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Impact of Raising Tax Rates in GDP Growth:
The Case of Nepal

Sanjaya Acharya

ABSTRACT
This study is an effort to examine whether there is a potential of variations in tax efforts of different types in
making a positive impact on economic growth in a typical developing economy. We take the case of Nepal and
analyse 44 years (1975-2018) of time series data of growth and fiscal variables. We conclude that Nepal has
already reached its optimal tax GDP ratio. Additional efforts to collect more tax revenue are counter-productive;
rather, it should take some other structural measures for higher GDP growth. Implementation of several
scenarios of revenue replacement does not have a significant positive impact on GDP; however, minimising the
contribution by excise duties but replacing its contribution by income tax has minimal positive impact on GDP.
It refers to the need to protect Nepalese infant industries at this juncture of the fiscal-growth discourse of this

small developing economy.

Keywords: tax rates; public sector revenue; GDP growth
JEL Classifications: G18,H21,H25,H71,E62
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1 General Background

The impact of restructuring tax rates on GDP
growth is crucial in the wake of economic re-
forms in different economies, more specifically
after the mid-1980s that witnessed liberalisa-
tions in both factor and product markets. Three
significant strands of analysis are existent in
this regard so far. Many researchers analysed the
impact using partial analysis with select macro
variables; however, some followed general equi-
librium analysis. The third group of analysis is
exploratory in nature, before-after analysis and
cross-country comparison. The conclusions of
these studies are hardly consistent with each
other. In the vast array of literature, evidence
shows the growth enhancing and retarding ef-
fects of different tax systems and short-term and
long-term impact on growth and other macro-
economic performance of the economy. However,
as Rimmler et al. (2017) remarks, tax revenue in
various forms still dominates the public sector
revenue in developed, developing, and under-
developed economies.

The impact of tax structure on economic growth
occurs through its effect on both labour and capi-
tal markets. More specifically, the level of capital
and intermediate goods tax has a significant im-
pact on economic growth; countries with lower

6

tax rates grow faster than those applying high
tax rates (Gerson, 1998). Regarding the tax types,
high direct taxes reduce consumer spending in the
short-term and reduce economic efficiency and
welfare in the long run, Gale and Samwick (2014).
Analysing the relationship between taxes and the
rate of economic growth among 23 OECD coun-
tries for the period 1965-1990, Widmalm (1999)
demonstrated that taxes have a negative effect
on economic growth. The econometric analysis
also revealed that progressive taxation results in
a more adverse effect on real GDP.

Romero-Avila and Strauch (2008) concluded
with the negative impact of direct taxes on GDP
growth rate per capita through the strong nega-
tive impact on capital accumulation. Ferede and
Dahlby (2012) and Nechaev and Antipina (2016)
also concluded with the overall negative impact of
tax effort ratio on the GDP growth rate. However,
Asllani and Statovci (2018) and Gasteratos et al.
(2016) treated the impact differently to basic con-
sumption products and luxury products with the
conclusion that the reduction of the tax rate on
the consumption of basic products and an increase
in the tax rate on luxury products has a positive
effect on the growth of GDP.

Contrary to the conclusions of the studies men-
tioned above, Arnold (2008) concluded with the
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positive taxes in consumption and taxes on personal
income. Furthermore, corporate income taxes have
the most negative impact on GDP per capita, while
real estate taxes and especially reuse tax on real
estate has a more positive effect on growth. High
corporate taxes discourage potential investors from
realising investments in the given country because
they reduce the return on invested capital and the
capital structure or age of a company (Daniel and
Jefferey 2013). Schraztenstaller and Kohler (2015)
demonstrated a negative link between corporate
tax and foreign direct investment (FDI).

Various studies conclude that public revenues
affect economic growth more than public expendi-
tures, given the other macroeconomic parameters.

The public financial system in Nepal has under-
gone significant changes for the last three and half
decades. Several initiatives do have a significant
impact on the Nepalese public sector revenue
and consequent expenditure system. Liberalisa-
tion of health and education services began in
the mid-eighties as a component of the structural
adjustment program of the World Bank. Likewise,
full convertibility of the current account and par-
tial convertibility of the capital account and the
relaxation of the price control in both factor and
product markets appeared as a policy prescription
of the Stabilization Program of the International
Monetary Fund (IMF). Privatisation of state-owned
enterprises initiated at the beginning of the 1990s.
Furthermore, Nepal received the membership of
the World Trade Organization, South Asian Free
Trade Agreement (SAFTA) and the Bay of Bengal
Initiative for Multi-Sectoral and Technical Co-
operation (BIMSTEC) in the mid-2000s. Moreover,
along with the adoption of the federal system of
governance, revenue and expenditure flows have
spread to three tiers of the government.

Several studies exist in measuring tax pro-
ductivity in Nepal, VAT and other tax potentials.
Examples include Acharya (2016a, 2016b, 2010).
However, studies assessing the growth impact of
these reform measures are absent, specifically the
impact of tax rate changes on production and work
incentives that eventually translate into the econ-
omy’s growth performance. This study intends to
fulfil this gap. The remainder of this paper runs as
follows. Section 2 mentions the paper’s objectives
and methods, followed by data and observations
in section 3. Section 4 presents the analysis and
discusses the results. Section 5 concludes.

2 Objectives and Methods

This study reviews the budgetary reforms for the
last three decades in light of the country’s high
growth potential. In this regard, it assesses the
elasticity of various taxes in Nepal and explores
the tax potentials of them. Furthermore, it ex-
plores the avenues that circumvent the combi-
nations of tax and other variables that affect the
economy’s growth performance.

The major data used in this study are as follows:

a. Total revenue series by various tax categories
from the 1980s to the latest available

b. Time series databases of various tax types

c. Reports of the public expenditure reviews
of the government conducted in various periods

d. Consistent time series data of the major mac-
roeconomic variables, i.e. GDP by sectors, growth
rates, employment, domestic investment, capital
formation, foreign direct investment, etc.

Broader methodological approach to this study
has comprised:

A. Review of the available methods in measur-
ing the impact of the tax rate changes on economic
growth,

B. Include both short term dynamic relation-
ship between revenue variables and GDP growth,

C. Include other variables that impact GDP
along with the revenue variables, and

D. Keep revenue GDP ratio as a controlled vari-
able while assessing the impact of the variations
of different tax types on the economy’s growth
performance.

The study has conducted some econometric
analysis that stemmed from the previous works by
various researchers. Based on the best fit models
on revenue vs growth diagnostics, the study has
conducted some simulation analyses with the
impact of an increase in public sector revenue on
the overall growth performance of the economy.
The government’s revenue generation capacity is
instrumental in funding priority investments and
programs and institutes a simpler, fairer, and more
efficient tax system in the developing economy.

Three methodological approaches exist in
analysing the impact of tax rate changes on
government revenue: tax multiplier approach,
general equilibrium approach, and partial equi-
librium approach. The tax multiplier approach
uses the following model in assessing the im-
pact of the tax rate change on Gross Domestic
Product (GDP):
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Y=a+b(1-1)Y -b(1-1)Ty +b(1-1)tr+ [ +G, (1)

where Y, G, and I refer to GDP, government ex-
penditure, and total investment, respectively.
a, b, t,and tr are the autonomous consumption,
marginal propensity to consume (MPC), tax rate,
and transfer payment, respectively. T} is the fixed
revenue.

Equation (1) can be solved as

a—b(1-t)T,+b(1-1t)ir+G

= 1=b(1—1)

)

Based on this three-sector model, the tax im-
pact on GDP is measured using the tax multiplier
and this can be expressed as follows:

—b(1-t
t:# (3)
1-b(1-1)
This multiplier approach in assessing the taxa-
tion impact on GDP concludes that taxation has a
contractionary impact on output. The economic

growth and revenue dynamics were initially mod-
elled by Arnold et al. (2011).

iny,  — Bllns,.',‘ —B,Inh, +
Alny, =, .
+ B3nit + ZBJVUJ —4;

+b, Alns) + by, Alnh, +b,An, + Y b AV +e,

(4)

In equation 4, y refers to GDP, s the ratio of
investment to accumulated capital, h the average
number of schooling of the working-age popula-
tion, n the population growth rate, and V the tax
policy variables.

The present study follows this modular frame-
work with slight modification in line with that of
Acosta-Ormaechea and Yoo (2012) that essentially
follows Arnold et al. (2011). More specifically, we
study the relationship as follows:

81—l —oyInh_—osn,_ —
g = . ;
t =07~ za‘j'TCtj—l
=

+B,Al, +B,Alnh, +B;An, +B,AT, - 5)

—Y B, ATC/ +y.i+g,

J=5

In the given equation g is the GDP per capita
growth, I is the investment ratio, and h is the
number of years of schooling, n is the population
growth, T'is the tax revenue as a share of GDP. TC is
the vector of tax-composition variables expressed
as a share of total tax revenue. The subscript t
refers to a time in years and ¢ the error term.

The equation 5 has two broader components.
The first, kept in the parenthesis that is also known
as error correction term, captures the long-term
relationship between growth and the explanatory
variables. The variable T has been regarded as a
control variable that is kept intact along with the
variations of shares of different taxes in overall
tax revenue. The second part, terms outside the
parenthesis, measures short term dynamic ef-
fect of all the explanatory variables used in the
model. This model measures the impact of tax
policy change with revenue neutrality.

3 Data and Observations
This study uses the time series data for 44 years
(1975/76-2017/18). The summary statistics of
the variables used in the model are presented
in Table 1. The average growth rate of the Nepa-
lese economy has remained 4.5 per cent during
this period, but it is fluctuating between -3 and
almost 10 per cent. The population growth rate
remained approximately 2.04 per cent.

Going to fiscal variables, the tax GDP ratio has
been 9.5 per cent on average, but it was rather low
(5.1 per cent) at the beginning but had been gradu-
ally increasing. It peaked up to almost 22 per cent
in 2017/18. In the revenue composition, the share
of VAT in total tax revenue is highest (31%); this
was 20 per cent at the beginning but has reached
almost 38 per cent now. Likewise, the share of
income tax to total tax is also increasing from six
to 28 per cent. Contrary to this, the contribution
of excise duties in total tax revenue has remained
almost stable, around 13 per cent, with minor fluc-
tuation, the standard deviation being 0.02. The
trend is opposite in the case of customs duties;
its share in total revenue is gradually declining
significantly from the mid-2000s, mainly due to
Nepal’s accession to the World Trade Organization
(WTO), South Asia Free Trade Area (SAFTA), and
Bay of Bengal Initiative for Multi-Sectoral Techni-
cal and Economic Co-operation (BIMSTEC). During
this period, contribution by import duties in total
tax revenue declined from about 35 to 17 per cent.
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Table 1

Summary of the major variables used in the study (1975/76-2017/18)

Variables obszlr?/z;fions Mean Std. deviation ~ Minimum  Maximum
GDP growth rate 43 4.715 4.539 -3.00 9.700
Population growth rate 44 2.036 0.405 1.350 2.660
Tax GDP ratio 44 0.095 0.041 0.051 0.219
VAT to total tax ratio 44 0.312 0.037 0.200 0.376
Import tax to total tax ratio 44 0.251 0.049 0.170 0.346
Excise duties to total tax ratio 44 0.132 0.022 0.084 0.158
Income tax to total tax ratio 44 0.159 0.065 0.056 0.278
Annual rate of inflation (%) 44 8.655 4.505 -0.700 21.10
Capital formation to GDP ratio 44 0.203 0.043 0.120 0.340
Rate of investment growth 44 0.254 0.088 0.134 0.518

In the 44 years covered by the study, the average
inflation rate remained approximately nine per
cent, ranging from 4.5 to 21 per cent. The capital
formation to GDP ratio remained around 20 per
cent, and the annual growth of investment around
25 per cent.

4 Results and Discussions

The results as presented in Table 5 show the
relative effectiveness of different taxes on eco-
nomic growth. We start with Arnold (2011) mod-
el (equation 4), more specifically, the version
adopted by Acosta-Ormaechea and Yoo (2012)
(equation 5) and make its extension/adjustment
with the inclusion of some other variables that
reveal more explanatory power in case of Ne-
pal as presented in Table 2. Firstly, we develop
a baseline scenario and make some simulation
analysis. The variables used in the model belong
to four different categories: dependent variable,
independent variables, control variable, and pol-
icy variables. For the details regarding depend-
ent, independent, control, and policy variables,
please see Appendix Al.

