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Abstract. Today, the most important factor which determines the development
of the world economy is economic globalization. The article presents a scheme
of the interdependence of the processes that determine competitiveness of the
country in the context of globalization: CER.1 — the cause-effect relation
reflecting the influence of M&A with the participation of national companies on
concentration of a national economy, CER.2 — reflecting the impact of
concentration of the national economy on its competitiveness; CER.3 —
reflecting the impact of intensity of M&A with the participation of national
companies on their capitalization; CER.4 — reflecting the impact of the level of
national companies’ capitalization on competitiveness of the country. The article
puts forward and proves, based on the confirmation of the above mentioned
cause-effect relations, the following hypotheses: 1. — merges and acquisitions
with the participation of national companies influence concentration of a
national economy which in turn determines the level of its competitiveness; 2. —
integration with the participation of national companies through implementation
of M&A increases their market capitalization, thereby affecting the level of
competitiveness of the country. For simulating, the correlation and regression
modeling is used. The statistical base of the study comprises a sample of 42
countries of the world.

1 Introduction

In a modern economy, competitiveness of the country determines the level of its socio-economic
development. At the same time, today the most important factor determining the development of
the world economy is economic globalization, the spread of which is the result of a whole range
of processes taking place in society. Globalization has created new organizational forms of
interaction among countries and individual companies, which allow overcoming obstacles
created by state borders, and changed the conditions and the very principles of competition [1].
The basis of globalization is international economic integration, which is carried out both at
the level of countries and at the level of companies. The activity of national companies in the
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processes of mergers and acquisitions determines the degree of concentration of the national
economy (economic concentration), affects market capitalization of companies and thereby
determines competitiveness of the country.

The analysis of the scientific literature has shown that the influence of integration processes
implemented through mergers and acquisitions of companies on competitiveness of an economy
is insufficiently studied. The above indicates the relevance of further research on the outlined
issue.

2 Theoretical basis and methodology

Within the framework of this research, it is proposed to understand competitiveness of the
country as the ability of its scientific and technical resources and implemented economic policy
to ensure the production of goods and services which are in demand in the market and create
conditions for sustainable economic growth of the country and improvement of living standards
of its population.

As mentioned earlier, the modern development of the world economy and competitive
processes in it is determined by globalization of the world economy. The pace of globalization
has intensified since the beginning of the 21st century and its processes are accompanied by
amalgamation of economic entities, internationalization of national economies and, accordingly,
growth in economic concentration [2]. Under these conditions, activities of transnational
corporations (TNCs) have gained particular importance, and their influence on the economy of
an individual country and development trends in the world economy increased significantly [3].
Thus, in the world, there observed a steady trend towards the spread of concentration processes
both at the level of economies and that of individual industries and economic entities, the major
concentration taking place within TNCs.

The analysis of the modern scientific literature has shown that the concept “concentration” is
used by scientists and practitioners in different meanings and in relation to various levels of the
economy and objects under consideration (economy, industry, market, etc.) [4]. In our opinion,
concentration  of capital should be investigated from two  standpoints:
1 — as a result of the conversion of profits into capital by capitalizing surplus value; 2 — as
strengthening capital through consolidating the capital of various owners [5]. Based a number of
the most common definitions of the concept “concentration of an economy”, in this study, it is
proposed that the essence of the concept “concentration of an economy” be interpreted as degree
of concentration of production volumes or provision of services by the largest national
companies in relation to the national GDP.

In world economic practice, there are three main options for the development of companies
which imply: 1 — independent internal development of tangible and intangible assets; 2 — gaining
competitive advantages on a contractual basis, i.e., outsourcing; 3 — mergers and acquisitions
(M&A). Despite the fact that many companies are successfully building their internal growth
strategy, in recent decades, M&A are increasingly becoming the main competitive strategy,
being the fastest way to acquire assets and expand into new types of sales markets, etc.
According to experts, almost 80 % of all international investments are directed not to
establishing new companies abroad but to acquiring assets of existing ones. Due to this, in the
second half of the 20th century, the processes of concentration of production and centralization
of capital manifested themselves in an avalanche-like increase in the number and value of M&A
transactions in economies of different countries of the world. The intensity and focus of M&A
processes are reflected in assessments of the level of concentration of the economy at all levels
of its hierarchy. The state of development of the national economy and its competitiveness
depend on the state of economic concentration. In this context, another manifestation of
integration processes is reflected, in particular, that integration results in an increase in the
market value (capitalization) of an integrated entity, making it more “strong” and competitive

