed north with 
many industrial companies and the less-developed (weak) 
south agriculture-based, with the high unemployment rate, it 
depends on government subsidies;

25 Prepared with the assistance of E. A. Frolova. 
26 Country Report for Italy/European Commission [Electronic resource]. URL: 
http://ec.europa.eu/economy_finance/. 
27 Doing Business in Italy 2015 [Electronic resource]. URL: http://www.
doingbusiness.org/.
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 – Italian economy is composed of many small and medium-
sized family-owned companies;

 – almost 70 % of the Italian GDP is achieved in the service sec-
tor; tourism plays a very important role for the economy;

 – mentality and traditions (south mentality, attitude to life and 
work is very different from the north part of the country);

 – main peculiarity of the Italian economy are industrial dis-
tricts.

Till 2007 the Italian economy always had a positive growth, dur-
ing the recession and crisis period the GDP growth dropped dramat-
ically. The Italian economy is still not recovered, but in the beginning 
of 2014 the positive trend was marked. Anyway it is difficult to make 
any forecast about the next months and the year 2014 as a total (table 
9.2).

Table 9.2 
Dynamic of Italian GDP Growth Rate ( %) [9] 

Year 2006 2007 2008 2009 2010 2011 2012 2013
GDP Growth Rate 
( %)

2.2 1.7 –1.2 –5.5 1.7 0.5 –2.5 0.7

 
The following tables (table 9.3, table 9.4) represent the trend of 

the GDP growth of four countries of EU.
Table 9.3 

Gross Domestic Product (GDP) Growth in European countries 
(by IMF) [10] 

Country GDP Growth
2011 2012 2013 2014

Germany 3.01 0.09 0.03 1.03
France 2.0 0.0 –0.2 0.8
Italy 0.4 –2.4 –1.8 0.7
Spain 0.4 –1.4 –1.6 0.0
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Table 9.4 
Gross Domestic Product (GDP) in main European countries, 2012 28 

Ranking Economy Millions of US dollars
1 United States 16,244,600
2 China 8,227,103
3 Japan 5,959,718
4 Germany 3,428,131
5 France 2,612,878
6 United Kingdom 2,471,784
7 Brazil 2,252,664
8 Russian Federation 2,014,775
9 Italy 2,014,670
10 India 1,841,710

Talking about the perspective we can underline some positive changes:
 – Italy ranks as the 9th economy in the world;
 – Italy is one of the six founders of the European Union;
 – Italy is a member of the G8 group of countries;
 – in 2006 Italy hosted Winter Olympic Games in Turin; Uni-

versal Exposition EXPO-2015 29 was held in Milan, Italy;
 – GDP of 2013 and 2014 is showing positive trend and accord-

ing to the main estimations it is above zero;
 – Italy still remains a leading exporter of many good;
 – government has undertaken several reform initiatives in order 

to improve the current economic situation and to increase 
long-term economic growth; the new government with the 
new Prime Minister are elaborating new strategies, the pro-
gram against corruption, taxation, innovation, program to re-
duce unemployment; one of Matteo Renzi’s priorities will be 
to boost Italy’s economic growth;

28 Dataset GPD Ranking [Electronic resource]. URL: http://data.worldbank.org/
data-catalog/GDP-ranking-table.
29 EXPO-2015. [Electronic resource]. URL http://archspeech.com/article/
steklyannyy-derevyannyy-ustoychivyy-pavil-ony-bel-gii-i-yaponii-na-ekspo-2015.
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 – in 2013 many Italian companies successfully went public. Eu-
rope’s most successful initial public offering of 2013 was done 
by Moncler, the company’s value increased significantly. Go-
ing public provided money to expand internationally and gave 
the firm a bit more credibility abroad.

When Italy recovers economic growth (for now the economic 
growth is much less than the interest rate that the country should pay 
for its debt) it will be able to pay not just interest rates of the debt but 
also the debt itself. Italy has a very good potential and together with 
other strategic programs of development this country can improve its 
position on the international market.

Italy’s export volumes in 2014 and 2013 remain almost the same com-
pare with 2012, while imports decreased by 4.8 %. Export was positive 
towards non-EU countries (+1.3 %) and negative towards EU countries 
(–1.2 %) during the year 2013. Export as a percentage of GDP in 2012 was 
equal to 30 %, and import 29 % 30. The country’s major trade partners are 
Germany, France, U. K., Spain, China and the U. S. (table 9.5).

Table 9.5 
Italian main trading partners (millions of euro), 2012 31 

Countries to which Italy exports Countries from which Italy imports
Germany 48,713 Germany 55,219
France 43,169 France 31,318
United States 26,656 China 24,695
Switzerland 22,878 Netherland 20,388
United Kingdom 18,964 Russia 18,331

Note:
Export: Machinery & Equipment, Fabricated metal products, Textiles&Clothing, 

Transport equipment.
Import: Mining and quarrying products, Chemical products, Basic metals, 

Transport equipment, Textiles, Food&Tobacoo.
30 Export and Import of Italy/Database of Eurostat [Electronic resource]. URL: 
http://epp.eurostat.ec.europa.eu/.
31 Italy in figures 2013/Report of Italian Institute of Statistic [Electronic resource]. 
URL: www.istat.it.
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At the same time Italian economy has not recovered yet after the 
recession and World Financial crisis of 2008. It caused by the over-
all world situation which is not stable but not only. Italy has a set 
of problems and obstacles which keep Italian economy in stagnation 
and prevent the growth:

 – weak government and political apathy;
 – inefficient judicial system and gap between law and practice;
 – corruption: Italy’s Court of Auditors estimates that corruption 

costs Italy € 60 billion each year, a lot of corruption scandals;
 – government debt: the Italian government’s debt, at 133.3 % 

of GDP is markedly high, compare with European countries. 
Italy’s big problem is that it spends most of its state revenues 
paying off two trillion Euros of public debt while consumer 
spending is low and county’s exports lost competitive edge in 
many sectors where it had leading position 32;

 – composition of trade changed significantly. This change was in-
fluenced by many external factors as cheap Chinese goods 
against expensive but high quality Italian one (on this base Italy 
lost its leading position in clothes and silk production); another 
example is furniture sector (high quality ‘handmade’ Italian 
furniture against economically cheap Swedish IKEA);

 – high level of taxation: people prefer to find the illegal way to pay less tax;
 – high unemployment and specially youth unemployment;
 – unemployment among young people around 35 %.

The crisis gave many opportunities for those who wanted to buy Ital-
ian companies. Weakness of the euro and complicated banking system 
of Italy did not allow the firm to borrow money inside the country 
while trying to increase its equity. So many companies started looking 
for investments outside Italy (takeovers by French firms of Bulgari).

Italy is famous for its positive economic experience in the field of 
the “industrial districts” as global players and initiators of global trends. 
32 General Government Debt/Database of Eurostat [Electronic resource]. URL: 
http://epp.eurostat.ec.europa.eu/[access: 27.3.2014].
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The Italian district is a socio-economic unit on the local territory with 
the strong relationship between people and medium and small business-
es involved in the same production (definition by the Italian Institute of 
Statistics) [12]. Italy represented to the world the economic phenom-
enon of the “Third Italy” (the most famous region is Emilia-Romagna).