The growth rate of GDP is the dependent vari-
able in all the models used. Moreover, there are
several independent, control, and policy variables
in the model. Change in investment GDP ratio,
change in capital expenditure to total expenditure
ratio, change in population growth rate, change
in tax GDP ratio, change in the share of income
tax to total tax revenue, change in the share of

import duties to total tax revenue, change in the
share of excise duties to total tax revenue, change
in the share of VAT to total tax revenue, time vari-
able, GDP growth rate, investment growth rate,
capital expenditure to total expenditure ratio,
population growth rate, the ratio of income tax
revenue to total tax revenue, the share of import
duties to total tax revenue, the share of excise
duties to total tax revenue, and share of value-
added tax to total tax revenue are the independent
variables. Likewise, the tax revenue GDP ratio is
the control variable in the simulation scenarios.
We are trying to explore whether changes in the
growth rate of revenue of a particular tax type,
keeping the tax revenue ratio unchanged from
the natural change, would contribute to higher
economic growth. Three simulation scenarios are
developed in this regard:

No change in the income tax and excise duties,
but additional tax effort is from value-added tax. In
this case, the trend of the growth of import duties
is also expected from value-added tax (simula-
tion 1)

No change in the import duties and value-added
tax, but additional tax effort is from income tax. In
this case, the trend of the growth of excise duties is
also expected from the income tax (simulation 2)

Additional revenue generation is expected from
value-added tax and income tax; the growth trends
of import duties and excise duties are merged to
that of VAT and income tax, respectively (simula-
tion 1 + simulation 2).
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Table 2
Growth and tax revenue composition correlates (Dependent variable GDP growth rate)

Baseline
Independent Arnold and scenario . . . . . .
variables Acosta/Yoo (Present study Simulation 1 Simulation 2 Simulation 3
model model)
Al -25.09 (-0.91)
CapExTotExRtCh 16.56 (1.17) 7.65 (0.52) 20.16 (1.41) 7.40 (0.49)
An -9.22 (-0.44) -1.53 (-0.08) 5.60 (0.26) -13.53 (-0.73) 5.28 (0.24)
o e L R B soue
AlTs 14.87 (0.32) 45.17 (1.08) -35.34 (-0.75) 253.45 (0.19)
AlmpDs 96.62 (1.94) 114.83 (2.32)*" 109.62 (2.17)*"
AExcDs 108.07 (1.67)" 133.02 (2.04)" 53.23 (0.89)
AVATs 65.02 (1.28) 91.47 (1.72) 77.61 (1.45) 344.81 (0.25)
t -0.187 (-0.61)  -0.132(-0.45)  -0.097 (-0.30) -0.27(-0.95)  -0.105 (-0.32)
G(t-1) O3 C3ea (3o Y 0388 (-311)"
I(t-1) 39.1 (0.87)
CaExp/TotEx(t-1) 16.94 (1.61)" 14.28 (1.26) 14.83 (1.39) 13.60 (1.15)
n(t-1) 6.94 (1.06) 0.58(0.11) 4.30 (0.76) -0.196 (-0.04) 0.598 (0.11)
T(t-1) 86.56 (1.31) 65.52 (1.11) 97.85 (1.59) 94.32 (1.67)" 4.11(0.71)
lts(t-1) 2_12132; -27.36 (-0.43) -97.09 (-1.58) 30.57 (-0.46)  -96.89 (-1.54)
ImpDs(t-1) 202.61*** —148.16; —252.2?** _153'45* —250.3(1*
(-2.95) (-2.18) (-4.58) (-2.21) (-4.42)

ExcDs(t-1) 14421 (-1.81)* -74.78 (-0.99) ‘(_13925)3 -108.38 (~1.47) E_12571;')5
VATs(t-1) 95.66 (-1.75)**  -29.41(-0.54) -94.33(-1.87)" -39.08 (-0.71) -91.44(-1.73)"
Constant 98.11 (2.46)* 56.54 (1.27) 114.83 (2.89)*  68.53 (1.53) 114.34 (2.81)**
Simulation
policy variables
ImpToVAT 11.63 (0.27) -331.03(-0.25)
ExcTolncTx 62.88 (1.42) 53.96 (0.86)
R? 0.73 0.75 0.69 0.73 0.70
Adjusted R? 0.56 0.69 0.52 0.58 0.51

Note: Figures in parentheses are corresponding t-values of the coefficient estimated. *, **, *** refer to the level of significance
at 10, 5,and 1 per cent, respectively.

10



Impact of Raising Tax Rates in GDP Growth: The Case of Nepal

Control variable
T(t-1) = tax revenue GDP share of the previous
year

Policy variables
(introduced in simulations)

ImpToVAT = share of import duties to total tax
revenue merged into VAT to total tax revenue share

ExcTolncTx = share of excise duties to total
tax revenue merged into income tax to total tax
revenue share

Even more significant variable affecting eco-
nomic growth is investment growth. Moreover,
the past year’s investment also affects the overall
GDP growth of the current year. Once the higher
economic growth rate is attained, it supports the
growth rate to go up in the following years as well,
as shown by the solid positive time variable.

Among the tax variables, they are causing con-
traction in the economic growth rate. Only in the
case of value-added tax, the impact on the growth
rate is expansionary. It should be understood cau-
tiously. The value-added tax may not directly con-
tribute to raising the growth rate, but in a higher
growth spiral, the VAT collection also rises due to
increased turnover in the market.

The models presented are found accepted as the
residuals left are found fully stochastic in nature.
Please refer to Appendix 2A.

5 Conclusion
The study applied an econometric model in
measuring the short-term dynamic relationship
as well as the long-term association between
revenue and growth performance of a typical
developing economy. Taking the case of Nepal,
additional tax revenue generation effort does

not prove to be growth-enhancing. Rather, it
has a contractionary effect on GDP. However, to
examine the effects of raising the revenue from
a particular tax type on GDP growth, we made
the tax revenue to GDP ratio intact and devel-
oped three different scenarios. To put it in other
words, series of revenue replacement scenarios
are developed. First, we implement a scenario of
no change in the income tax and excise duties,
but additional tax effort is from value-added
tax. In this case, the trend of the growth of im-
port duties is also expected from value-added
tax. Second, we implement a scenario with no
change in the import duties and value-added
tax, but additional tax effort is from income tax.
In this case, the trend of the growth of excise
duties is also expected from the income tax. In
the third effort, we combine the two scenarios,
i.e. additional revenue generation is expect-
ed from value-added tax and income tax; the
growth trends of import duties and excise du-
ties are merged to that of VAT and income tax,
respectively.

The study concludes that Nepal’s tax GDP ratio
is on a higher side; therefore, any further effort
to raise additional tax generates contractionary
effects. The three different scenarios of revenue
replacement developed also do not prove to be
productive in making a significant impact on GDP
growth. However, raising the revenue share from
import duties and revenue replacement of excise
duties by additional income tax reveals some posi-
tive impact on economic growth. Raising the share
of import duties might have worked positively
to economic growth due to the import of capital
goods and intermediate imports rather than the
import of final consumption goods/services.
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Appendix:

Appendix Al: Variables in the model
In the given linear regression models, the GDP growth rate is the dependent variable. The followings
are the independent, control, and policy variables used in the model:

Independent variables:

Al = change in investment GDP ratio

CapExTotExRtCh = change in capital expenditure to total expenditure ratio
An = change in population growth rate

AT = change in tax GDP ratio

AlTs = change in the share of income tax to total tax revenue

AlmpDs = change in the share of import duties to total tax revenue

AExcDs = change in the share of excise duties to total tax revenue

AVATs = change in the share of VAT to total tax revenue

t = time variable

G(t-1) = GDP growth rate of previous year

I(t-1) = investment growth rate of the previous year

CaExp/TotEx(t-1) = capital expenditure share in total expenditure of the previous year
n(t-1) = population growth rate of the previous year

Its(t-1) = income tax revenue share in total tax revenue of the previous year
ImpDs(t-1) = Import duties share in total tax revenue of the previous year
ExcDs(t-1) = Excise duties share in total tax revenue of the previous year
VATs(t-1) = Value added tax share in total tax revenue of the previous year

Control variable
T(t-1) = tax revenue GDP share of the previous year

Policy variables (introduced in simulations)
ImpToVAT = share of import duties to total tax revenue merged into VAT to total tax revenue share
ExcTolIncTx = share of excise duties to total tax revenue merged into income tax to total tax revenue share
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Appendix A2: Residual Plots

Growth rates vs. residuals (Baseline model)
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Growth rates vs. residuals (simulation model 2)
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BnusiHMe noBbIleHUs HanoroBbix cTaBok Ha poct BBIM Henana
Canpxas Avapbs

AHHOTALUA

[aHHas paboTa npencraBngser co6oi NpoBepKy rMnoTesbl CyWeCTBOBAHWS BEPOSTHOCTM TOTO, YTO pasinymns
B Ha/IOrOBbIX YCOBUSX Pa3HbIX TUMOB MOTYT 0Ka3aTb NOMIOXMUTENbHOE BAUSHME HA SKOHOMMUYECKMIA pOCT B CTPaHax
C pa3BMBalOLLENCS SIKOHOMUKOWM. ABTOP NPOaHann3npoBas AaHHble BPEMEHHBIX PSAOB O POCTE U PUCKANbHbIX
nepemeHHbIx 3a 44 ropa (1975-2018 rr.) B Henane. B pe3ynbtate uccnenoBaHus OH NpuLen K BbIBOAY, YTO
Henan yxxe [ocTur onTMManbHOro COOTHOLEHWUS Hanoros K BBl n nononHutensbHblie ycununs no c6opy HanoroBbix
MoCTyn/iieHuit ByayT B AanbHeWeM KOHTPNPOAYKTUBHbI. ONMpasch Ha pe3ynbTaThl UCCNEA0BAHMS, aBTOP YKa3biBaeT
Ha Heob6XOAMMOCTb 3aLLMTbl 3TOM HeBONbLION pa3BMBAIOLLENCS SKOHOMMKM U HEMANTbCKMX 3aPOXAAOLMXCS OTpacen
oT dhMCKanbHOro pocTa 1 npeanaraeT pykoBOACTBY Henana npuHATb HEKOTOPbIe APYrue CTPYKTYpHble Mepbl ANs
obecneueHns 6onee BbICOKMX TeMNoB pocTta BBI.

Knioyeswie cnoea: Hanorosble CTaBKU; AOXOAbI FOCYAAPCTBEHHOIO cekTopa; pocT BB

Ob ABTOPE

CaHpxaa Ayapbsi — 35KOHOMMUCT N0 BONPOCaM Pa3sBUTUS M BHeWTaTHbIM KOHCynbTaHT U3 Katmanpy (Henan);
NPUrNAWEHHbIA HaY4YHbIW COTPYAHMK KOXXHOA3MaTCKOro MHCTUTYTA NepPCnekTUBHbIX nccnenoBanui (Katmanay).
3aWmTKN LOKTOPCKYIO AnccepTaLmio no sKoHoMuke B YHuBepcutete Xokkanao (Cannopo, inoHunsa, mapt 2006 r.).
NmeeT gunnom Yuusepcuteta dpasma (Pottepaam, Hupepnanabl, Hos6pb 2006 r.). Ero BTopas fokTopckas
anccepraums, 3awmweHHas B Pottepaame, bbina npusHaHa ny4ei B paMkax YHUBEPCUTETCKOro KOHKypca. Mmeet
TaKXXe 3BaHWe Marncrpa 3KOHOMUKM pa3BUTUS MeXAyHapOoAHOro MHCTUTYTA COLManbHbiX uccnenosanumin (ISS,
HupepnaHabl) M AMNAOM O 3aBepLIEHUN MOCTAOKTOPCKOro uccnenosaHus JSPS B YHueepcuteTe Xokkainao (InoHus,
2008 r.).
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1 Introduction

World Bank has succinctly defined FDI as “the
net inflows (or outflows) of investment to ac-
quire a lasting management interest in an enter-
prise operating in an economy other than that
of the investor. It is the sum of equity capital,
reinvestment of earnings and other long terms
as well as short term capital as mentioned in the
balance of payments.”

FDI gained attention in the international econ-
omy after World War II. Numerous studies have
been laid so far for an enhanced understanding of
economic mechanisms and behaviour of economic
agents at both micro and macro levels. FDIs are
promoted by relatively open economies that are
ready to welcome not just capital investment but
technology and management also as FDI"s are
categorised by ownership control of the business
enterprise.

According to The Financial Times, “Control of
management, technology and other crucial inputs
can confer de facto control”.

United Nations Conference on Trade and De-
velopment (UNCTAD) said, “South Asia recorded
a 10% increase in FDI to $ 60 billion. The growth
was driven by India, with a 16 per cent increase
in inflows to an estimated $ 40 billion register-
ing itself among the top ten recipients of over-
seas investment. The majority went into services
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industries, including information technology.”
“Among developing economies, the Asia- Pacific

region received the largest share of global FDI

inflows attracting 45 per cent in 2018. Developing

countries in the region attracted 40 per cent of
global FDI inflows, converted into 88 per cent of
total Asia- Pacific region inflows. Over the past

decade, the share of intra-region greenfield in-
flows increased from 40 to 45 per cent. East and

North-East Asia accounted for 66 per cent of all

intra- regional greenfield FDI outflows.”

The factors affecting FDI differs with both
longitudinal and latitudinal changes. As condi-
tions across countries vary, how they attract FDI
also changes depending on the initial economic
development, regulatory terms and conditions
and quality of its working institutions. Hence,
the study aims to determine factors affecting FDI
inflow in developing Asian countries with varied
objectives.

The objectives are as follows:

To examine factors affecting FDI inflow

To study the impact of reforms on FDI inflow

To figure out the best regression technique
for the purpose of the study and provide relevant
suggestions focusing on the promotion of FDI
inflows in these countries.

The study comprises Section 1 Introduction,
Section 2 Literature Review, Section 3 Data, Meth-
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odology and Analysis, and Section 4 that includes
Conclusion with the further scope of the study.

2 Literature Review
There exist various theories and studies that
try to explain FDI inflow in any country and its
trends and impact on the economy.