[6].
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Thus, based on the above analysis, the following research hypotheses are put forward:
— the hypothesis on the impact of M&A processes with the participation of national companies
(as one of the most common forms of integration) on the economic concentration in a country
and its level of competitiveness;
— the hypothesis on the impact of integration processes with the participation of national
companies through implementation of M&A on the level of their market capitalization and the
level of competitiveness of a country.

Accordingly, it is proposed to analyze the impact of integration processes through M&A on
competitiveness of economies of countries of the world by proving or refuting the hypotheses
put forward with the help of identifying a number of cause-effect relations (CERs) (Fig. 2).

’ participation of national CER.1
comnanies
Capitalization of companies Concentration of the
country’s economy

CER.4\‘ Competitiveness of the /

country CER.2

Fig. 2 Scheme of the interdependence of the processes that determine competitiveness of the
country in the context of globalization, where: CER.1 is the cause-effect relation reflecting the
influence of M&A with the participation of national companies on concentration of a national
economy; CER.2 — reflecting the impact of concentration of a national economy on its
competitiveness; CER.3 — reflecting the impact of intensity of M&A with the participation of
national companies on their capitalization; CER.4 — reflecting the impact of the level of national
companies’ capitalization on competitiveness of the country.

Source: developed by the authors

Considering the objectives of this study — to prove or refute the hypotheses put forward by
assessing the strength and direction of the relationship between certain factors and to establish
the analytical expression of the dependence between them — the correlation and regression
modeling is used. To solve the problem, a pair correlation, which demonstrates the strength and
direction of relationship between the influencing and resultant factors, is applied. For a
qualitative assessment of the relationship, the Cheddok scale is used. The statistical base of the
study is compiled from a sample of 42 countries of the world. The calculations are carried out
using the Statistica software package.

3 Results

According to the research objectives and scheme of the relationship of the processes
determining competitiveness of the country shown in Fig. 2, there investigated:

1. The impact of integration processes of M&A with the participation of national
companies on the level of their market capitalization. To determine the relationship between
M&A of companies and their capitalization, the following indicators are used: the relative index
of M&A volume (Iv») and the relative index of market capitalization (I,p). The relative index of
M&A volume (Iya) is calculated as the ratio of volume of transactions on M&A of companies
(according to the World Investment Report published by UNCTAD [7]) to GDP of the countries
in which they were created (according to the World Bank [9]). The relative index of market
capitalization (Ip) is calculated as the ratio of market capitalization of the largest companies
(according to Forbes 2000 [8]) to GDP of the countries in which they were created (according to
the World Bank [9]).
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As a result of the calculations, the following models characterizing the impact of M&A
processes on capitalization of companies involved are obtained: linear; exponential; 2™ -, 39 -;
4™ _; 5™ _ and 6™ degree polynomial. The 6™ degree polynomial dependency, presented in Fig. 3,
has the highest coefficient of determination between the indexes (R*= 0.7091). Thus, the
analysis of the relationship between M&A volume and market capitalization of companies
involved has made it possible to substantiate the following statement: the countries in which
M&A processes are more intensive have a higher level of capitalization of companies involved.
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Fig. 3. The 6™ degree polynomial correlation and regression model of the impact of M&A
processes (Iya) on capitalization of companies involved (1)
Source: developed based on the authors’ calculations

2.The impact of capitalization of national companies on competitiveness of a country. To
determine the relationship between market capitalization of national companies and
competitiveness of the country in which they were created, the following indicators are used: the
relative index of market capitalization (I.,,) and the relative index of competitiveness of the
national economy (Icom). The relative index of market capitalization (I) is calculated as the
ratio of market capitalization of the largest companies (according to Forbes 2000 [8]) to GDP of
the countries in which they were created (according to the World Bank [9]). The relative index
of competitiveness of the national economy (I,m) is calculated as the Global Competitiveness
Index (GCI) of the WEF [10].