The practical experience of the “industrial districts” was success-
ful. The Italian Institute of Statistics ISTAT has defined 100 districts 
and assigned them special criteria: specialization in certain industries 
(textiles, furniture and ceramics, leather and footwear, agriculture); 
high concentration of small businesses in one area of the country (spe-
cially not urban areas); use of specific regional ‘know-how’ and local 
resources [14].The process of definition of ID was prepared by ISTAT 
and it is quite complicated, it consists of 3 steps: identification of mu-
nicipalities; its aggregation into larger areas called Local Labor Market 
Areas (LLMAs); identification of ID on the based on formulas.

In terms of districts Italy’s economy is as follows (Table 9.6).
Table 9.6 

Registered Companies in all Industrial Districts at the end of 2012 33 

Industrial 
Districts

Total 
District’s 

chain

Of which 
manu-

facturing

Core 
Busi-
ness*

Total 
District’s 
chain, %

Of which 
manufac-
turing, %

Core 
busi-

ness,* %
Absolute value Percentage value

North-west 38,724 38,470 40,495 13.9 22.3 32.1
North-east 88,694 56,105 25,631 31.9 32.5 20.3
Centre 40,991 38,714 57,487 14.8 22.4 45.6
South 
and Islands

109,400 39,515 2,405 39.4 22.9 1.9

Italy 277,809 172,804 126,018 100.0 100.0 100.0
* Core business — a ‘traditional’ sector (for example, furniture production in the 

district specializing in furniture production). Non core business — a ‘support’ sector 
of the traditional sector.

33 Report 2014 of National Observatory of Industrial Districts. [Electronic resource]. 
URL: http://www.osservatoriodistretti.org/.
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Analysing data you can see that South and Islands have the bigger 
percentage of the number of registered companies, firstly, because 
geographically it has much bigger territorial extension and secondly, 
South and Islands are characterised by widespread micro-entrepre-
neurship. But if you look at the percentage of manufacturing compa-
nies you can see that they compose just 22.9 % in South and Islands 
and 32.5 % North-east. North-West together with North-East give 
54.8 % of all manufacturing companies.

Looking at the data of the regional ranking on the base of the 
number of registered companies in the ID we see that first 5 regions 
compose 68.8 % 34 of all registered companies: Veneto (27.6 %), Pug-
lia (22.7 %), Toscana (10.6 %), Lombardia (7.9 %), Piemonte (6.0 %).

New element was introduced in 2014 by Unioncamere: for the first 
time Unioncamere wanted to measure performance of ID (Industrial 
Districts) through the construction of a synthetic indicator based 
on the dynamics of the following variables (table 9.7): 1) number of 
registered enterprises; 2) number of employees; 3) value of exports; 
4) value added; 5) sales. In the top twenty of the best performances 
18 districts are located in the Centre and North and only two in the 
South, one of them is District Aerospace of Puglia region.

Table 9.7 
Top-5 Industrial Districts on the base of Performance  

at the end of 2014 35 

Pos. Top-5 Industrial District name Region Province
1 Metadistretto alimentare veneto Veneto Belluno, Padova, Treviso, 

Venezia, Verona, Vicenza
2 Distretto industriale pelli cuoio e 

calzature del Valdarno Superiore
Toscana Arezzo, Firenze

34 Report 2014 of National Observatory of Industrial Districts. [Electronic resource]. 
URL: http://www.osservatoriodistretti.org/.
35 Report 2014 of National Observatory of Industrial Districts. [Electronic resource]. 
URL: http://www.osservatoriodistretti.org/.
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Pos. Top-5 Industrial District name Region Province
3 Distretto industriale tessile-abbi-

gliamento di Empoli
Toscana Firenze

4 Distretto industriale di S. Croce 
sull’Arno (abbigliamento e ac-
cessori)

Toscana Firenze, Pisa, Siena

5 Distretto industriale di Vigevano 
(abbigliamento e accessori)

Lom-
bardia

Pavia

 
As a main foreign market the European Union amounts to almost 

a half, primarily because of the geographical proximity and simpli-
fied rules of trading. Russia is an important market for the Industrial 
District with the 7.6 %, and the BRICS makes 16.3 %. As a future 
market expansion of Industrial Districts, BRICS countries are the 
main target.

The future strategic goals of the Italian ID’s enterprises are [12]:
 – rationalization of costs and the efficiency of the offer of prod-

ucts through pricing policies;
 – new investments in design and production diversification;
 – orientation in search for the new markets or new market nich-

es with the purpose of internationalization;
 – greater control of distribution channels for products;
 – investments in IT applications and information technologies.

But the future of Italy is defined by innovative industrial districts. 
The second place according to the data of the regional ranking is 
confidently taken by District Aerospace of Puglia region (Province 
Puglia). The field of Puglia region specialization is aerospace. Pug-
lia presence in the aviation industry has started since 1934, when a 
group of wealthy Apulian founded the SACA to provide technical 
and logistical assistance to the airline ALA, in those years it began 
cooperation with Greece and Turkey, with direct flights to Brindisi 
(important city of Puglia Region). Early 1970s Alenia in Foggia real-

The end of table 9.7
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ized one establishment for composite structures and a new plant in 
Grottaglie, dedicated to large assemblies in composite for a new Boe-
ing aircraft. In 2006 there began the new wave of promotion of the 
district informally defining its strategy and initiating a gradual devel-
opment activities and aggregation of the current members 36.

As areas of specialization Puglia ID operates in: production 
equipment and machined parts; heat treatment of aluminum and 
steel; components in composite materials, surface treatment and 
non-destructive testing; aircraft interiors; spatial components; steer-
ing and monitoring based on space technologies; planetary explora-
tion; advanced sensory systems.

As a system the structure of the cluster is represented by the fol-
lowing elements:

 – Group 1 includes large enterprises (Alenia Aeronautica, Agus-
ta Westland, Avio, SSI, ElsagDatamat, DEMA, TELCOM);

 – Group 2 includes public and private research institutions 
(University of Salento, University of Bari, Polytechnic Uni-
versity of Bari, Aeneas, CNR, consortium Optel, consortium 
Cetma, Laser Center, Citadel Research);

 – Group 3 includes institutions and associations (Confindus-
tria Puglia, AIAD (Aerospace and Defence Industries As-
sociation), Province of Brindisi, Municipality of Brindisi, 
C. I.S. L. Puglia, U. I. L. Puglia, C. G.I. L. Puglia);

 – Group 4 includes small and medium-sized enterprises (SMEs).
Numbers of Puglia region and Puglia ID 37: area is 19.345 km 2; 

population is 4,090,266 inhabitants; number of companies of ID 
8,269 (in 2012); employees of ID 30,605 (in 2011); export of ID 
2,674 mln euro (in 2012).

36 Puglia region [Electronic resource]. URL: http://www.osservatoriodistretti.org/
node/353/distretto-aerospaziale-pugliese.
37 Italy in figures 2013/Report of Italian Institute of Statistic [Electronic 
resource]. URL: www.istat.it; Sintesi [Electronic resource]. URL: http://www.
osservatoriodistretti.org/node/353/distretto-aerospaziale-pugliese 
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9.3. China 38 

In the centuries-old history China repeatedly endured the periods 
of decline and blossoming, chaos and stability, dissociation and cen-
tralization. On a number of the historical reasons (the politics of self-
isolation, foreign interventions and occupations, regional militarism, 
world and civil wars) to the middle of XX century China admitted an 
essential (if not catastrophic) backlog from the developed countries 
on all macroeconomic indicators. Nevertheless, for the short histori-
cal period — since 1949 up to now — new China has achieved im-
pressing successes in economic development that allows facing the 
future of the country with optimism and with confidence to respond 
to challenges of the third Millennium.