Hymer (1960) highlighted the issues related to
barriers to entry like uncertainty, risk nationalism
of host country, legal system and protectionist
outlook of the nation for a firm which is keen to
set up production abroad and Dunning (1997)
introduced the world with the concept of “eclectic
paradigm” also known as ownership, location, in-
dustrialisation model which companies follow to
ascertain whether pursuing FDI is beneficial or not.

Quazi (2004) investigated the factors that drive
FDI into countries of the South Asian continent:
India, Pakistan, Nepal, Bangladesh, and Sri Lanka,
where factors could be economic or non-economic.
Quazi used economic freedom as one of the vari-
ables affecting FDI inflow which acts as a substi-
tute for the domestic investment climate. The
panel regression equation estimation along with
the generalised least square method with correc-
tions for heteroskedasticity and autocorrelation
found that political instability reduced inflows
of FDI in a country, whereas all other factors like
economic prosperity, economic freedom, economic
openness, human capital, and lagged changes in
FDI meaningfully increased FDI inflows.

Adhikary and Mengistu (2008) provided a clear
view that a higher production standard of FDI
holds simply when the host country exhibits a
minimum quantity of human capital and adequate
infrastructure along with macroeconomic stabil-
ity, market size and extent of openness alongside
exchange rate stability, lower production costs
and investment incentives.

Athukorala (2009) mentioned in his work that

“determinants affecting FDI inflows are diverse
and there is no complete list of FDI determinants
though it is usually observed that the most popular
determinants are market size, potential growth
of the market, the openness of trade, exchange
rate volatility, clustering effects of firms, politi-
cal stability, institution, taxes, trade restriction,
trade effects, productivity, labour cost and infra-
structure.”

Mottaleba and Kalirajanb (2010/13) mentioned
that by tying together the gaps of native savings

and investment and carrying the newest technol-
ogy and management expertise from developing
countries, FDI could perform a vital role in reach-
ing rapid economic growth. The results from analy-
sis of 68 countries for years 2005, 2006 and 2007
for over 8 variables were taken to infer variables

critically affecting inflows of FDI in specific coun-
tries. The paper noted that small nations across

the globe that are emergent could attract ample

FDI just by embracing more outward focusing trade

policy and proposing a more business welcoming
environment in front of foreign investors.

Jha, Agarwal, Gupta, and Mishra (2012) ana-
lysed Bangladesh, Pakistan, India, Sri Lanka, Nepal
and Maldives with parameters GDP, direct invest-
ment, trade openness, real effective exchange
rate and labour is taken into consideration for
years 1990-2010. The main tools of econometric
analysis were Augmented Dickey Fuller test, Dur-
bin Watson test and White test. The results were
empirically defensible with the administrative
and economic developments over 20 years. The
adverse influence of labour on FDI was illuminated
in the study.

Parashar (2015) investigated factors affecting
FDI inflow in China and India over a stretch of
30 years from 1980-2013 using data on market
size, infrastructure, trade openness, growth rate,
policy changes, inflation and opportunity cost to
investors collected from UNCTAD, World Bank,
IMF, ILO database and Federal Reserve. Apart from
the linear regression, the Dickey Fuller unit root
test and Engel Granger co-integration test were
performed to ascertain that market size and wage
rate are the most important factors determining
the flow of FDI. These are consistent with the
market seeking and resource seeking hypothesis.

Hug, Khan and Rehman (2016) stressed more
on Bangladesh while covering 4 other countries
India, Nepal, Pakistan and Sri Lanka. They sug-
gested that FDI is considered as one of the vital
requirements for the overall development course
of developing countries. The key concept of trans-
mission mechanism was highlighted, and FDI was
thought of as a contributor to economic develop-
ment. FDI was thus seen as a reducer of poverty
through preliminary macroeconomic stimulus and
raiser of total factor productivity and efficiency
of resource use in recipient economy through
transmission mechanism which works between
FDI and poverty reduction.
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Imtiaz and Bashir (2017) recognised FDI as one
of the key funding sources for long-term main-
tainable economic advancement in developing
countries. The conceptualisation of economic
freedom as a provider of better investment climate
important for foreign firms and MNC"s was done
in which freedom referred to no constraint, burden
or obligation in choice or exchange or transfer of
personal assets. The panel data fixed and random
effect model were used along with the Hausman
specification test to analyse heterogeneity. Further,
correlation analysis was conducted to identify the
strength of linear association among the variables.

Rasheed (2019) studied 14 Asian countries from
2003-2017 to analyse the relationship between
FDI and macroeconomic factors using panel data
technique. The study concluded that macroeco-
nomic indicators significantly affected FDI inflows
in China, Hong Kong, Indonesia, Jordan, Pakistan,
the Philippines, and Vietnam and revealed that
trade openness and exchange rate are decisive
economic indicators to attract FDI towards the
economies.

3 Data, Methodology and Analysis

The World Bank published the data for conduct-
ing the study we collected from various datasets
for 39 years. Data can be viewed as unbalanced
panel data for the purpose of study where an un-
balanced panel is defined as a dataset in which
at least one-panel member is not observed every
period; therefore, with N panel members and T
periods, strict inequality holds for the number of
observations n in the dataset: n < N*T.

About the Countries

INDIA. A developing economy, 3" largest by
Purchasing Power Parity (PPP), 5 on world
economy chart and ranked 142" on the basis
of nominal GDP and per capita income basis
respectively. India attracted a total of $ 58.37
billion from April to November 2020, which ac-
corded for the highest FDI inflow in a span of
8 months in a single financial year and showed
a 22 per cent hike compared to the first eight
months of the financial year 2019-20. Socialist
cum politicians or politicians inspired by social-
ists has been the driving force of economic de-
velopment since independence, including sec-
tor’s state ownership. With the introduction of
fundamental reforms and their renewals from
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1991 onwards, India progressed to become a
free market economy. IMF says that India can
touch a level of 10 per cent if reforms are rightly
pushed and with states taking utmost responsi-
bility for the respective economies.

CHINA. Economy market a transition from
centrally planned to market orientation. Apart
from being 2" leading economy in terms of GDP
and largest by PPP, China is one of the world’s
most recklessly growing economies with 6 per cent
growth rate over the past 30 years. Being in 4" and
11 position in terms of inward and outward FDI,
China tops the leading developing economies. A
high growth base lies under resource-intensive ex-
ports and manufacturing and availability of labour
at low cost. Reduction in economic, environmental
and social imbalance has shifted structure from
low to high-end services and manufacturing and
a shift to consumption from investment.

MYANMAR. A lower-middle income country
with US $ 1,210 as its GNI per capita, an agricul-
ture-based economy with the least development,
having maximum population involved in agricul-
tural pursuits directly. Here FDI started in 1973,
and in 1988 military coup encouraged indigenous
and private enterprise. The moderate growth is
driven by a strong performance by the telecom
industry and domestic trade along with relatively
slow growth of the construction, manufacturing,
and transport sector.

NEPAL: Economic development in the country
became more complicated due to political sce-
narios and rising corruption. Till 1951 people of
Nepal faced deprivation of even the basic ameni-
ties, gradually in the late 1950s, the country made
a progressive walk towards sustainable growth. By
1983 Nepal engaged itself in an investment protec-
tion agreement with various counties. Opening
the country towards economic liberalisation with
a perspective of economic growth and improved
standard of living was a major step taken by the
government of Nepal. Capacity in hydroelectricity
played an important role in driving the economy.
To promote FDI in the county government entered
into double taxation agreements to avoid them
with least 10 countries starting from 2000.

PAKISTAN. It is a semi-industrialised economy
centralised along the Indus River, and exports be-
ing primarily based on commodities like leather
goods, sports goods, textiles, chemicals, medical
instruments and rugs. Removal of barriers to en-
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Table 1
Country wise sample size

No Country Name Period No. of years

1 India 1982-2020 39

2 China 1982-2020 39

3 Myanmar 1982-2020 39

4 Nepal 1982-2011 26

5 Pakistan 2004-2020 17

6 Bangladesh 1982-2020 39

7 Bhutan 2006-2020 17
Total 7 216

Note. Data for years 1992-1995 is missing for Nepal due to unavailability of appropriate data.

Source: The author.

courage a free flow of capital and FDI was done to
the extent of 100 per cent equity participation in
many sectors, unlimited payment of profits, ser-
vice fees, dividends and capital was made. Though
doing business was getting easier but problem due
to corruption, political instability and domestic
insurgence worsened the conditions.
BANGLADESH. Economic with 39t position
in nominal terms and 29%" in PPP, it is strategi-
cally important to provide maritime access for
landlocked regions, mainly Bhutan, Nepal, India,
and potential gateway for China’s landlocked areas.
It is a house for major real estate investments. It
saw expansion in the education system and food
production and the development of technological
and industrial bases and rose out of poverty. With
the commencement of the mid-1990s, commit-
ment towards the free market was observed by suc-
cessive governments, privatisation of enterprise
owned by the state, channelisation of investment
and various banking reforms were seen.
BHUTAN. One of the major least developed
and smallest economies, where agriculture and
forestry play the most important role in fetching
livelihood to around 60 per cent of the population.
The major contributor of the overall growth rate
here is exports of hydropower to its major market
India supported by fiscal policies and monetary
policies facilitating macroeconomic stability,
characterised by lower rate of inflation, consist-
ently steady exchange rate and accumulation of
international reserves. The tremendous progress
by reducing extreme poverty, gender equality pro-
motion, and attention towards inequality issues

adds to the country’s progress. The philosophy
of the country guides its development as given
by Gross National Happiness (GNH). Hydropower
development’s ideal condition, i.e., abundance of
water resources spurred growth and revenue gen-
erated from it helps in financing a large number
of investments for the development of human
capital in the country.

About the Variables

The secondary data is collected for the purpose
of the study. We studied various variables to as-
certain how changes in independent variables
affect dependent variables.

Dependent variable: The variable that is test-
ed and experimentally measured is known as a
dependent variable. Here, the Inflow of Foreign
Direct Investment is a dependent variable. These
investments serve the interests of various inves-
tors putting their money in company or businesses
in some distinct nations.

Independent variables: These variables can be
controlled and changed to test the impact on a
dependent variable.

1. Gross Domestic Product (GDP) is an indicator
for depicting market size, which provides us with
some understanding in accordance with endog-
enous growth theory stating that nation with large
market size nurture faster-seeking benefits from
economies of scale. Higher GDP or GDP growth
rate attracts more FDI than the ones that are hav-
ing a slow or stagnant growth rate.

2. Exports of goods, services and primary in-
come are an important component of interna-
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Table 2
Measurement units of the variables

No Name of Factor Variable Measuring unit

1 FDI Inflow FDI Current million USD
2 Market size GDP Current million USD
3 Value of currency Exchange rate LCU per USD

4 Trade Exports Current million USD
5 Trade Imports Current million USD
6 Infrastructure GFCF % of GDP

7 Inflation GDP deflator Percentage

8 Cost of borrowing Interest rate Percentage

9 Economic reforms Reforms

Note. Log of GDP and exchange rate is used for better results that are more efficient and reliable.

Source: The author.

tional trade that offers a wider market to people
and firms. Exporting to foreign markets generally
decreases the unit cost of production, results in
increased experience and knowledge, which may
even facilitate the discovery of new marketing
practices, technologies, and insights.

3. Imports of goods, services and primary in-
come are other components of international trade.
When countries are unable to produce cheaply and
efficiently, they import goods from other countries.
Apart from a finished product, raw materials that
are unavailable in domestic countries are imported.

4. Gross Fixed Capital Formation (GFCF), also
referred to as the net investment, measures the
net increase in fixed capital, namely infrastruc-
ture by increased construction of railways, com-
mercial buildings, residential dwellings, roads,
and improvement of land. Building of capital-
intensive assets requires a huge amount of sunk
cost which gets recovered by the inflow of FDI in
heavy amount.

5. Inflation rate is a quantitative measure at
which the average price level of goods and services
increases over time. It indicates a decrease in the
PPP of the nation’s currency. An ideal level of in-
flation is needed to encourage spending instead
of savings, thereby nurturing economic growth.

6. Interest rate of any country plays a dynamic
role in attracting inflows. It is paid when bor-
rowings are made and received when a certain
amount is saved. The fall in an economy’s interest
rate attracts more and more investors from the
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foreign base as they receive higher returns from
the investment made.

7. Exchange rate accounts for an inverse rela-
tion with FDI. Though most studies

show a significant relationship between both,
many studies contradict it. The ambiguous result
is an outcome of the home country’s currency,
which leads to appreciation or depreciation of the
recipient country’s currency and its exchange rate.

8. Reforms played a vital role in determining
inflows of FDI. It facilitated the liberalisation of
FDI by waiving off restrictive conditions and ob-
ligations. The economic reforms of 1991 played a
significant role in the economies of Asia. With the
clear purpose of rapid industrialisation, elimina-
tion of industrial licensing, permission for foreign
investment, encouragement to private and public
sectors was done by the government. The main
aspects of the reforms are Liberalisation, Priva-
tisation and Globalisation.

The unit of measurement of all the variables
used can be seen as under. In regression, analysis
names are used according to the variable (not the
name of the factor).