As a result of the calculations, the models characterizing the impact of capitalization of
national companies on competitiveness of economies of the countries are obtained. The 6™
degree polynomial dependency (Fig. 4) has the highest coefficient of determination between the
indexes (R* = 0.6729). Thus, the conducted study has allowed to confirm the existence of the
cause-effect relation CER.4 and substantiate the statement: the countries of the world whose
companies have higher capitalization have a higher competitiveness of the economy.
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Fig. 4. The 6™ degree polynomial correlation and regression model of the impact of
capitalization of companies (I,,) on competitiveness of the national economy (Ieom)
Source: developed based on the authors’ calculations
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3. The impact of M&A processes with the participation of national companies on economic
concentration in a country. To determine the relationship between M&A with the participation
of national companies and economic concentration in a country, the following indicators are
used: the relative index of M&A volume (Iy14) and the relative index of concentration of an
economy (I,). As in previous models, the relative index of M&A volume (Iya) is calculated as
the ratio of volume of M&A transactions (according to the World Investment Report published
by UNCTAD [7]) to GDP of the countries in which they were created (according to the World
Bank [9]). The relative index of concentration of an economy (I,) is calculated as the ratio of
sales of the largest companies (according to Forbes 2000 [8]) to GDP of the countries in which
they were created (according to the World Bank [9]).

As a result of the calculations, there obtained models which characterize the impact of M&A
processes on concentration of the national economy. The 6™ degree polynomial dependency
(Fig. 5) has the highest coefficient of determination between the indexes (R* = 0.6406). Thus,
the study has allowed to confirm the cause-effect relation CER.1 and substantiate the statement:
the countries of the world whose companies are more active in M&A processes have a higher
degree of economic concentration.
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Fig. 5. The 6™ degree polynomial correlation and regression model of the impact of M&A
processes (Iya) on concentration of economies of the countries of the world (I,)
Source: developed based on the authors’ calculations

3. The impact of concentration of the national economy on competitiveness. To
determine the relationship between the concentration of the national economy and its
competitiveness, the following indexes are used: the relative index of concentration of economy
(Ie,) and the relative index of competitiveness of the national economy (I¢om). As in previous
models, the relative index of concentration of an economy (I,) is calculated as the ratio of sales
of the largest companies (according to Forbes 2000 [8]) to GDP of the countries in which they
were created (according to the World Bank [9]). The relative index of competitiveness of the
national economy (I.om) is calculated as the Global Competitiveness Index (GCI) of the WEF
[10].

As a result of the calculations, the models characterizing the impact of concentration of the
national economy on its competitiveness are obtained. The 6™ degree polynomial dependency
(Fig. 6) has the highest coefficient of determination between the indexes (R* = 0.7137). Thus,
this has allowed to confirm the cause-effect relation CER.2 and substantiate the statement:
countries of the world with a higher degree of economic concentration are more competitive.

4 Conclusions

Consequently, the confirmation of the above cause-effect relations (CER.1 - CER.4) has made it
possible to prove the hypotheses put forward in this study (Fig. 1), namely: 1 - M&A
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Fig. 6. The 6™ degree polynomial correlation and regression model of the impact of
concentration of the national economy (I,) on competitiveness of the country (Icom)
Source: developed based on the authors’ calculations

with the participation of national companies influence concentration of the national economy
which in turn determines the level of its competitiveness; 2 — Integration with the participation
of national companies through implementation of M&A increases their market capitalization,
thereby affecting the level of competitiveness of the country.

The carried out research suggests that national governments should pay attention to
conditions for the implementation of integration processes in the countries, their stimulation and
control (including antimonopoly control). Measures to support and stimulate the development of
integration processes should be aimed at the formation of effective national integrated business
structures with a sufficient amount of investment resources. The presence of such structures in
key sectors of the national economy is the key to security of the national economy, the
competitiveness of the country and the basis for the growth of the level and quality of life of its
people.
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