Mid-annual rates of increasing of GDP of the People’s Repub-
lic of China for last ten years have exceeded 10 %. For this period 
the country has overtaken the size of economies of Japan, Germany, 
Great Britain and France. In 2011, according to official forecasts, 
GDP of the People’s Republic of China will increase by 8 %. Ac-
cording to the World Bank, after joining the WTO the average share 
of China in the world economy growth makes 13 %. China of XXI 
century is the important factor of the world economy and policy. A 
number of native and foreign scientists try to determine the reasons 
of the economic boom in China.

What features of the people and state stimulate the national 
economy development? The Nobel Prize winner on Physics Yang 
Zhenning pays attention to such features of the Chinese nation as 
diligence, thrift and patience, absence of caste system, aspiration 
to social harmony and stability, respect for learning and the official 
power. All these qualities which are traditional for the Chinese so-
ciety are supported by political achievements of the state within last 
decades. In aspects of Solow and Keynes’ economic theories, the 
American scientists M. Shane, W. M. Morrison and F. Gale, con-

38 Prepared with the assistance of Chiang Ching, China.
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sider that the sources of the prompt growth of the Chinese economy 
are a favorable combination of production factors.

Firstly, the scale investments are the main characteristic for all 
Asian countries. At the beginning of the reform (1979) the factor of 
savings already reached 32 %. Despite consumption increase, the 
economic growth is accompanied by high factor of savings: 49 % 
on a boundary of centuries. For comparison — in 2004 the speci-
fied factor in the USA was only 10.7 %. The sources of investments 
are not only own savings but also foreign direct investments (FDI) 
which promote a technological transfer, experience of management 
and establishment of contacts with partners. Thus, there is a reverse 
positive interrelation between the economic growth of China and in-
crease in inflow of the capital: increase of FDI, accompanied by 
technology and experience transfer, promotes the acceleration of the 
economic growth, and economy development, in turn, creates pre-
conditions for the attraction of foreign investments.

Secondly, the superfluous and cheap labor. Researches of OECD 
show that China possesses an exclusive relative advantage. It is super-
fluous, inexpensive labor of good quality which is annually increased 
by ten million people. In addition the labor market experiences the 
constant pressure of 150 million countrymen, trying to get a job in 
cities. The contribution of exclusive relative advantage to the annual 
growth of GDP is more than 1 %.

Thirdly, the increase of labor productivity connected with the de-
velopment of new production technologies and management, ration-
al (market) distribution of resources, education system perfection. 
According to economists Yeetens and Zebregs, during the period 
from 1971 to 1998 the labor productivity increase provided 2–3 % of 
GDP growth.

Fourthly, fast-growing foreign trade. Since 1980 one of key factors 
of the economic growth is foreign trade development. In 2009 the vol-
ume of export of China made 1.2 trillion US dollars, and import — 
1.005 trillion US dollars. On these indicators the country occupies 
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1 and 3 places in the world accordingly. The contribution of the 
foreign trade to the growth of the Chinese economy consists of two 
points. On the one hand, fast-growing export, especially a gain of 
the positive balance of trading balance, increases financial possibili-
ties for investments. On the other hand, mass import of resources 
guarantees the maintenance of the industry with raw materials and 
energy.

Fifthly, the reorganization of the social and economic system. The 
American economists D. C. North, R. P. Thomas assert that the ef-
fective economic organization is a main condition of development. 
Market relations and a private property release the growth potential, 
stimulate the economic initiative of the enterprises, citizens and the 
government. On the official statistics of the People’s Republic of 
China, at the end of 2005 the share of the private enterprises and 
foreign companies in GDP reached 65 %.

From the point of view of approaches dominating in the society to 
manufacturing and distribution the economic history of new China 
can be divided into two periods conditionally:

 – before 1978: the national economy restoration, creation and 
perfection of the socialist planned economic system;

 – after 1978: carrying out of an economic reform and a policy 
of openness, construction of the social and economic systems 
with the Chinese specificity.

The specificity of changes of last thirty years shows the synthesis 
of native practice and foreign economic experience in limits of the 
national cultural tradition. During the period from the date of the 
formation of the People’s Republic of China till 1978 the economic 
system which leaned against unique public property and the direc-
tive-planned distribution of resources was gradually being created. In 
the conditions of the limited production potentialities and a uniform 
consumer demand such system had certain rationality. However, in 
the process of development of the national economy, strengthening 
of economic subjects and the diversification of a consumer demand, 
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lacks of planned economic system began to be revealed in a greater 
degree. The following of them are the cores:

 – public property domination preserved all other kinds of the 
property in embryo;

 – enterprises had no economical independence. The govern-
ments of various levels possessed the right of making eco-
nomic decisions;

 – market distribution of resources didn’t practically work;
 – administrative equalizing of incomes suppressed economic 

activity of the enterprises and individuals.
By the end of 1970s from the practice of the economic construc-

tion it became clear that the unique public property and planned 
economic system didn’t promote the development of the national 
economy any more and turned to its obstacle. From that moment 
the Communist Party of China and the government began to search 
and formed a new model of the socio-economic system adequate to 
new conditions. The given model was constantly corrected (and con-
tinues to be corrected) in connection with changes of opinions on a 
rational parity between the plan and the market.

At the initial stage of the economic reform it was considered that 
basically it was necessary to operate by planning and the market reg-
ulation played only an auxiliary role. At that time there was a term “a 
planned market economy”.

The market mechanisms putting in action inevitably came up 
against the existing planned administrative system. In this connec-
tion, in 1984 the central government presented for the first time a 
concept “planned and market economy”. It meant the recognition 
of the fact that the essence of the socialist economic system of the 
country was good manufacturing.

In 1987 the reform purpose was defined as follows: “the state reg-
ulates the market, and the market supervises over the enterprises”. 
Hence, market mechanisms were considered to be a leading role in 
regulation. The economic ‘overheat’ of 1988 demanded carrying out 
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of a rigid settlement and specified the necessity of the state macro-
economic regulation and control. In 1992 at XIV Congress of the 
Communist party of China the purpose of the economic reform of 
China was determined: the creation of the socialist market economy 
system. It marked the historical turn in the national economy devel-
opment: the market is the basic regulator of placing of resources at 
state macroregulation and macrocontrol.

Basic changes of the economic system can be characterized by 
three new moments:

 – creation of the market subjects coexisting with many econom-
ic components, and also the modern mechanism of manage-
ment of the enterprises, which kernel is the joint-stock system;

 – formation of the microeconomic operative mechanism at 
which the price is determined by the market. Market mecha-
nisms in distribution of resources have the main value;

 – the state macroeconomic regulation on the basis of financial tools.
At present the creation of the socialist market economic sys-

tem is in focus of efforts of the government and the Communist Party 
of China and strategic directions of work on the economic front are 
modernization, urbanization and industrialization. In the socialist 
market economic system with the Chinese specificity the real inter-
nal situation in China, a special historical way of the country and the 
general properties of the market economy are combined. Therefore, 
there are following features (specificities).