Economic and Econometric Models

The economic model suggests, inflows of FDI are
a function of economic factors and can be writ-
ten as FDI = f (Economic factors). The economet-
ric model suggests inflows of FDI is a depend-
ent variable. In contrast, GDP, exports, imports,
gross fixed capital formation, interest rate, GDP



Assessing Factors Affecting FDI in Developing Asian Countries

Table 3
Descriptive Statistics of variables

Variable Mean SD Min Max
FDI 19500 54000 -16.6 291000
GDP 25.06 2.42 20.58 30.24
Exchange rate 3.26 1.27 0.63 7.26
Exports 192000 542000 215 2890000
Imports 188000 497000 406 2830000
Gross FCF 26.12 11.22 9.48 68.02
Inflation 8.63 770 -1.26 57.68
Interest rate 3.19 6.30 -31.50 14.82
Reform 0.75 0.43 0 1

Note. FDI, exports and imports are in 100 thousand million dollars. Also, SD stands for standard deviation and min, and max

refers to the minimum and maximum value, respectively.

Source: The author.

deflator, exchange rate and reforms are inde-
pendent variables or explanatory variables. The
following two models are studied for the pur-
pose of the study:

Model 1

FDI = B0 + B1(GDP) + B2(exchange rate) +
+ B3(exports) + B4(imports) + B5(GFCF) +
+ B6(interest rate) + B7(inflation) + p

Model 2

FDI = B0 + B1(GDP) + B2(exchange rate) +
+ B3(exports) + B4(imports) + B5(GFCF) +
B6(interest rate) + B7(inflation) + B8(reforms) +
tu

Methodology

Panel data is a combination of both time-series
and cross-sectional data. In this behaviour is
observed of entities across time. There are two
significant benefits of using panel data.

First, panel data assures more reliable esti-
mates of the parameters as it allows controlling
those unobservable factors that may vary across
units but not the time or may vary across time
but not units.

The second benefit relies on the fact that iden-
tification and effects" measurement is possible in
panel data. It is facilitated by the usage of different
methods of analysis. These are the random effect
regression model and fixed effect regression model.

Basic panel data analysis is POOLED OLS esti-
mation, which is the easiest and simplest estima-
tion method that allows pooling of observations
over time and running OLS. In this, every obser-
vation is treated as a separate entity.

FIXED-EFFECT model is used for the analysis
of the impact of variables that change over time.
It explores the relationship between variables
in an entity. FE removes the effects created by
time-invariant characteristics of variables so as
to create access to net effects on outcome vari-
able by predictors.

RANDOM-EFFECT model relies on the ration-
ale that variations across entities are assumed to
be uncorrelated and random. The advantage of
using RE is that the time-invariant variables can
be included, and these effects are not absorbed by
intercept as in the case of FE. This model assumes
error terms being uncorrelated with predictors
allowing time-invariant variables" role as an ex-
planatory variable. It allows for the generalisation
of inferences further than the sample used.

The first thing to look at is a descriptive analy-
sis of the variables. The table below represents
the basic statistics of all the variables.

Each variable included consists of 216 ob-
servations for the panel of 7 developing Asian
countries. Next, the Fisher Type Unit Root Test,
developed by Maddala and Wu (1999), is used to
test stationarity in panel data when the data used
is unbalanced. Based on the p — values generated
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by Dickey- fuller unit root test on each panel, the
test assumes the following hypothesis, where

Null Hypothesis: Ho: pi = 1 for all i, implies
that all panels contain unit roots.

Alternative Hypothesis: Ha: |pi| < 1 for at least
one i for finite N.

Here exchange rate, inflation and interest rate
have an order of integration 0 and follows I(0),
whereas FDI, GDP, exports, imports, gross FCF
and reforms follow I(1) as they have an order of
integration 1.

We undertake correlation analysis in order to
check the strength of linear association of vari-
ables with each other. Results of correlation analy-
sis revealed that there is a very strong positive
correlation between FDI and exports and FDI and
imports as value approaches near 1. A moderately
strong positive correlation is observed between
FDI and GDP. Apart from this, FDI is positively
correlated with gross FCF and reforms. A negative
correlation is seen amongst FDI and exchange
rate, FDI and inflation and FDI and interest rate.

Since the correlation of independent variables
is less than 0.80, it can be inferred that there is
multicollinearity between the independent vari-
ables, which implies that collinearity will not have
an impact on the results of the regression.

Similar can be observed graphically in Figure.

Regression Analysis

Coefficient values mentioned above are in hun-
dred thousand million USD apart from exports
and imports for which it is 0.0001 thousand mil-
lion USD.

Table 6 shows that Pooled OLS and Random —
effect regression analysis results are similar, and
fixed-effect regression results are different from
them. The model accounts for the relationship
of FDI inflow with GDP, exchange rate, exports,
imports, gross FCF, interest rate and inflation.

Table 7 shows the results of model 2, which
comprises all the variables as in model 6 and re-
form as an additional variable.

Coefficient values mentioned above are in hun-
dred thousand million USD apart from exports
and imports for which it is 0.0001 thousand mil-
lion USD.

The overall value of R which provides insight of
goodness of fit of any model, is a greater for model
2 as compared to model 1 in all the regression
techniques signifying model 2 explains a greater
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Table 4
Fisher-type unit root test

v Pyest P e
FDI 0.5594 0.00 ***
GDP 0.9443 0.00 ***
rEa:(tcehange 0.0026 *** .
Exports 0.5274 0.00 ***
Imports 1.00 0.00 ***
Gross FCF 0.6864 0.00 ***
Inflation 0.00 *** -
Irr;:cczrest 0.00 *** .
Reform 0.9589 0.00 ***

***p <0.01 (1% level of significance), ** p < 0.05 (5% level of
significance), * p < 0.1 (10% level of significance).

*R%

indicates that the null hypothesis is rejected at 1% level
of significance, implying that at least one panel is stationary
and exhibits no unit root.

Source: The author.

amount of variations caused by independent vari-
ables in our dependent variable. This greater value
implies that our additional variable, i.e., reforms
accounts for a significant impact over dependent
variable FDI inflows. Apart from observing the
value of R? for ascertaining the best model, diag-
nostic tests are performed to specify which method
of regression will enable us to draw the best result.

Hausman Specification Test. The test is used
to determine whether the fixed effect model or
random effect model is best for regression. The
test compares an estimator which is known to
be consistent with an estimator that is efficient
under the assumption being tested.

Null Hypothesis: Ho: The difference in coef-
ficients is not systematic.

Alternative Hypothesis: Ha: Difference in coef-
ficients is systematic.

Our null hypothesis that difference in coeffi-
cients is not systematic, i.e., the model is random
effect model is rejected as the probability is lesser
than 0.05. It implies that fixed effect regression
suits better to the model.

Testing for Time Fixed Effect. Testparm com-
mand is run to ascertain whether time fixed effects
are needed over fixed effect regression model. It
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Table 5
Correlation Analysis
Variable FDI GDP Exchange Exports Imports Gross Inflation Interest Reform
rate FCF rate
FDI 100
GDP 0.61 1.00
Exchange -029 -013  1.00
rate
Exports 0.91 0.49 -0.25 1.00
Imports 0.89 0.49 -0.24 0.79 1.00
Gross FCF 0.46 0.29 0.05 0.38 0.37 1.00
Inflation -0.20 -0.3 -0.25 -0.18 -0.17 -0.42 1.00
Interest rate -0.05 0.12 0.34 -0.03 -0.03 0.29 -0.76 1.00
Reform 0.20 0.21 0.37 0.14 0.14 0.29 -0.12 0.07 1.00

Source: The author.

sees if the coefficients are jointly equal to zero
for all the years or not.

Null Hypothesis: Ho: Coefficients are jointly
equal to 0 for all the years.

Alternative Hypothesis: Ha: Coefficients are
equal to 0.

Since probability is less than 0.05 null hypoth-
esis can be rejected, which means that coefficients
are not jointly equal to O for all the years, implying
that time fixed effects are essential.

Breusch Pegan Lagrange Multiplier Test.
This test helped to decide between the random
effect regression model and pooled OLS regres-

sion model. It checks whether variance across
entities is zero or not.

Null Hypothesis: Ho: Pooled OLS regression
model is appropriate.

Alternative Hypothesis: Ha: Random effect
model is appropriate.

Since probability is 1, we cannot reject the null
hypothesis, concluding that pooled OLS model is
more appropriate.

Comparison of Models
Initially, for choosing between the two models that
is model 1 showing the relationship between FDI
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Table 6

Results of pooled OLS, fixed- effect and random- effect regression for model 1

Independent variable Pooled OLS Fixed- effect Random- effect
GDP 3890*** 12100*** 3890***
(589) (2560) (589)
Exchange rate -1720* -3700* -1720"
g (1010) (1730) (1010)
Exports 0.00475** 0.00432*** 0.00475**
P (0.000476) (0.000482) (0.000476)
Imports -0.000372** -0.00034*** -0.000372****
P (0.0000552) (0.000055) (0.0000552)
536 263 536
Gross FCF (122) (337) (122)
Inflation -696" -118 -696"
(360) (424) (360)
Interest rate -1230% ~>07 -1230%
(417) (489) (417)
Constant -87000*** -286000"** -87000***
(17200) (58600) (17200)
R? 0.9091 - -
(within) - 0.8597 0.8499
(between) - - 0.9917
Adjusted R? 0.9058 - -
F-statistic 277.17 164.62 -
F (p-value) 0.00 0.00 -
Chi2 (p-value) - - 0.00
Observations 216 216 216
Countries 7 7 7

Source: The author.
Notes

Standard errors in parenthesis.

**p< 0.01 (1% level of significance), **p< 0.05 (5% level of significance),

*p< 0.10 (10% level of significance)

and GDP, exports, imports, gross FCF, inflation and
interest rate and model 2 showing the relationship
between FDI and GDP, exports, imports, gross FCF,
inflation, interest rate a reforms goodness of fit is
compared which shows that R? is greater for model 2.

The choice between Pooled OLS, fixed effect
and random effect regression model on the basis
of the significance of variables is made. In Pooled
OLS and random effect regression model, all our
independent variable are statistically significant,
and in fixed effect regression, only GDP, exchange
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rate, exports and imports are statistically sig-
nificant in explaining the dependent variable FDI
inflow. More variables are statistically significant
in Pooled OLS and random effect regression model.
Hausman specification test suggests that fixed
effect regression model should be considered over
random effect regression model. By testing for the
time fixe effect, it is ensured that the time fixed ef-
fect is important. And by BPL multiplier test results,
we see pooled OLS method is more appropriate as
compared to random effect regression. Considering
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Table 7

Results of Pooled OLS, fixed- effect and random- effect regression for model 2

Independent variable Pooled OLS Fixed- effect Random- effect
GDP 3670™* 11400 3670"*
(597) (2960) (597)
Exchange rate -2690* -3760* -2690*
g (1130) (1730) (1130)
ExDOrts 0.0047* 0.00433*** 0.000047***
P (0.000474) (0.000483) (0.000474)
Imports -0.00036"** -0.000342*** -0.000367***
P (0.0000521) (0.0000551) (0.0000549)
479" 278 479"
Gross FCF (125) (339) (125)
Inflation -739* -135 -739**
(359) (426) (359)
Interest rate -12007 511 -12007
(414) (490) (414)
Reform 6050" 1800 6050"
(3140) (3600) (3140)
Constant -80900*** -269000"** -80900***
(17400) (67800) (17400)
R? 0.9108 - -
(within) - 0.8599 0.8529
(between) - - 0.9908
Adjusted R? 0.9071 - -
F-statistic 246.37 1435 -
F (p-value) 0.00 0.00 -
Chi2(p-value) - - 0.00
Observations 216 216 216
Countries 7 7 7

Source: The author.
Notes
Standard errors in parentheses.

**p< 0.01 (1% level of significance), ** p< 0.05 (5% level of significance), * p< 0.10 (10% level of significance)

varied results, we conclude that fixed effect regres- market size, the value of the currency, trade, infra-
sion and pooled OLS regression suits better to the  structure, inflation, cost of borrowing and econom-
study conducted. ic reforms with the help of data on variables GDP,
exchange rate, exports, imports, gross fixed capital
4 Conclusion formation, GDP deflator, interest rate and reform
FDI plays an important role in amending econo- of seven countries India, Chine, Nepal, Bhutan, Pa-
mies of developing Asian countries, which raises  kistan, Bangladesh, and Myanmar for the period
the interest to know more about FDI and factors  1982-2020.
that greatly influence inflows of FDI. There exist The common variables significant in all the types
many factors that affect FDI inflow, out of which  of models and techniques are GDP, exchange rate,
here attempts are made to study a few, namely exports, and imports. Pooled OLS and random ef-
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fect showed the other variables gross FCF, interest
rate, inflation, and reforms significant along with
above 4.

Policymakers of developing Asian countries have
taken various measures by far and surely need more
initiatives to improve the influential tools of growth
and development of economies of developing Asian
countries. The increased need for attracting FDI is
seen in the pursuit of sustainable growth and the
belief that inflows of FDI result in growth automati-
cally. However, FDI does not lead to automatic growth
and requires huge absorption capacity to guarantee
spillovers, policies and regulations that balance out
rights of investors and public interest and active role
of government in enhancing absorption capacity by
harmonising economic, environmental, and social
dimensions in accord with internationally recognised
standards and principles.