1. The main position of the public property. From the point of view 
of the property structure, the public property is the main subject of 
the Chinese socialist market economy which develops simultane-
ously with many economic components, including the private sector. 
Certainly, together with advancement of the market reform, the pub-
lic property connotation gradually changes. For example, in 1997 at 
the plenum of XV convocation of the Communist Party of China it 
asserted that the public property sphere extended to the joint-stock 
enterprises the controlling stock in which belongs to the state.
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2. The multi-party advisory political system under the supervision 
of the Communist Party of China. It is a political basis of the crea-
tion of the socialist market economy. In such a big country as China, 
problems of industrialization, modernization, democratic develop-
ment, achievement of social harmony, preservation of the territo-
rial integrity, country association demand a strong Party regulation 
for their realization.

3. The ultimate goal of the socialist market economic system is 
the achievement of joint prosperity of all Chinese people at the as-
sumption of the rational differentiation in incomes. At the moment 
of formation of the People’s Republic of China the national economy 
scale was small, the information cost price of management — low, 
and economy structure — uniform. The international situation of 
that time concealed in itself the big uncertainty. In these conditions 
the creation of the heavy and defense industry was the prime his-
torical problem. The practice confirmed that at the initial stage of 
the creation of the Chinese economy, the state distribution of the 
limited resources allowed to generate independent industrial system 
and to solve historical problems. Together with increase in scale of 
the national economy and complication of the structure of consump-
tion, the information cost price of management and the error price 
became much higher. Decrease in efficiency of the administration 
managerial control in economy demanded the revision of relations 
between the state and the market in favor of the last. The last thirty 
years of the stable economic growth prove this choice. For today, 
China represents the country with market economy. The prices for 
the majority of the goods are developed on the basis of supply and 
demand. The state reserves leading positions in the spheres defining 
state security and well-being of the people. The state will further play 
the leading part in a number of directions of social and economic 
transformations.

4. The Chinese economic system is not only at a stage of tran-
sition from planned to market economy. Simultaneously there are 
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processes of industrialization and urbanization which generate dif-
ficult and confused social and economic contradictions. It is neces-
sary to create a fair market order and carefully change the mentality 
of people.

5. Distinctions in the geographical position, level of the regional 
development, customs, culture and a way of life of different nations 
generate a variety of potentialities and actions of economic subjects. 
Without the strong and authoritative central power it is impossible to 
settle their mutual relations and also to harmonize separate aspira-
tions with national problems.

6. The strategic projects of the common Chinese scale (the devel-
opment of West, the revival of North-East, etc.) can’t be carried out 
even at the regional level.

Underlining the importance of the state regulation, we must not 
underestimate the market possibilities. At the current stage of the 
economic reform the state and the market mutually supplement each 
other. In the process of the formation of the uniform ordered eco-
nomic system the state weakens its attention to microeconomic pro-
cesses, delegating the right of the solution of collisions at this level to 
market mechanisms and judicial authority.

Since 1978 the thesis about the indivisibility of well-being of con-
sumers, economic efficiency and political stability has become the 
basis of the economic policy of China. The accent has been made 
on increasing the level of personal incomes and consumption, on in-
troduction of new systems of stimulation, management and produc-
tivity increase.

Structural transformations in the economy of China of last years 
are a consequence of the reforms of late 1970s. The important factor of 
these transformations and one of reform components was the restora-
tion of the multistructural economy which basis is represented now by 
four kinds of the property: state, collective, private and individual.

The state property continues to occupy the leading position on 
such indicators as a share in industry gross output, retail goods turn-
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over, number of the employed. In the public sector the major means 
of production of leading branches (industry, transport and commu-
nication, financial institutions, state enterprises in agriculture) are 
concentrated. At the same time the share of leading branches in the 
total industrial output of the country for years of reforms was reduced 
from 78.9 % (1979) to 48.3 % (1986), and then — to 39.2 % (2005).

In 1997 the share of the public sector in the total industrial out-
put of China made 26.5 %, collective — 40.5 %, individual — 15.9 %, 
other ways — 17.1 %. It is obvious that in the system of production 
relations of China there were serious changes: the non-state sector 
of the economy became prevailing in a quantitative sense. However, 
despite it, the economic basis of the Chinese society is still a state 
ownership on means of production; it plays the leading role in the 
economy.

In the state property there are enterprises of key industries (me-
chanical engineering, metallurgy, chemical industry, power engi-
neering), providing the technical progress and labor productivity in-
crease in the national economy. The reconstruction of the enterprises 
of key economic branches demands considerable investments which 
the private capital can’t still provide. For the same reason the state 
keeps strong positions in mining industry branches. It becomes more 
difficult and more expensive to extract fuel and raw materials as their 
sources are located in the least developed areas of China. The state 
still owns the part of the capital of the enterprises of different patterns 
of property.

The dominating role of the state in economy was repeatedly un-
derlined by the party and state leaders of the People’s Republic of 
China. For example, the General Secretary of the Central Commit-
tee of the Communist Party of China, speaking at XV Congress of the 
Communist Party of China, has declared that “the public sector was, 
is and will be an economic basis of the Chinese socialism”.

According to the second national Chinese research on 25 Decem-
ber, 2009 for the period from 1952 to 2008 the volume of GDP of 
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China has increased from 67,9 to 31404,5 billion yuans, and GDP per 
capita from 118 to 22698 yuans. For the considered period of time the 
share of the primary sector in GDP has decreased from 50 to 10 %, 
and the secondary — has increased from 20 to 50 %. The monotony 
of changes of sectoral shares in GDP was periodically broken as a 
result of economic overheats and the subsequent settlements. The 
periods of “the big jump” and the mass investments into the industry 
on the eve of the reform are especially indicative in this aspect. As a 
whole, for last thirty years, a direction of structural changes of GDP 
of the People’s Republic of China looks like a characteristic feature 
for many developing economy of the world. For the last five years di-
rect Chinese investments abroad have also increased. In 2010 the vol-
ume of direct non-financial investments of the People’s Republic 
of China outside the country reached 59 billion US dollars. It is in 
4.8 times more than in 2005. On this indicator China has risen from 
the 18th place in the world which it occupied in 2005 to the 5th — in 
2009. From 2005 to 2010 the increase of the Chinese economy was, 
on the average, 11.2 % annually. It is considerably above the world 
average indicator which kept at level of 3.5 %. In 2010 the country 
overtook Japan on GDP volume for the first time, taking the second 
place in the world after the USA. The share of the economy of the 
People’s Republic of China in world GDP increases every year. For a 
long time the country is one of the most attractive for foreign invest-
ments.

China’s joining the WTO in 2001 is considered the second discov-
ery of the country. Its influence on the Chinese economy and social 
conditions is so deep and comprehensive, as reform making. Thanks 
to the initiative approach it was possible to avoid serious negative 
complications in which occasion there were various predictions. On 
the contrary, joining the WTO became the impulse which pushed 
the reform of economy, reorganization of the branch structure and 
growth of the import-export trade. For ten years of the WTO mem-
bership the achievements of the Chinese economy in foreign trade 
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sphere are obvious. The country actively uses the toolkit of the WTO 
for the maintenance of the external economic interests. In the com-
petition with foreign competitors in China many outstanding world 
known companies have grown. For today in the export volume China 
wins the first place in the world, and in import volume — the second.

The characteristic feature of the modern Chinese economy is its 
dependence on a foreign market. Export gives the national economy 
80 % of currency incomes and provides employment for 20 million 
people. To the foreign market it is taken out more than 20 % of gross 
output of the industry and agriculture. The export nomenclature to-
tals more than 50 thousand items. In table 9.8 data on growth of for-
eign trade of China are presented.

Table 9.8 
Foreign Trade Volume of Chine (bln. US dollars) 39 

Years
US dollars (bln)

Total volume Export Import Balance
2000 474,29 249,20 225,09 24,11
2001 509,65 266,10 243,55 22,55
2002 620,77 325,60 295,17 30,43
2003 850,99 438,23 412,76 25,47
2004 1154,55 593,32 561,23 32,09
2005 1421,91 761,95 659,95 102,00
2006 1760,40 968,94 791,46 177,48
2007 2173,83 1218,01 955,82 262,19
2008 2561,60 1428,50 1133,10 295,40
2009 2207,20 1201,70 1005,60 196,10
2010 2972,80 1577,90 1394,80 183,10

39 Sources: statistical year-books and the statistical communique of 2007.
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The People’s Republic of China supports trade and economic re-
lations with 182 countries and territories, with 80 from them inter-
governmental trading agreements and reports are signed. The main 
trading partners of China are the developed capitalist countries, first 
of all Japan, the USA and the West European states, which have 55 % 
of the foreign trade turnover. The most competitive goods are foot-
wear, clothes and toys, but the export of electronics, cyclo-, moto- 
and motor-vehicles, production of transport and building mechani-
cal engineering is developing more actively. Since 2004 China is 
leading in the world on volumes of export of office and telecommu-
nication equipment, and since 2005 — as a whole on volumes of hi-
tech export.

The world financial crisis has lowered rates of increase of foreign 
trade and GDP. It also has shown that the big dependence on export 
creates threats to continuous development of the Chinese economy. 
The adverse conjuncture of the world market has aggravated again a 
question on “the correct rate of exchange of yuan” caused an ava-
lanche of the protectionist measures directed against the Chinese 
manufacturers.

The question on the necessity of the reorientation of the econo-
my of the People’s Republic of China to the internal consumption is 
widely discussed in scientific circles of China and abroad. It is ob-
vious that the big population is only a potential for the formation 
of the developed consumer market. At present problems concerning 
employment have become aggravated. The quantity of newly created 
workplaces is inadequate to the labor growth. The considerable part 
of the population of China doesn’t show constant consumer activity.

The situation in labor and consumption home markets can’t be 
corrected in a short period of time. It means that the activity of the 
enterprises should be aimed at the international market for searching 
of a wide possibility of development. It is necessary to have a subtle 
perception of changes of the international situation influencing for-
eign trade, carrying out the flexible policy.
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Taking into account the internal situation and the current con-
dition of the external economic relations, the scientist of Chinese 
Academy of Social Sciences of the People’s Republic of China Liu 
Jing dong considers that in the external economic relations of China 
the following tendencies will operate.

1. The position of China in the world on export volume will remain. 
Under the statistical data of the WTO, in 2009 the share of China in 
the total amount of world export increased by 0.7 %. China overtook 
Germany on the specified indicator and won the first place in the 
world. At the beginning of 2010 the export of China exceeded the pre-
crisis level and continued growing. Together with the world economy 
revival the consumer demand is gradually restored, the markets of the 
developed countries are stabilized. The Chinese enterprises with the 
government support actively assimilate the markets of the countries 
ASEAN, Africa, Latin America.

2. The foreign trade structure will change. The share of hi-tech pro-
duction in export will steadily increase. Power resources and raw ma-
terials will remain the basic items of import at increasing a share of 
high quality consumer and luxury goods.

3. The policy in the field of environment protection will make the in-
creasing impact on foreign trade activities. For today climate changes 
have become a vital topic for discussions in many countries. Multi-
lateral agreements within the limits of the WTO are even more of-
ten accompanied by a set of corresponding rules on environmental 
protection. Countries try to limit the access of the import goods 
by non-tariff regulations (technical regulations, the sanitary code, 
etc.). Thus, the import cost price of resources rises and the export 
goods inevitably face “green barriers”.

4. The Chinese currency yuan will become the basic currency tool of 
payment in foreign trade activities. In the history of the foreign trade 
of China the American dollar has always occupied a leading position. 
Against the giving in US dollar, the economic power and stability, 
huge currency reserves, positive export prospects of the People’s Re-
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public of China create preconditions for the recognition of yuan as 
the international currency.

5. The trading protectionism in the external economic relations won’t 
disappear, the quantity of trading conflicts between China and the basic 
partners will gradually grow. On the one hand, increase of competi-
tiveness of capital-intensive and hi-tech production of the enterprises 
of China gradually levels traditional advantages of the industry of the 
developed countries. On the other hand, developing countries try to 
force out the Chinese goods from some niches of the world market 
of labor-consuming production. Both processes take place simulta-
neously and create a long-term basis for the occurrence of trading 
problems with many countries.

Thus, at present the group of large developing BRICS countries 
shows more dynamical economic growth than the developed economies. 
It is natural that in the process of increasing of the share of BRICS coun-
tries in the world economy the regional structure of the foreign trade of 
the People’s Republic of China changes. In the long term BRICS coun-
tries can become the basic external economic partners.

According to the forecast of the Chinese economist Chen Chang 
Ying from the Institute of External Economy of the State Commit-
tee on Reform and Development, the foreign trade turnover will in-
crease till the end of 2015 but with the gradual delay. During the same 
period the annual growth of GDP will be nearer to 10 % (in dollar 
calculation) and will exceed the average world indicator by 4 %. Ac-
cording to the forecast, China will keep the position in the world 
economy.

9.4. Brazil 40 

Brazil is among the largest economies in the world. Brazilian gov-
ernment adopted some measures in the last years to promote eco-
nomic competitiveness by controlling inflation and through strict 
monetary policies. The current political and economical stabil-
40 Prepared with the assistance of Prof. A. Cannen, Brazil.
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ity is largely a result of the Real Plan adopted in 1994 to control the 
high inflation that the country historically faced (appendix 6).

Brazil also is one of the largest countries in the world both in ter-
ritory and population. After the government measures to control 
the inflation, Brazil has faced a period of economical and political 
stability becoming attractive to foreign investors. As shown in ap-
pendix 6, Brazilian GDP and GDP per capita have been increasing 
for the last decades as the inflation decreased. According to Spitz 
[30], the Brazilian economy in 2010 experienced a growth of 7.5 % 
compared to the previous year. It was the largest growth since 1986, 
mainly because of its internal demand performance. Brazil is one 
of the top ten largest economies in the world in GDP as well as in 
territory and population. To attract foreign capital, Brazil has also 
adopted a policy of high annual interest rates to make the country 
attractive to financial investors.

The Brazilian government is making efforts to improve the cli-
mate for foreign investment as it seeks to develop a more market-
oriented economy. Import barriers have been reduced and many 
state-owned enterprises have been privatized. Brazil passed through 
a profound process of privatization in the 1990s “due to the fiscal cri-
sis, which necessitated the state to decrease its debt through the sale 
of its enterprises, and also due to the lack of resources to finance in-
vestments in its heavy industries and public utilities”.