5 Recommendations
1. Focus on liberalisation of the industrial sector by
emphasising the openness of trade and integration
of developing Asian countries with global econo-
mies for economic development has been proved as
an asset for India and China. It needs an extension
in other countries too.

2. Following more rigorous reforms like permit-
ting percentage ownership rights under automatic
route of FDI in manufacturing of the medical device,
telecom and railways, increased cap on FDI in insur-
ance and defence sector, increasing FDI threshold
and relaxation of sourcing reforms.

3. Existence of significant intraregional FDI in-
flows, low labour cost, active governmental role in
liberalisation, and FDI promotion and strategies in
favour of controlled inflation in developing Asian
countries are paying off well for these economies.
To achieve higher goals of growth, these economies
control on inflation is needed to a greater extent as
increasing inflation has a negative impact on FDI.

4. A perfect balance of the public and private sec-
tor working together towards better implementa-
tions of economic reforms will surely head towards
upgrading economies.

5. Conscious attempts to encourage emigrant
investments by the strengthening of commercial and
economic diplomacy are a must to be taken.

6. Control on corruption at the end of both gov-
ernment and citizens is one of the major concerns
that can facilitate increased FDI inflows in these
countries when controlled.
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Table 8
Result of Hausman specification test

Chi? 18.33
Prob > Chi? 0.0055
Source: The author.
Table 9
Result of testing for time fixed effect
Chi? 5838.23
Prob > chi? 0.00

Source: The author.

Table 10
Breusch Pegan Lagrange multiplier test result

Chibar?

Prob > chibar?

0.00
1.00

Source: The author.

7.1t is observed that the availability of adequate
roads, transport system, power, and water is still a
major concern in attracting FDI. A hefty amount of
efforts from the government’s end will play a vital
role in enhancing growth.

8. A little relaxation of labour law can work won-
ders for these economies as stern labour laws dis-
courage Greenfield FDI in the economies.

9. Other hurdles seen in developing Asian econo-
mies that need relation are high tariff barriers, red
tapism to massive extent, excessive bureaucracy and
perception barriers that require a close check as FDI
inflows are affected negatively by them.

10. Policies like double taxation avoidance treaty,
from the bucket of tax regime’s main achievements
of the Indian system, are needed. It boosts investors’
level of confidence because the tax on dividends and
corporate profits are disincentives for the investors.

6 Limitations

1. Since the data source is secondary; the data
is unbalanced due to the non-approachability of
some sources.

2. There is a scope of extension of sample size and
a number of countries used in the study.

3. Hands can be extended towards FDI outflows
also.

4. And, always, there is a scope of adding more
variables.
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Assessment of factors affecting FDI in developing Asian countries — The dissertation work was aimed to
determine the factors affecting FDI inflows in developing Asian countries. It concerns the countries that
represent economies that are progressing from being aid-dependent to trading giants. Examination of factors,
analysis of the impact of reforms and relevant suggestions were proposed along with the estimation of the best
regression technique for the purpose of study for 1982-2018.
Analysing GDP of India — The research project aimed to analyse how different sectors (Agriculture, forestry
and fishing; Mining and quarrying; Manufacturing; Electricity, gas and water supply; Construction; Trade, hotels,
transport and communication; Financing and real estate and Community, social and personal services) in the
economy of a nation contributes in the GDP calculated at factor cost, i.e., GDP and how GDP at factor cost
changes over time, based on the past and present behaviour of itself and other sectors contributing towards it.
Overview of GDP of India and factors affecting it — The study uses quantitative methodology and secondary time
series data for the period 1999-2014. The ordinary least squared (OLS) method is used to regress GDP, which
is the proxy for economic growth on agriculture, industries, services, export, import, and money supply and
establishes a meaningful relationship.
Impact of Oil and Non-0il Exports on Nigerian Economy — The study examines the impact of oil and non-oil
exports on the Nigerian economy post-1980s. It reviews and compares these sectors’ contribution to Nigeria’s
GDP over the years and the reason for that pattern and level of performance.
Analysing the Impact of Reliance Share Prices and Crude Oil on Nifty — The study examines the relationship
between Nifty50 and Crude Oil as the Dependent and Independent variable, respectively, in the stock market.
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Moreover, the relationship is examined when another independent variable: Reliance has been added to make
the model multivariate. The direction and magnitude of impact that it brings to the model was investigated.
Area of interest: data analysis, financial analysis, research and development, management and public relations,
credit portfolio analyst.

OueHka dakTopos, Bausawowmx Ha NMUNU B passuBarowmxca crpaHax Asuu
Mapyn Iynta

AHHOTALMUA
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NpeBpaLLalTCs B MHAYCTPUAbHbIE M TOProBble ruraHTbl. @akTopsl, Bausiowme Ha MW, B ocHoBHOM noapasaens-
l0TCS Ha 3aBUCUMblE U HE3aBMCKMMble NepeMeHHble. B JaHHOM MccnenoBaHMM B KayecTBe 3aBMCUMOW NepeMeHHOo
paccMaTpuBaeTCst NPUTOK NPSMbIX MHOCTPAHHBIX MHBECTULMM, @ HE33aBUCMMbIMU NEPEMEHHBIMU ABNAIOTCA pasMep
PbIHKa, CTOMMOCTb BasOThl, 3KCMOPT, UMMOPT, BaZIOBOE HAKOMJIeHWe 0CHOBHOIO Kanutana, gednatop BBI1, croumocTb
3aMMCTBOBaHMIM U SKOHOMUYecKMe pedopMbl. OBbeanHEHHDBIN 06bIKHOBEHHbIM MeToA HanMeHblIMx kBagpaTtos (OLS),
perpeccMoHHbIM aHanu3 ¢ GUKCUPOBAHHLIM U CNyYalHbIM 3P dekTamu, a TakKe pasnyHble TeCTbl NPOBOAATCS ANS
onpeneneHus nyylien perpecCMOHHOM MOAENU U MPOBEPKM MHTEHCUBHOCTM 3 deKTa, BbI3BAHHOIO KaXKA0M He3aBu-
CMMOM NepeMeHHOW Ha 3aBUCUMYI0 NMEPEMEHHYIO.

Knioyessie cnosa: npsamble MHOCTPaHHble HBecTuumm (MMTN); Banosow BHYTpeHHWUI npoaykT (BBIT); 06bluHbIN MeToA,
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ABSTRACT
The introductory part of the article is devoted to a brief overview of the typical methods of raising funds for a company’s
capital. Then, | compared The pros and cons of each approach. Further, the author introduces the company’s new
fundraising — through the merger with a SPAC (from now on referred to as the merger with SPAC). The article discusses
the advantages and disadvantages of this option for a company to enter public capital markets or raise capital in a
company compared to the already traditional methods — raising private capital and entering public capital markets
through an IPO. As a result of this comparison, the author concludes that the merger with SPAC has the advantages of
both classical options for raising capital, without their disadvantages, which makes this option a unique offer on the
market. Statistical data confirmed this conclusion. The separate section in the article is devoted to the peculiarities
and complexities of the merge with SPAC. The advantages of the merger with SPAC for the leading Russian companies
compared with other types of capital raising are separately highlighted, and the contrast between the placement on the
MICEX and the merger with SPAC. The article also presents statistics on the public capital market and the impact on the
public market of the new opportunity for companies to go public. In the final section of the article, the author discloses
the chain of events that brought the merger with a SPAC such a fame and popularity at the current moment in time. The
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o you know all the options available

for raising funds for a company? In this

article, I will outline one you may not
have heard of that may be a better option for
your company than the traditional methods.

There are limited options for obtaining com-
pany capital. They may be obvious to you, but
let’s go over them. Lending is the first and most
common option and possibly simplest for ob-
taining funds. It requires the least amount of
special knowledge to complete.!

There is also private capital, which has sev-
eral advantages and disadvantages.?

A final option is using public capital. This
option imposes a “quality seal” by the open
market on the entire company, from business
processes and the existing management system
to the assessment of the personalities of the
company’s management and shareholders.?

! See Wikipedia “Loan”. https://en.wikipedia.org/wiki/Loan.

2 See Investopedia “Private Equity”. https://www.investopedia.
com/terms/p/privateequity.asp.

3 Article from Investopedia “Initial Public Offering (IPO)”. htt-
ps://www.investopedia.com/terms/i/ipo.asp.

Each of these fundraising methods also has
several variations. Also, note that only two of
the above options are not debt-based financ-
ing but rather based on receiving investments
toward the company’s fixed capital.

Let us take a look at the pros and cons of
each of these options and then try to find an
alternative that combines the strengths of each.

After comparing the options for obtaining
private capital and entering the public market,
I would like to determine if there is another
option that has the advantages of one and not
the disadvantages.

This option is entering the public capital
market through a merger with SPAC or Special
Purpose Acquisition Company.* SPAC is a busi-
ness created without commercial operations
that raises capital through an IPO. With SPAC,
the company goes public through a merger with
a company created specifically for this purpose.
The created company is listed on the exchange

4 Article from Investopedia “Special Purpose Acquisition Com-
pany (SPAC)”. https://www.investopedia.com/terms/s/spac.asp.
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Private capital

v The ability to manage the competitive process
between several investors to ensure the highest
company valuation

v' Investors bring significant value to the company,
allowing management to improve and develop

v' Potentially less dilution of the existing
shareholders’ ownership

v Not required to become a public company and
create audited financial statements

v' Potentially maximum flexibility in deal structure
and ownership

[] Itis impossible to fulfill the wishes of current
shareholders to go out of business quickly. Most
likely, the new investor will not be able to attract
liquidity fast enough for a new buyout of the current
shareholders’ share

[ ] Distribution of operational/management control
over the company in the new investor’s favor

[ ] Dependence on the investor’s wants and financial
capabilities. The resources of even a group of
investors are limited and always inferior to the public
capital market

[] Itis difficult to determine the schedule for the
fulfillment of obligations by the involved parties

[] Finding the “right” long-term investment partners
can be challenging

IPO

v The largest capital market in the world

v Opportunity to present the company directly to the
entire market and tell its story

vThe ability to place offers among holders of
preferred shares

[ ] Subject to market risk

[] Lengthy procedure for entering the public capital
market (six months or more)

[] The valuation of the company by investors
participating in the IPO is not known until the
completion of applications from investors

[] Limited ability to get feedback on the business
plan before the placement is announced

[] Inability to disclose the company’s objectives and
projections

[] Limited disclosure of information on a company,
which often leads to an undervaluation of a company
[] Inability to control who the shareholders are

[] The intricacies of the company and its
management will be public. The company must
provide audited financial reports

and funded by investors at the time of place-
ment. SPAC can use the available funds, both
for the buyback of shares of current sharehold-
ers, for the additional issue, and for channel-
ling the received investments into business
development.®

When trying to understand the main idea of
SPAC and the main differences from a classic
IPO, it helps to think of SPAC as a structured
IPO. The sponsor, or organizer of the SPAC
placement, is usually a global institution of
private investors or internationally recognized
entrepreneurs with proven track records of
successful investment and asset management.

SPAC merger is the fastest way for a company
to go public with a higher valuation than an IPO.
It is also important to note that the assessment
of the company’s value is determined and ne-
gotiated by the parties before the merger with
SPAC is completed. By the time of negotiations
on the deal, SPAC will have already collected

5 The U.S. Securities and Exchange Commission. Special Pur-
pose Acquisition Companies; Division of Corporation Finance;
Securities and Exchange Commission; CF Disclosure Guidance:
Topic No. 11; Date: December 22, 2020. https://www.sec.gov/
corpfin/disclosure-special-purpose-acquisition-companies.
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a large sum of capital from investors. Also, if
SPAC does not have enough funds to complete
a transaction, additional funds can be gained by
attracting clients through the Private Invest-
ment In Public Equity, or PIPE, mechanism.
The amount of PIPE, as a rule, is two to three
times the amount of funds initially attracted
by the sponsor when placing SPAC.°

When comparing the volume of paperwork
for a traditional IPO versus a merger with SPAC,
the process for a merger with SPAC is simpler
since SPAC has previously completed the es-
sential parts of all necessary preparatory work.’

It is crucial to understand that the advan-
tages of SPAC, in this case, should be considered
based on the fact that a merger with SPAC is
taking place and not a public offering of the

¢ Carol, Anne. Capital Markets. Winston & Strawn LLP.
SPAC 101. https://www.winston.com/images/content/1/3/
v2/135061/Winston-Strawn-%20SPAC-Basics-Presenta-
tion-2018.pdf.

7 See Carol Anne. SEC Should Revisit Its Special Purpose Ac-
quisition Co. Regs, Law 360 (February 14, 2019) in which the
undersigned has suggested other areas in which regulations
have impeded capital formation by SPACs. https://www.law360.
com/articles/1129102/sec-should-revisit-its-special-purpose-
acquisition-co-regs.



IPQ, Private Capital? Not! SPAC!

company, which is regulated by other laws and
regulations.

An obvious advantage of SPAC merger over
a traditional IPO is that the company can pro-
vide investors with predictive financial and
operational indicators prohibited in an IPO.
SPAC makes it possible to position fast-growing
companies with investors to increase the com-
pany value and profitability quickly.

When comparing the valuation of a com-
pany with the two methods, it can easily be
concluded that the average transaction size
under SPAC’s merger option for entering the
public market is higher than the standard clas-
sic IPO option.

It is important to note that there is a sponsor
in the SPAC deal structure. The sponsor and
their team bring a new perspective and value to
the company, which further increase its value.

In a merger with SPAC, the company can
choose its investors with the sponsor and share-
holders attracted through the PIPE mecha-
nism. The already-established investors who
were attracted to SPAC during the placement
understand who they are and decide on the
merger already relying on this information.
When entering the public market through SPAC,
the company understands and can choose its
future shareholding, which is impossible with
the classic IPO, where the company cannot
influence this process in any way. That com-
bines the process of merging with SPAC with
the features of attracting private capital and
makes this option for entering the public capital
market a unique opportunity.

SPAC merger also has several disadvantages.
First, the current shareholder’s share is di-
luted by the sponsor and investors, including
warrant-holders and PIPE Investors. Second,
the distribution of rights and powers between
the current shareholder and new investors is
consistent with an IPO. Still, it is necessary
to remember the role of the sponsor in this
matter. A third disadvantage is the inability to
control the composition of shareholders in the
share of the company’s public offering. Finally,
appropriate audited reporting is required for a
company to be ready to go public.

The main disadvantage of a merger with
SPAC is the cost. Unfortunately, the services
of the sponsor and SPAC are not cheap. Com-

pared to the IPO, the SPAC is more expensive.
Depending on the company’s size, the volume
of placement, and other factors, the cost of an
IPO is approximately 6 per cent.® With SPAC,
it will be at least 2.5 per cent more.° Again, a
lot depends on the size of the company, the
size of the deal, the ratio between the funds
already raised in the SPAC, and their ratio to
the number of additional funds raised through
the PIPE mechanism if it is used to finance the
merger.!° This drawback must also be consid-
ered in conjunction with the significant advan-
tages of the SPAC option, which allows you to
get a higher estimate of the company’s value,
which neutralizes the higher costs. If you check
the historical data, then the company’s value
in the SPAC option exceeds the number of ad-
ditional costs that are accrued with this option
of entering the public capital market.!!

So, is this option just as far from ideal, then?
Like other capital-raising options, SPAC has
several disadvantages. So, should a company
choose the SPAC deal as its primary option?

The speed, confidence, and low risk justify
the specifics of entering public capital markets
through a merger with SPAC.

The SPAC team can bring new competencies
and added value to the company, which increas-
es the value of the share of current shareholders
(i.e., the SPAC investors and sponsor will help
achieve corporate strategy goals and increase
the company’s market capitalization).

Thanks to the sponsor’s legal structure and
reputation, they have a strong relationship
with SPAC investors but will ensure the attrac-
tion of additional investors through the PIPE
mechanism if necessary. With a clear goal of
generating long-term returns, high-quality

8 PwC Publications. Considering an IPO? First understand the
costs. https://www.pwc.com/us/en/services/deals/library/cost-
of-an-ipo.html.

% Matt Levine. SPACs Aren’t Cheaper Than IPOs Yet. July
27, 2020. https://www.bloomberg.com/opinion/arti-
cles/2020-07-27/spacs-aren-t-cheaper-than-ipos-yet.

10 Jay R. Ritter. University of Florida Warrington College of
Business. IPO Data. https://site.warrington.ufl.edu/ritter/ipo-
data.

11 Andrew R. Brownstein, Andrew J. Nussbaum, Igor Kirman,
Matthew M. Guest, David K. Lam, DongJu Song, Raaj S. Naray-
an, Alon B. Harish. Wachtell, Lipton, Rosen & Katz. The Resur-
gence of SPACs: Observations and Considerations. August 20,
2020. https://www.wlrk.com/webdocs/wirknew/ClientMemos/
WLRK/WLRK.27066.20.pdf.
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SPAC investors will increase the company’s
valuation and ensure that new investors are
attracted in the next stages.

A company’s ability to access public capital
markets is uncertain. There is a risk of IPO fail-
ure, for example, due to insufficient demand
from potential investors. If an IPO is disrupted
or cancelled, as a rule, after two years, the com-
pany can try again.!?

In the SPAC method, this risk is absent since
only the sponsor, investors of the SPAC, and
the company will determine the key indicators,
the timing, and when the participants in this
process want to disclose information about
the transaction. The law provides specific time
constraints, but they are much broader and give
more freedom in the SPAC option.

Comparing the pros and cons, we can con-
clude that the SPAC deal is a preferable option
for a company wishing to raise funds in the
public capital market.

Based on the information above, it might
seem like the SPAC deal is very simple. Alas,
this is not the case. A merger with SPAC is not
so simple, and it is necessary to approach the
choice of partners carefully. They should be
able to organize cooperation with international
institutional investors at the appropriate level,
which achieves the goal of entering the public
capital market through the shortest possible
route.

For companies from emerging markets, the
option to enter public markets through SPAC
merger provides several advantages over IPOs
on local exchanges:

» Listing on a sizeable liquid exchange in
the United States (usually NASDAQ)

» Access to the world’s most comprehen-
sive pool of investors (hedge funds, American
family offices, and more) that do not partici-
pate in local IPOs

— Given the limited allocation to emerging
IPO markets by investors, companies may face
insufficient demand during book building and,
as a result, unsuccessful placement in price
and/or volume

» The presence of an outstanding spon-
sor (for example, a leading fund manager of

12 Alex Rampell and Scott Kupor. Andreessen Horowitz. In
Defense of the IPO, and How to Improve It. August 28, 2020.
https://al6z.com/2020/08/28/in-defense-of-the-ipo.
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Table 1
Dynamics of SPAC IPOs
Year Doll? r‘value, Number of SPAC IPOs
billion
2015 3.61 20
2016 3.22 13
2017 9.00 34
2018 9.69 46
2019 12.01 59
2020 75.39 247

Source: The author.

emerging markets) allows the company to de-
termine the factors of the company’s invest-
ment attractiveness in the eyes of the inves-
tor community in advance. It also allows the
company to achieve a higher valuation and/or
demand from non-core investors

— Access to a broader pool of capital will in-
crease the total transaction volume compared
to a classic IPO, especially an IPO on the local
capital market

e The structure of entering the public mar-
ket through the takeover of SPAC reduces reg-
ulatory costs and provides more opportunities
for disclosing information about the company
to investors during the transaction

e The company’s merger with SPAC, spon-
sored by leading international institutional
investors, provides additional safeguards
against legal and political risks

Since 2015, more and more companies
have chosen to enter the public capital mar-
ket through the merger with SPAC. According
to the research company Deal Point Data, in
2020, there were 247 IPOs through the merger
with SPAC, with a total valuation of $ 75 billion,
accounting for 53 per cent of the total number
of proposals and 48 per cent of the total IPO
market by value.!?

The same results, graphically.

13 Christopher M. Barlow, C. Michael Chitwood, Howard L. Ellin,
P. Michelle Gasaway, Gregg A. Noel, Franklin P. Gregg. The Year
of the SPAC. Skadden’s 2021 Insights. January 26, 2021. htt-
ps://www.skadden.com/insights/publications/2021/01/2021-
insights/corporate/the-year-of-the-spac.
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Fig. 1. Dynamics of SPAC IPOs
Source: The author.
Table 2
The scale of transactions with SPAC
# Summary of SPACs # Proceeds $M
1 SPACs seeking acquisition 320 99,668
2 SPAC announced acquisition 79 24,63
3 SPACs completed acquisition 280 54,742
4 Total 679 179,04

Source: https://www.spacanalytics.com/.

The largest deals completed or announced
on the SPAC market of all time are the follow-
ing mergers:

1. United Wholesale Mortgage (https://www.
uwm.com/) $ 16 billion.

2. Owl Rock (https://owlrock.com/) and Dyal
(https://www.dyalcapital.com/) $ 12.7 billion.

3. Multiplan (https://www.multiplan.com)
$ 11.1 billion.

4. Paysafe (https://www.paysafe.com/) $ 9
billion.

5. Sofi (https://www.sofi.com/) $ 8.7 billion.

6. CCC Information Services (https://cccis.
com/) $ 8 billion.

7. Alight Solutions (https://alight.com/) $ 7.3
billion.

8. Golden Nugget (https://www.goldennug-
get.com/) and Landry’s (https://www.landrysinc.
com/) $ 6.7 billion.

9. Arrival (https://arrival.com/) $ 5.4 billion.

10. Vertiv (https://www.vertiv.com/) $ 5.3
billion.

For a better understanding of the scale of
transactions with SPAC as of February 10, 2021,
take a look at the following statistics in Table 2.

The SPAC merger was not the most popular
option for entering the public capital market
for a long time. Over the past decade, both com-
panies and investors have preferred the classic
IPO option. It was only in the last two years that
the SPAC deal took off and became trendy. For
a better understanding of the trend before the
version of the classic IPO, see Table 3.

For clarity, let’s present the dynamics of the
number of classic IPOs in total and IPOs by the
SPAC mechanism over the past ten years.

4 Data from SPAC Analytics. https://www.spacanalytics.com/.
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Table 3
Comparative dynamics of SPACs and IPOs

Total US IPO Proceeds

Year SPACIPOs  Total IPOs % SPAC Proceeds $M $M %
2021 133 156 85% 39,069 55,825 70%
2020 248 450 55% 83,343 179,346 46%
2019 59 213 28% 13,600 72,200 19%
2018 46 225 20% 10,750 63,890 17%
2017 34 189 18% 10,048 50,268 20%
2016 13 111 12% 3,499 25,779 14%
2015 20 173 12% 3,902 39,232 10%
2014 12 258 5% 1,750 93,040 2%
2013 10 220 5% 1,447 70,777 2%
2012 9 147 6% 490 50,131 1%
2011 16 144 11% 1,110 43,240 3%
2010 7 166 4% 503 50,583 1%
2009 1 70 1% 36 21,676 0%
2008 17 47 36% 3,842 30,092 13%
2007 66 299 22% 12,094 87,204 14%
2006 37 214 17% 3,384 55,754 6%
2005 28 252 11% 2,113 61,893 3%
2004 12 268 4% 485 72,865 1%
2003 1 127 1% 24 49,954 0%
Total 769 3,729 191,489 1,173,749

Source: https://www.spacanalytics.com/

At first, there was a steady growth in the
number of SPAC options for entering the public
capital markets, but it has rocketed in the last
two years.!?

What caused this? What has happened in the
last few years that made the SPAC merger so
attractive? Let’s take a look at the main reasons
for the rapid development of SPAC in recent
years.

The main event was in 2008 when SPAC
investors were given the right to vote on the
company’s merger with SPAC and, at the same
time, withdraw their funds. This change in a

15 Alexander Osipovich. The Wall Street Journal. Blank-Check
Boom Gets Boost from Coronavirus. July 13, 2020. https://www.
wsj.com/articles/blank-check-boom-gets-boost-from-corona-
virus-11594632601.
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regulation made the position of investors more
protected than before.

Over the past seven years, there has been a
significant decrease in the sponsor’s services
and SPAC fees. Although they are for a company
wishing to enter the public capital market, they
are higher than the cost associated with a clas-
sic IPO. Still, at the moment, this difference is
levelled by the other factors described above.

The next major step was using the PIPE
mechanism to collect additional funds in the
case of a shortage of funds initially gathered
by the sponsor.

In conclusion, investors should not under-
estimate a merger with SPAC as an excellent
option for entering the public market. Just two
years ago, some viewed a merger with SPAC as
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Fig. 2. Comparative dynamics of SPACs and IPOs

Source: https://www.spacanalytics.com/

an option for losers who could not qualify for
a classic IPO, but now investors understand
that this is entirely wrong. Several large, public
deals have changed this view, such as Richard
Branson’s Virgin Galactic!® or Bill Ackman’s
SPAC, the largest to date at $ 4 billion.'” Af-
ter world-famous entrepreneurs and inves-
tors started using SPAC mergers, the attitude
towards them changed. The SPAC merger has
become the most popular option for entering
the public capital market.

Put yourself in the shoes of SPAC investor.
Should you invest in SPAC? Consider how in-
vesting in SPAC is better than investing in other
asset classes.

16 Joshua Franklin. Reuters. “Virgin Galactic dealmaker defies

IPO lull with $ 720 million blank-check deal”. April 21, 2020 —
https://www.reuters.com/article/us-social-capital-ipo/virgin-
galactic-dealmaker-defies-ipo-lull-with-720-million-blank-
check-deal-idUSKCN 22331U.

7 Tomi Kilgore. MarketWatch, Inc. Billionaire Bill Ackman has

a $ 4 billion ‘blank check’ to buy a company, but he hasn’t said

which one. July 23, 2020 — https://www.marketwatch.com/
story/billionaire-bill-ackman-has-a-4-billion-blank-check-
to-buy-a-company-but-he-hasnt-said-which-one-2020-07-22.

The answers should be determined on a case-
by-case basis and will vary for each individual
company. The main idea is that for the SPAC
investor, considering the current rates of the
world central banks and bond yields is possi-
bly the most profitable asset for investing in
comparison with other instruments, proffering
a fixed income.

The terms of the “typical” merger with SPAC
and a detailed analysis of the company’s direct
merger with SPAC is outside the scope of this
article and is its own topic.

In conclusion, I would like to summarize
several results.

First, we got acquainted with another
trendy option for raising funds for a company’s
capital.

Second, I explained the advantages and
disadvantages of entering the public capital
markets through a merger with SPAC.