Anuatti-Netto [2] analyzed changes in the performance of privat-
ized companies, covering data from 1987 up to 2000. The analysis of 
performance pointed out that the profitability increased and opera-
tional efficiency improved among the privatized companies, among 
which the largest sector was electricity and telephone.

Anuatti-Netto [2] pointed out the benefits of the privatization in 
Brazil and its contribution to the efficiency of the economy as a 
whole, with an ensuing increase in foreign investment and in interest 
rates. In order to develop a market economy and be competitive in 
the third millennium, Brazil has been reducing import barriers, pri-
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vatizing state-owned enterprises, as well as controlling inflation and 
providing economical stability.

Brazil as mentioned above has the 5th largest population in the 
world. There is almost a balance between the percentages of the gen-
ders along the years. Also, it can be noticed that the number of peo-
ple under 14 years has been decreasing whilst the number of people 
with 65 years or more has been increasing. The largest majority of the 
population is urban.

Brazil, according to the Human Development Report [17], is 
ranked number 73 among 169 countries. The HDR pointed out that 
20 % of Brazilian population suffers of lack of sanitation and other 
services. The population below the poverty line. Despite the eco-
nomic stability and development, the country still has a large num-
ber of people living below poverty line and in slums, mainly in urban 
areas, even though it has to be recognized that slum population has 
been decreasing in number.

Brazil has a large and dynamic private sector, which includes a 
huge number of foreign investments. In 2009, the manufacturing 
sector accounted for approximately 28 % of GDP, the services sector 
accounted for approximately 65.3 % and agriculture accounted for 
approximately 6.7 % [10]. An employment survey showed that 58.8 % 
of Brazilian work force is officially employed; 7.2 % are domestic 
workers; 20.2 % are self-employed; and 8.8 % of the Brazilian work 
force is not officially employed, that is, it is made up of self-employed 
persons.

Brazilian government has traditionally exercised a considerable 
control over private businesses through extensive regulations, ex-
change and price controls as well through import barriers, licensing 
requirements and labor laws. Also the government is rethinking the 
price controls and import barriers. In fact, for the last decades, it 
has been working on an economic reform towards developing more 
the country. In that sense, government has begun deregulation of in-
dustries and has privatized state-owned companies. The number of 
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foreign companies and individuals investing in the country enlarged, 
however foreign individuals and companies are not permitted to con-
trol investments in certain sectors, including the news media, where 
participation of foreign investors is allowed only up to the limit of 
30 % of a company’s capital. The decision in the 1990s to privatize 
state-owned companies was also a key factor in improving Brazil-
ian industry and in triggering significant foreign direct investment.

According to Ernest & Young [10]: “the Central Bank of Brazil 
(Banco Central do Brasil or BACEN) administers monetary policy 
through the following mechanisms: establishing reserve requirements 
(compulsory deposits) for the commercial banking system; purchas-
ing or selling government securities on the open market; determining 
the BACEN rediscount rate on loans to banks; and setting the prima-
ry interest rates for the economy”. Brazilian banking system includes 
commercial and investment banks; multiple banks (that is, banks that 
provide both commercial and investment banking services, consumer 
financing and other services, such as fund management and real estate 
financing); savings and loan institutions; and leasing activities. Some 
banks are state-owned institutions, while others are privately owned.

In the last years, Brazilian Government, as mentioned above, im-
plemented deregulation of industries, privatization of state-owned 
companies, inflation control and economic stability. Those measures 
permitted both to increase domestic and external investments in the 
country and the development of the industrial production, in terms 
of import and export. Brazil is a federative republic divided in five re-
gions and 26 states. The Southeast region, comprehending the States 
of São Paulo, Rio de Janeiro, Minas Gerais and Espírito Santo, has 
been responsible for more than 56 % of Brazilian GDP followed by 
the South region (16 %). Sao Paulo is a very industrialized State and 
accounts of 33.9 % of the country’s GDP.

Brazilian has been opening the market to foreign investments as 
the companies have been joining the stocks markets. The current ac-
count balance increased during the last years due to the stocks trade in 
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the market and the turnover. However, the deficit has increased due 
to the central government debt. According to Index Mundi (2011), 
the budget revenues in 2010 were US $ 464,4 billions, and the expen-
ditures US $ 552,6 billions. The public debt was estimated in 60.8 % 
of GDP for the same period.

Barros O. argued that: “from 2000 to 2003, outward foreign di-
rect investment (OFDI) averaged US $ 0,7 billion a year. Over the 
four-year period 2004–2008, this average jumped to nearly $14 bil-
lion. In 2008, when global FDI inflows were estimated to have fallen 
by 15 %, OFDI from Brazil almost tripled, increasing from just over  
$ 7 billion in 2007 to nearly $ 21 billion in 2008. Central Bank data 
put the current stock of Brazilian OFDI at $ 104 billion, an increase 
of 89 % over 2003. According to the most recent data 887 Brazilian 
companies have invested abroad” [20]. According the previous au-
thors, the internationalization of Brazilian companies is a recent phe-
nomenon and has achieved almost 78 countries. The internalization is 
driven mostly by the private sector, although state-owned enterprises 
like Petrobras also play an important role. Some Brazilian companies 
show up among the 2000 largest companies in the world in version 
of Forbes. Among them: banking industry (Banco do Brasil, Banco 
Bradesco, Itausa, Unibanco Group); materials industry (Vale do Rio 
Doce, Usiminas, CSN-Cia Siderurgica, Aracruz Celulose); utilities 
(Eletrobras, Semig, CPFL Energia), etc. It is noteworthy, however, 
that Petrobras is the only Brazilian company among the Top-100.

Goods and services exports represented 11.2 % of GDP and im-
port accounted for 12.1 %. Most of the exports are commodities such 
as: transport equipment, iron ore, soybeans, footwear, coffee and 
autos. On the other hand, the import goods are: machinery, elec-
trical and transport equipment, chemical products, oil, automotive 
parts and electronics [7] (appendix 7). Among the BRICs countries, 
China is both an export and import important partner.

United States, China and Argentina are the greatest commercial 
partners of Brazil. Along the years, China surpassed United States as 
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the major country for Brazilian exports. For Brazilian imports Unit-
ed States remains the top one. Mechanical equipment, fuel and oil, 
electrical and electronic equipment, motor and vehicle parts were 
responsible for the majority of the goods imported. On the other 
hand, soy beans and its products, transport material, fuel and oil, 
ores, meats, metallurgic products, chemicals and sugar and ethanol 
represented the majority of the goods exported.

According to a recent report by IPEA [18], the economic relations 
between Brazil and each of the BRIC countries shows some differ-
entiated features, which marks the heterogeneity of the group, united 
mainly by the dynamics of their economies and the will to make a 
new stand in the globalised world.