Finally, with the help of investors, the com-
pany’s shareholders should determine which
option the company should use to raise capital
and enter the public market.
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IPQ, Private Capital? Not! SPAC!

IPO, yacTHbIM Kanutan? Het! SPAC!

Anppeit KoBanes

AHHOTALUMUA

BcTtynuTtenbHas yacTb cTaTbM NOCBALWEHA KPAaTKOMY 00630py TUMNWYHbBIX METOA0B NPUBNIEYEHUS AEHEXHbIX
CpencTB B KanuTan koMnaHuu. [IpoBOAMTCS CpaBHEHME MIIOCOB U MUHYCOB KaXA0ro noaxona. ABTOp 3HaKko-
MWT C HOBbIM BapMaHTOM MPMUBIEYEHUS OEHEXHbIX CPEACTB AN KOMNAHUMU — NOCPeacTBoM camnsHus co SPAC.
B cTatbe getanbHO paccMaTpMBAKOTCS NMPEUMMYLLECTBA M HEAOCTATKM AAHHOrO BapMaHTa BbIXOAA KOMMAHUM Ha
ny6anYHbIE PbIHKW KanuTana Uau NpuBAEYEHUs KanuTana B KOMMAHUIO B CPAaBHEHUU C YXe TPaAULUOHHBIMU
MeToLaMu — NpUBJEYEHMEM YAaCTHOrO KanuTana v BbIXOAOM HA NybBAMYHbIE PbIHKM KanuTana nocpencTBoM
IPO. ABTOp menaet BbIBOA, 4TO cnnsHne co SPAC obnagaet npeuMyLLecTBamMm KNacCMYeCKMX BapMaHTOB Mpu-
BfeYeHna Kanutana 6e3 ux MMHYCOB, YTO AeNaeT AaHHbIA BapUAHT YHUKANbHbIM NPEANIOXKEHUEM HA PbIHKE, YTO
W MOATBEPXAAETCH CTaTUCTUYECKUMM AaHHbIMU. OTAEeNbHbINM pa3fen B CTaTbe NMOCBALLEH 0CODEHHOCTAM U CNOXK-
HOCTAM MexaHu3ma cnmnaHusa co SPAC, BbIAeNsATCS NpenMMyLLecTBa 3TOr0 CAMSHUA ANS BeQyWwMX KOMNAHWUM
Poccuun B cpaBHEHMM C ApYyrUMUM BULAMM NPUBNEYEHUS KanuTana Ha GOoHe KOHTpAcTa MeXxay pa3MeLleHneM Ha
MMBB u cansHnem co SPAC. lMpuBeaeHa ctaTucTuka No Nnyb6AMYHOMY pbIHKY KanuTana U TOMY BIUSHUIO, KOTO-
poe OKa3an Ha Hero MexaHW3M BbiX04a Ha MybAMUHbIe PbIHKM KanuTana NocpencTBOM CAUSHUS KOMMAHUK CO
SPAC. B 3akntoueHne aBTOp packpbiBaeT M KOMMEHTUPYET BCKO LLEMOYKY COObITUIA, KOTOpPAs MPMHEC/IA BAPUAHTY
cnmaHmsg co SPAC Takyt M3BECTHOCTb M MONYNSPHOCTb.

Knruyessie cnosa: IPO; SPAC; ny6AMYHBIM PbIHOK; YBEANYUTb KanuTan; HOBas BO3MOXHOCTb; CTPYKTYPUPOBAH-
Hoe IPO

Ob ABTOPE
AHppeit KoBaneB — 6akanaBp 3KOHOMUKM, MAaruCTp MeHeaXXMeHTa u duHaHCcoB, 6akanaep npasa. Mimeet 6onee
30 cepTM®MKATOB U AUNNOMOB, NONYYEHHbIX MO OKOHYAHUU KYPCOB MOBbILIEHWUS KBanUPUKALUKU B BEAYLLNX
POCCUMCKUX U MEXAYHAPOLAHbIX 06pa3oBaTeNbHbIX LeHTpax. CTpaTternyeckuii ynpaBnstowmi, 3KCNepT, UMet-
WM 3HaYMUTENbHOE NPOEKTHOe NnopTdonno. PaboTan Kak B ManbiX, Tak U B KPYMHbIX KOMMNAHUAX pPa3fiMyHbIX
dopM cobcTBeHHOCTU. Co3naBan BM3HEC-NNaHbl U CTpATErMM pa3BUTUA AN HECKONbKMX AEeCITKOB NPOEKTOB
M yCMewHo UX peann3oBbiBal.
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wenty years ago, there was tremendous
I speculation in the equity market when hun-
dreds of very early-stage companies (often
referred to as “dot-coms”) were doing IPOs, fueled
largely by enthusiasm from retail/day traders.
I remember this period vividly because back then,
I was one of the bankers that worked on many
of those tech/internet IPOs. During this period,
I would often get into a taxi in San Francisco (yes,
people used taxis back then) to race from one
meeting to the next with these dot-coms; and
when the driver found out I was a banker, he would
often describe his best dot-com trades and ideas.
In late 2000, this “bubble” burst, and today this
period is often referred to as the tech (or dot-com)
bubble. Twenty years later, similar characteris-
tics seem to now exist in the SPAC market. To
give a perspective on how big the SPAC market
has become, note that the number of traditional
company IPOs! in the US averaged just over 150
per year. It compares to 315 IPOs — just in the
SPAC market — that had been completed by May
10, 2021, raised by December 2020 to $ 77.6 billion,
with another 56 on file vs a total of 59 SPAC IPOs
completed in 2019. See Figure.

! An initial public offering, IPO, or stock market launch is the

first sale of stock by a private company to the public. IPOs are

often issued by smaller companies in search of the capital nec-
essary to expand their operation but are also often performed

by larger, privately owned companies looking to become pub-
licly traded on stock exchanges. China has recently emerged as

a leading IPO market, but the United States remains the lead-
ing country worldwide, by number of company IPOs. The larg-
est IPO in the U.S. so far was that of Alibaba Group Holding in

2014, in which 21.77 billion U.S. dollars was raised.
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In March of last year, in our Strategic Equity Fi-
nance class, David Erickson got a question from a
student about SPACs. He asked, “Will we talk about
SPACs in this course?” At that point, while there had
been a couple of high-profile SPAC mergers com-
pleted in the recent months, including Virgin Ga-
lactic and DraftKings, the equity market had started
to tumble as the coronavirus pandemic was taking
hold. I responded somewhat dismissively, “We’ll talk
about it later in the term, but SPACs are not a very
big part of the equity market.”

Fast forward to now, and David has received
numerous inquiries from private equity firms and
hedge funds interested in my view as to whether
they should “sponsor” a SPAC. His apologies to that
student back in March (as maybe he was prescient
about what was to follow later in the year).

While the SPAC market has been around for about
twenty years, it really took off in 2020, with all of
these SPAC IPOs as well as SPAC mergers announced
exceeding over $ 125 billion in volume, according to
Axios. So, what has caused this emergence? Before
we talk about the emergence of SPACs this year, let’s
clarify what a SPAC is (and isn’t).

What Is a SPAC?
A SPAC (short for special purpose acquisition com-
pany and often referred to as a “blank check com-
pany”) raises equity in a traditional IPO process.
This shell company is formed to search for and
merge with a private company (or companies); the
company usually has up to two years to complete a
merger, often referred to as an IBC — Initial Busi-
ness Combination. A “sponsor,” often consisting of
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former corporate executives (and in more recent
cases, private equity firms), acquires a stake in the
SPAC. Historically, the sponsor’s stake is around
20% of the SPAC. The SPAC sponsor, including the
SPACs management team, is responsible for run-
ning the operations of the SPAC and finding a pri-
vate company to combine. The 80% balance of the
SPAC ownership is what is sold in the IPO to public
investors. These proceeds raised are held in escrow
until the completion of the business combination
or the expiration of the SPAC.

One of the nuances with the SPAC structure
is that the sponsor typically has two years (from
its IPO) to complete a combination, or else the
investors can redeem their shares. If this happens,
the sponsor gives back the money held in escrow
and will lose on the cost of the IPO and expenses
to date. As a result, it could be argued that the
SPAC sponsor is highly motivated to complete an
acquisition, even potentially if the quality of the
company they are acquiring is of lesser quality.
It will probably be the case in more than a few
acquisitions that have been announced (as well
as those to be announced).

Why Have SPACs Emerged This Year?
A combination of factors has caused this SPAC ac-
tivity to explode in 2020, including:

Financing for many private companies be-
came more difficult in the latter half of 2019.
Part of this could be attributed to the struggles
of “unicorns” — Lyft, Uber, and Slack — that went
public earlier in 2019 but did not trade well in the
latter half. Additionally, the high-profile debacle
of WeWork, filing to IPO in August 2019 and then
having to be restructured by October at a fraction
of its previous valuation, created more scrutiny on
companies looking to IPO. Thus, it caused many
potential IPO candidates to pause their plans. At the
same time, the venture financing market became
more difficult when the biggest source of venture
financing in the last few years, Softbank, got very
quiet as it was “licking its wounds” as the largest
shareholder of WeWork, Uber and Slack. With the
IPO becoming more difficult and with less liquidity
in the private venture market, the market became
more price-sensitive and selective for many private
companies. As a result, some of these companies
started looking for alternative sources of financing.

Retail investors embraced more specula-
tive, volatile stocks. Early this year, two of the
best-performing stocks daily were Tesla and Virgin
Galactic. While the “cult” following of Tesla’s stock
has been well documented in recent years, Virgin
Galactic — which in recent months had started trad-
ing after merging with venture capitalist Chamath
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Palihapitiya’s first SPAC — developed its own cult

following. Even though it was already aggressively

valued, Virgin Galactic’s stock (SPCE) went from

$ 11.70 on January 02 to $ 38.79 on February 20 —
more than 330% in less than two months. Then,
DraftKings started trading in late April, following

the completion of its merger with the Diamond

Eagle Acquisition SPAC, and five weeks later had

traded up more than 250 per cent. And as the “Rob-
inhood cohort” (as these aggressive retail trad-
ers are called today vs e-/day traders back in the

1999/2000 tech bubble) continued to make money

on these more speculative names, they got even

more aggressive. Instead of waiting for a merger to

be completed, they also started speculating on the

IBC announcements. One example of this specula-
tion is TPG Pace Beneficial Finance SPAC (Ticker:

TPGY), which, after announcing its acquisition of
EVBox, opened up 245 per cent the next trading

day. While EVBox, the leading charging platform

for EV cars in Europe, is the latest company in the

“hot” EV/AV space that announced its intention to

be acquired by a SPAC, 245 per cent is still a huge

“pop,” and that was probably absorbed by many in

the Robinhood cohort of traders. This retail inter-
est is not limited to SPACs; they have also been

actively speculating in the IPO market and even in

Bitcoin’s rise in the last month. As SEC Chairman

Jay Clayton noted in an interview on CNBC about

the speculation happening in the market, “There

is a new paradigm. There are more retail investors

participating in the market than ever before.”

With interest increasing, supply follows. The
need for capital from some of these private com-
panies combined with enthusiasm for SPACs from
investors has generated more interest from SPAC

“sponsors” — and as a result, more SPAC IPOs have
come.

Additionally, as data from SPAC Alpha shows,
there had been 104 SPAC mergers announced as of
December 14, 2020, 48 of which have been com-
pleted. This compares to 28 completed in 2019.
Currently, 221 SPACs have completed their IPOs
(some of which were done in 2019) and are looking
for an acquisition target.

Like it is with all markets after they have had a
significant run, the SPAC market will likely see a
correction soon. With all of this supply, SPAC spon-
sors have gotten even more aggressive and have
announced mergers with an increasing number of
earlier-stage companies.
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Where Does the SPAC Market Go from Here?
While there is still a lot of enthusiasm for SPACs
as I write this, with new SPAC IPOs being filed
and mergers/IBCs announced daily, the SPAC
market, like with all markets after they’ve had a
significant run, will likely see a correction soon.
What could cause this?

As we saw back in 2000 with the tech bubble,
the fraying started as more and more dot-coms
went public, and the stocks of those companies
that had just done their IPOs started to trade
poorly. As a result, investors began to lose money,
and eventually, they lost their enthusiasm. It
eventually caused the dot-com IPO market to
seize up, as more struggled to complete their
IPOs. To parallel what could happen in the SPAC
market, we will likely first start to see some of
the mergers completed in recent months struggle
from a trading perspective. I would assume that
it would start with some of these earlier stage/
pre-revenue companies. Why these companies?
Because it is likely that with all of the SPAC IPOs
out there looking for targets, some of these spon-
sors probably stretched to get deals done with
some earlier-stage companies that may not quite
be ready to be public. At the same time, with all
of the SPAC IPOs completed, there will likely be
a correction, as many of these companies look-
ing for acquisitions will likely fail to complete a
merger/IBC.

That is having been said, what 2020 has taught
us is that SPACs are a viable way for some private
companies to go public in the future. Just like we
saw from the tech bubble, some great companies
emerged from this period, and the quality of tech-
nology and internet IPOs that have come since has
improved dramatically. I would expect the same
type of positive evolution to occur in the SPAC
market going forward.