Brazil and Russia, for example, have increased six fold their rela-
tions throughout the decade 2000–2010, ranging from less than 1 bil-
lion dollars in 2000 toward 6 billion dollars in 2010, which represents 
twice the amount of Brazilian commerce with the rest of the world, 
even though Russia still does not represent the main destiny of the 
Brazilin exports, occupying the 20th place (except in 2008, when it 
was the 13th). The main exportations from Brazil to Russia are prima-
ry products (meat) and a natural resource (sugar), representing 83 % 
of the total of Brazilian exports. Brazil imports medium technology 
(fertilizers) and oil from Russia. Concerning enterprises and invest-
ments in international organisations, Russian presence in terms of 
Russian enterprises in Brazil is still timid. Some examples are: a 
joint venture between Mir Steel UK (controlled by the Russian Igor 
Zyuzin) and the Usina Siderúrgica do Pará (SIPAR) towards the 
construction of a syderurgic complex in Pará, around 5 billions dol-
lars. Brazilian enterprises in Russia are also still few, some examples 
being Weg, Companhia Cacique de Café Solúvel and Globo Aves.

Concerning India, the IPEA report [18] evidences that its pres-
ence in terms of enterprises in Latin America in general is very low, 
its main target being developed countries. The referred report shows 
that commercial relations between Brazil and India are not very in-
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tense either. Even though they have increased almost 16 times fold 
during the last decade, Indian participation in the external Brazilian 
commerce reached only 2 % in 2009 and in 2010. The participation 
of India as the destiny of Brazilian exportations was merely between 
0.5 and 1 % until 2008, reaching more than 2 % in the following year. 
Importations increased from 0.5 to 7 % in the same period. However, 
after that increase, in which India became the 9th partner of Brazil, 
in the following year of 2010 it was already the 17th. Similar trend 
as in the Russian case can be pinpointed, Brazilian exportation being 
mainly intensive manufactured products of natural resources, repre-
senting 38 % of the total exportation in 2010. Syderurgical products 
(medium technological manufactures) were reasonably present (be-
tween 10 and 25 %), but again it should be pointed out the prevalence 
of primary and natural resources being exported by Brazil (around 
85 %), evidencing again a low profile of Brazilian technological ex-
portation.

Concerning Brazil and China, the IPEA [18] shows that the com-
mercial relations between both have increased more than the rise in 
commercial Brazilian relations with the whole world, Brazilian im-
ports from China having raised from 2 to 14 % in the last decade. Also, 
China was the first destiny of Brazilian exported products, absorbing 
15.2 % of its total. China has also been moving towards being one of 
the main countries of origin of the Brazilian imports, even though 
again it should be pointed out that those were mainly basic products 
like mining (40 %), oils (23 %) and mineral combustiles (13 %).

On the other hand, Brazil has intensified the import of high tech-
nological products from China (machinery and electric devices — 
33 %; mechanical machines — 20 % and organical chemicals — 7 %). 
As for international enterprises, China has been acquiring Brazilian 
ones, particularly in the sector of petrol and in the exploration of the 
Brazilian ‘pré-sal’. It has also been active in the financial, mining 
and electric sectors. According to the referred report [18], it seems 
to be clear that there exists a Chinese strategy of ensuring access and 



160

Part 3. COUNTRIES AS ACTORS IN WORLD ECONOMY  

economic influence over natural resources. On the other hand, due 
both to difficulties in internationalization of Brazilian enterprises 
and to Chinese restrictions for the entry of foreign enterprises in 
China, Brazilian presence in China has been low [18]. For example, 
the EMBRAER has been undertaking a joint venture with a Chinese 
company in order to produce a small airplane, but it has been facing 
difficulties in obtaining government license in order to increase its 
production towards other bigger airplanes.

Finally, concerning South Africa, the IPEA report [18] shows 
that the commercial relations are at a lower degree than with the 
other BRIC countries. South African investments in Latin Ameri-
can enterprises are as low as 1 %, and the same is reflected in the 
case of Brazil. The toll of commerce in the last decade has been 
only 1 % of the total of the Brazilian foreign commerce, partici-
pation of South Africa in Brazilian exports having been only of 
0.65 %, and of imports having been between 0.34 and 0.51 %. How-
ever, as opposed to the trend of the Brazilian commerce with the 
other BRIC countries, here the main exported products have been 
those of medium technology (cars), followed by primary products 
(meat) and those manufactures in natural resources (sugar, honey 
and vegetable oils).

Concerning imports from South Africa, they are low in compari-
son with the other BRIC countries. Brazil imports mainly silver, pl-
atin and similar metals, as well as coal (14 and 13 % respectively), 
followed by other technological products.

From the above, the IPEA report [18] evidences that China has 
been the most proeminent partner, which characterizes a somewhat 
assymetrical position in the BRIC countries as related to Brazil, 
begging for a more multilateral dimension within the block. Apart 
from that, the fact that Brazilian exporting agenda has been main-
ly in terms of primary and semi-manufactured products as opposed 
to its importation that is mainly of more sophisticated technological 
products begs for an analysis of cultural and educational aspects that 
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could be improved so that Brazil should increase its profile in those 
areas. Next section will address those.

In 2011, the meeting of the BRIC countries at Sanya, south of 
China, seemed to consolidate a new step of the group towards build-
ing not only economic ties, but political ones as well. In fact, Bra-
zil has been working towards being part of the Security Council of 
the UN for some time now, and the meeting of the group seemed to 
reinforce the relevance of that fact in order to strengthen the group 
political power. As claimed by Pereira [23], the fact that Brazil is a 
democracy since mid-1980s, with strong democratic institutions may 
help that aspiration, coupled with the strong economic growth it has 
been experiencing in the last years.

However, the referred author suggests Brazil has some drawbacks 
that have to be bridged in order for it to move forward in the global 
scenario. In fact, quoting Francisco Carlos Teixeira, Pereira [23] ar-
gues that Brazilian economy is not as open as China’s; and, from 
the educational point of view, Brazil faces serious challenges, as evi-
denced in comparative evaluation indicators that insist to point to 
results in reading, writing and arithmetic of Brazilian students that 
lag far behind other countries. Likewise, technological and innova-
tion capacities are strong in India and in Russia, whereas they are 
still in the process of development in Brazil. That could indeed be 
pinpointed in the last section, where the exports of Brazil in terms 
of technology demand improvement. At the same time, the capacity 
of avoiding political isolation is stronger in Brazil and India than in 
Russia, for example.

The fact that Brazil joins forces with Russia, India, China, and 
now with South Africa in the BRIC group may add not only to its 
political role, but to the BRIC group as well. It should be borne in 
mind that BRICS plus South Africa have stressed that they share the 
common vision related to the fact that the world has been subject to 
deep and complex changes, particularly related to the multipolarity in 
global power (in contrast to the hitherto European and North Ameri-
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can weight in the global scenario), and to the interrelationship of all 
the countries within the world. Also, they share the view that they 
have been in search for their new role in that structure. In addition to 
that, as commented on before, the bid of Brazil and India in order to 
be part of the Security Council of the UN has been supported by the 
two countries that have been part of it — China and Russia. In fact, 
at that 3rd meeting of the group, the presidents of all the countries 
were present, and they make it clear that the reform of the UN and 
of its Security Council is crucial, as well as that of the International 
Monetary Fund, so as to make those institutions more attuned to the 
new regional, economical and political formations, beyond those of 
the post-war during which they had been created.

Brazil, together with the BRIC countries, also put forward the idea 
that attention should be given to the risks that more traditionally de-
veloped countries may represent to them and to the other developing 
countries, particularly with reference to the international capitals and 
their movements, with strong impacts on the BRIC economies [28]. 
However, during the 2011 Sanya meeting, the BRIC made a point 
to stress they had no oppositional agenda related to any other inter-
national group. They positioned themselves as a group in favour of 
a multipolar world, with neither hegemonies nor areas of influences 
[28].

Therefore, even though Brazil has singular features that make it 
differentiated in many aspects from the other BRICS countries, what 
unites it to them, and indeed, what makes the BRIC countries as 
a whole as a block has been the political symbol associated with it, 
during that transitory period in which the planetary power has been 
undergoing new divisions [28].

From the cultural point of view, as suggested by Canen & Canen 
[3], Brazil is a multicultural country, populated by around 120 mil-
lions of people, with a big mixture of races, ethnicities and cultures. 
It was conquered by the Portuguese, but it had been populated by In-
digenous peoples before that, with around 106 Indigenous ethnicities 
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now, with their own languages, customs and rituals. Furthermore, 
Brazil received immigrants from many countries around the world, 
like Italians, Japanese, Chinese, Germans, Jewish populations, and 
people from Africa, these last ones sadly having been brought as 
slaves, only to be freed in 1888. This cultural mix has led to vibrant 
cultural patterns and strong miscegenation, which renders Brazil as a 
culturally diverse country. As Brazilian economy has been growing, 
as commented on earlier on, it now starts to attract immigrants (le-
gal and illegal) from other countries of South America, such as Bo-
livia and Paraguay, and it has been facing challenges both to face that 
new situation vis-à-vis security and employment opportunities, and 
to impinge a multicultural, open and tolerant view towards cultural 
diversity and immigration.

It is important to note that the fact that Brazil has won the oppor-
tunity to house both the World Cup in 2014 and the World Olympic 
Games in 2016 has a strong symbolic weight, considering its growing 
role both in South America and in the global scenario. Indeed, in 
a time when Europe and the USA have been beaten by economic 
challenges, Brazilian economic and political growth, coupled with its 
cultural singularity, may be an asset to project it both in the BRIC 
group and worldwide.
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appEndIx 1 

The Dynamics of Russian Foreign Trade ($ billion) 41 

Years 2000 2005 2010 2014
Export 103,1 241,5 397,1 496,9
Import 33,9 98,7 228,9 286,0
External trade turnover 137,0 340,2 626,0 782,9
Balance 69,2 142,8 168,2 210,9

appEndIx 2 

The structure of the Foreign Investments in Russia, mln dollars 42 

Years 2000 2005 2010 2013
Total:
— bln dollars
— %

10,958
100

53,651
100

114,746
100

170,180
100

Direct, % 40.4 24.4 12.1 15.4
Portfolio, % 1.3 0.8 0.9 0.6
Others, % 58.3 74.8 87.0 84.0

41 Calculated on the base of: Goskomstat: Russia in figures [Electronic recourse]. 
URL: http://www.gks.ru/bgd/regl/b15_11/IssWWW.exe/Stg/d02/27–03.htm.
42 Calculated on the base of: Goskomstat: Russia in figures [Electronic recourse]. 
URL: http://www.statproject.ru/load/statisticheskie_sborniki/statisticheskie_
sborniki/rossija_v_cifrakh/26–1-0–112.
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appEndIx 3 

Main Characteristics of «Titanium Valley» at Different Stages of 
Development 43 

Indicators 2008 2010 2012 2015
Volume of titanium produc-
tion, % to 2007 108.0 144.0 180.0 204.0

The share in the world pro-
duction, % 27 30 32 35

Volume of investments, cumu-
lative from 2007, bln. rubles 13 26 39 52

Number of companies inside 
the cluster/including SME 15/10 100/65 200/132 300/200

Number of companies imple-
menting innovations (in the 
total number of organiza-
tion), %

5 10 20 5

Number of employees, thou-
sand people 19,0 21,0 25,0 27,0

appEndIx 4 

The Main Characteristics of “Titanium Valley” 44 

Sign Characteristics
Location Sverdlovsk region. Area: 884,4 ha
Special-
ization

Production of the aircraft industry; railway engineering; pro-
duction of construction materials; production of equipment 
for the production of hydrocarbons; steel production; chemi-
cal production

43 Titanovaya Dolina (Titanium Valley) [Electronic resource]. URL: http://www.
titanium-valley.com. 
44 Коlesnik А. Titanium Valley will be built in November. [Electronic resource]. 
URL: http://www.rg.ru/2011/09/08/reg-ural/titan-anons.html.
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Sign Characteristics
Members VSMPO-AVISMA, Ural Boieng Manufacturing, Praxair, Stroi-

diesel Composite, Ural optical and mechanical plant (UOMZ).
Applied to become a partner: Electromashinostroitelnyzavod 
(Electric Machinery Plant), Mashprom, Stroidormash

Step Foundation date: 16.12.2010.
Construction of main infrastructural objects;
First round of territory exploration by members

Expected 
results

Investment: the total investment till 2031 will amount to 
64,5 billion rubles, of which 54,3 billion — private investors
Jobs: 13,000 jobs
Tax revenues: total — 118, 2 billion rubles:
income tax — 32,1 billion rubles
VAT — 65, 1 billion rubles

appEndIx 5 

Data of the Priority sectors for “Titanium Valley” 45 

Indicators

Manu-
facture 

of metal-
working 

tools

Metallurgy 
and metal-

working 
Equipment

Produc-
tion of 

electrical 
equip-
ment

Metal 
stamp-
ing and 
machin-

ing

Manu-
facturing 

of flat 
glass

Annual produc-
tion output, mln 
rubles

200 650 1600 600 12,600

Initial invest-
ment, mln rubles 150 210 650 2,000 6,500

Payback period 
(years) 4.5 4 4.5 N/A 6

Number of 
working place 100 300 960 150 260

45 Calculated using data of Analitichesky centr (Analytical center) «Expert-Ural» 
№ 36 (479) (12 September, 2011) [Electronic resource]. URL: http://www.expert-
ural.com/25–0-10254.
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appEndIx 6 

Some Economical Data (Brasil) 46 

Index 1995 2000 2005 2010 2015
Territory, million km 2 8,514 8,514 8,514 8,514 8,515
Population, million 
people 159,016 170,143 181,341 192,040 204,259

GDP,
trillion $ 0,646 1,086 2,147 3,675 3,166
GDP per capita,
$ 4,441 6,886 11,709 16,634 15,800
Inflation, consumer 
prices (annual %) 66.0 7.0 6.9 4.9 10.6

appEndIx 7 

Brazil — Export/Import 47 

Index 1995 2000 2005 2014 2015
Goods and Services Export 
(current value), billion $ 
Real

51,207 117,691 324,842 225,1 189,1

Goods and Services Import 
(current value), billion $ 
Real

61,920 138,492 247,362 229,2 174,2

46 Central Intelligence Agency (CIA). The World Fact Book [Electronic recourse]. 
URL: https://www.cia.gov/library/publications/the-world-factbook/geos/br.html; 
The World Bank: Data by Country [Electronic resource]. URL: http://data.
worldbank.org/indicator.
47 CIA (Central Intelligence Agency). The World Fact Book [Electronic recourse]. 
URL: https://www.cia.gov/library/publications/the-world-factbook/geos/br.html; 
The World Bank: Data by Country [Electronic resource]. URL: http://data.
worldbank.org/indicator; IPEA (Instituto de Pesquisas Econômicas) [Electronic 
recourse]. URL: http://www.ipea.gov.br. 
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