According to Wharton finance professor Joao
Gomes SPACs have been one of the “most spec-
tacular” developments in financial markets in recent
years. He moderated a recent Wharton Executive
Education virtual event titled “Understanding
SPACs,” where Wharton finance professors Nikolai
Roussanov and Itamar Drechsler explained how
SPACs work and their pros and cons for investors.

“These so-called ‘blank-check companies’ proved
a hit with investors and many young private com-
panies wishing to go public as well as several top
celebrities,” Gomes added.
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How Does a SPAC Work?

SPACs are entities with no commercial operations
of their own and are created by investors — called
sponsors — to buy operating companies they con-
sider promising. In recent years, SPACs have been
active in the sectors of electric vehicles, green
technology, consumer-oriented technology, com-
munications, and retail.

A SPAC is a publicly listed shell company that is
created to merge with a private operating company.
The merger creates a single entity that will trade
publicly and thus give a public listing for the private
operating company. When SPACs raise their initial
capital, they are not required to identify the operat-
ing companies they plan to buy; the SPAC’s selling
proposition is based on the reputation of its sponsors.

From the time a SPAC lists and raises money
through an IPO, it has 18 to 24 months to find a
private operating company to merge with. If a SPAC
cannot find an acquisition target in the given time, it
liquidates and returns the IPO proceeds to investors,
who could be private equity funds or the general
public. SPACs usually find those target companies.

Investors in the IPO of a SPAC typically buy what
are called units for $ 10 each. The unit consists of
a common share, which is regular stock, and a de-
rivative called a warrant. Warrants are call options,
and they allow investors to buy additional shares at
specified “exercise” prices. After the merger with the
shell company, both the shares and the warrants are
listed and traded publicly.

If some SPAC investors change their minds and
do not want to participate in the merger with the
shell company, they could redeem their shares and
get back the $ 10 they paid for each. However, they
can retain the warrants.

To increase the amount of cash available for the
operating company that has been taken public, it is
common for SPAC sponsors to bring in institutional
investors to buy additional shares. These are called
PIPEs, or “private investment in public equity,” which
typically are large mutual funds, pension funds, and
sovereign wealth funds.

SPACs vs IPOs: Which Is a Better Route?

For private companies, a merger with a SPAC is
seen as a better route to go public than undertak-
ing their own IPOs. Roussanov explained the main
advantages and disadvantages of the SPAC route to

go public. He said: “The public equity markets de-
mocratize access to capital for entrepreneurs and

also democratize access to investment opportuni-
ties for investors.”. “Over the last couple of decades,
we have seen a dramatic decline in the number of
publicly-listed and publicly-traded companies in
the US from the peak of about 8,000 in the late
1990s that coincided with the Nasdaq tech boom
to about half of that, if not less, in the early to
mid-2000s and 2000 teens.”

The growth of private equity perhaps contributed
to that the decline in the number of publicly listed
companies. Roussanov added: “There is also a sense
that going public has become costlier for firms, both
in terms of the monetary cost that the company
founders bear and in terms of the time it takes to
go public.” Companies go public at later stages of
their life, perhaps because they must prove their
feasibility in the marketplace, he noted.

At the same time, there seems to be pent-up de-
mand for capital from “small and young firms with
maybe great new innovative ideas,” Roussanov said.
They probably find it harder to raise money through
additional stages of, say, venture capital, but they
are not yet ready for the IPO process, he added. “For
a young, capital-hungry, but pre-revenue firm, the
IPO route is not usually available.”

According to Roussanov the SPAC route is the only
viable way for those firms to both raise capital and
acquire a public listing in a fairly short period. The
speed of completion of a SPAC deal is dramatically
shorter than the usual IPO process that involves
roadshows and a book-building process, he added.

According to Drechsler the long lead time for an
IPO may mean that a firm may miss market windows
where potential investors are flush with cash and
looking for opportunities. “Instead, if you find a
SPAC that will merge with you, that can happen in
a couple of months.”

Roussanov also added that the SPAC model has
become popular because “in some ways, it is fulfilling
a need” for both firms going public and investors”.

“There has been a pent-up demand from investors,
in particular retail investors who have been excluded
from participation in the early stage of the life cycle
of many of these innovative firms that turned out
to be huge successes.” He pointed out that much of
the promise in a startup is realized in its early stages.

For companies early in their life cycle, another
disadvantage with IPOs is that they are not legally
allowed to make projections or forward-looking
statements on their performance. Firms filing for
IPOs are only allowed to report historical financial
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performance, but with startups, “it’s all a bet on the
future,” Drechsler said.

By contrast, SPACs as mergers have “safe har-
bour” or protection from legal liability for for-
ward-looking statements, Drechsler pointed out.
Not surprisingly, SPACs are called blank-check
companies because of those lower disclosure re-
quirements.

As Drechsler noted, the SPAC route has enabled
startups like Newark, Calif.-based Lucid Motors to
raise capital, although the electric vehicle maker
is “not even selling any cars at this point.” Lucid,
which is billed as a rival to Tesla, raised $ 4.4 billion
in February 2021 with a $ 24 billion enterprise valu-
ation and plans to begin production in the second
half of this year.

Regulators Paying Attention

As with all booms, the popularity of SPACs has at-
tracted regulatory scrutiny. The Securities and Ex-
change Commission (SEC) “is worried that there’s
too much frothiness in SPACs,” Drechsler noted.
He pointed to the SEC recently opening to inter-
pretation whether SPACs are IPOs in disguise and
if they should be granted safe harbour in making
financial projections.

In a recent statement, the protection from legal
liability SPACs have in making financial projections
raises “significant investor protection questions,”
wrote John Coates, acting director in the SEC’s di-
vision of corporate finance. (Such SEC statements
represent only the author’s views.) That [regulatory
attention] has potentially introduced uncertainty
into the SPAC wave.

“The SEC is watching the situation and reassessing
how heavily it should regulate SPACs going forward,”
said Roussanov. “So far, they’ve employed a light
touch, but now they’ve said that the safe harbour
exemption does not mean that you cannot be sued
for saying something that turns out to be patently
wrong.”

According to Roussanov the SEC is likely to
push for “market self-discipline rather than
heavy-handed regulation, unless some major
blow-ups occur where investors suffer dramatic
losses and retail investors, in particular, suffer
large losses.” Drechsler added: “Maybe we should
deliberately change some laws rather than just
waiting for something to happen and interpreting
it after the fact.” He pointed out that during the
dot-com boom of the late 1990s, the IPO frame-
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work did not prevent investors from investing in
dud companies.

Roussanov agreed that the IPO process is “prob-
ably ripe for reform.” However, with SPACs, the role
of sponsors makes a difference in that their payoff
depends on the firm doing well. “Typically, SPAC
sponsors don’t just cash out and leave; they stick
around for some time,” he said. “The reputation
of the SPAC sponsor is on the line when they are
acquiring a company. The investors who buy into
a SPAC are essentially buying into the skill and the
reputation of the SPAC sponsor.”

Drechsler also suspected “a design flaw” in how
SPAC units are structured. Each SPAC unit that an
investor buys for $ 10 comprises a share and a war-
rant. The investor can redeem the share and recoup
the $ 10 investment but gets to retain the warrant
(typically a fraction like one-half or one-third of a
warrant) that they can convert into shares. “It’s like
you buy a pair of sneakers, you try them, you don’t
like them, you bring them back, but you keep the
shoelaces, and you get your money back.”

Drechsler continued: “This is essentially an arbi-
trage. If every unit holder redeemed, there would be
no merger, there would be no money left in there, and
the warrants wouldn’t be worth anything. The only
way the strategy does any better than breakeven is if
some people stay invested and the people who redeem
essentially piggyback on them.”

Itamar Drechsler says, “It’s like you buy a pair
of sneakers, you try them, you don’t like them, you
bring them back, but you keep the shoelaces, and
you get your money back.”

When warrants are converted into shares, they
allow the SPAC sponsor to raise more capital; they
are also a way to “potentially compensate the SPAC
sponsor,” Drechsler said. Gomes pointed out that much
attention is focused on statements by SEC officials on
the accounting treatment for warrants in recent weeks.

Mixed Performance

SPACs have had mixed performance outcomes.
Drechsler pointed to a recent University of Florida
study which showed that while investors in SPAC
IPOs earned 9.2 per cent a year, returns for inves-
tors in merged companies have ranged from losses
of up to 15 per cent and earnings of up to 44 per
cent on warrants.

Roussanov described the SPAC sponsor’s com-
pensation of 20 per cent of the capital of the publicly
listed entity as “a very high-powered incentive.” Of
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course, if the venture fails, the sponsor loses eve-
rything, he noted.

Many SPACs have been set up by venture capitalists
or private equity firms that are intimately familiar with
select industries, Roussanov noted. For instance, the
CEO of Lucid Motors, Peter Rawlinson, was formerly
the vice president of vehicle engineering at Tesla and
chief engineer of its Model S car.

Tempered Days Ahead
Even as the SEC weighs more regulation, the SPAC
boom will give way to some moderation over time,
according to Roussanov. “We could see some of the
froth disappearing from this market for the same

reasons that we might see the valuations decline

across the broad cross-section of markets,” he said.
He noted that the prevailing setting has “a unique

confluence” of low-interest rates, dramatically re-
duced uncertainty since the pandemic began in

March 2020, and “lots of investors with liquidity,
cash sitting in their accounts, not knowing what to

put them in.”

That setting may not last for long, as inflation
begins to pick up and the Federal Reserve may in-
crease interest rates, Roussanov noted. “Eventually,
that could drive down valuations across the board.
It could make this whole SPAC sector shrink back
to its pre-2019 size.”
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Mouemy SPAC npouBeTaert 1 cywiectsyet in nysbipb SPAC?
D3Bup, IpukcoH, Utamap Opekcnep, Hukonaii PycaHos, YKoao ®. lomelu

AHHOTALIUA
Mo coctosituio Ha 10 mas 2021 ., no gaHHbIM SPAC Alpha, ¢ Hauana roga 6bino nposeseHo IPO (Initial Public Offering —
MNpepBapuTenbHag nybnnyHag odepra No NOANMUCKE Ha aKLMM MPOEKTMPYEMOM KoMnaHuK) 315 komnauuii B popme
npuobpeTteHns cneumanbHoro HasHayeHus (SPAC). 1o o3HauvaeT poct 6onee uem Ha 100% ot konnyectsa IPO SPAC 3a
npeablayume Yetbipe rona. ABTopbl UcCienytoT «B3pbiB» pbiHka SPAC B 2020 r. M aHanM3MpyoT pa3nnyHble rMnoTesbl
M NPOrHO3bl Ha Bamxkanwme rogpl. Ocoboe BHMMaHME aBTOPbI YAENAIOT OLEHKe BeposTHOCTU Toro, uto |PO SPAC moryT
CTaTb 04epesHbIM PUHAHCOBbIM Ny3bIpEM.
Kniouessie cnosa: IPO; SPAC; cnnsHums

OB ABTOPAX
[3BUA, DPUKCOH — CTapLUMIA HAYYHbIV COTPYAHUK M npenoaasatens GuHaHcoB PuHaHcoBoro dakynsteTa YOPTOHCKOWM
LKonbl NeHCMNbBaHCKOro yHMBEpCUTETA. SIBNSETCS TakKe COAMPeKTopoM LleHTpa nHHoBaumi B 061acTM GUHAHCOB UM.
CTvBeHca, npenopasaTeneM NpaBa Ha opuanMYeckoM dakynbreTe [TeHCMIbBAHCKOrO YHUBEpCUTETA.

Wramap Opekcnep — poueHT kadenpbl GrHaHCcoB OUHAHCOBOro dhakynbTeTa YOPTOHCKOM LWKOAbI [TeHCMIbBAHCKOTO
YHUBEpCUTETA. SIBNSETCS TakKe Hay4YHbIM COTPYAHMKOM HauuoHanbHoro 61opo 3KOHOMMYECKUX UCCNefoBaHUIA U BTO-
pbIM akapemuyeckum ampektopom Certified Investment Management Analyst® (CIMA®) Certification. Ceptudukauus
CIMA® — 370 egMHCTBEHHAA KBanMdumKaLms, pazpaboTaHHasa cneumanbHo ans GUHAHCOBOro NpodeccnoHana, KoTopblii
XOYeT AOCTUYb ONPELEeNEHHOMO YPOBHS KOMMETEHTHOCTM B Ka4YeCTBE MPOABUHYTOTO KOHCY/IBTAHTA MO MHBECTULUAM.

Hukonaw PycaHoB — nonyuunn cteneHb 6akanaspa matemMatmku B [apeapackom konnepxke B 2001 . u JOKTOPCKYHO CTe-
neHb No duHaHcam B YnkarckoM yHuepcutete B 2008 r. MNpodeccop GUHAHCOB, akafAeMUYECKUIA KOHCYIbTAHT, UMeeT
MBA no cneuuanbHOCTU KKONMYECTBEHHbIE (DUMHAHCBI». SIBNSETCS aKafeMMYeCckuM AMPeKTopoM nporpaMmel «Wharton
on the Markets». [lpenoaaet B oHnanH-nporpamme Wharton Executive Education «MHBecTULMOHHbIE CTpaTeruun
u ynpasneHue noptdenems». CoBMecTHo ¢ MTamapom [lpekcnepom siBnsieTcs akageMmyeckum gupektopom Certified
Investment Management Analyst® (CIMA®) Certification.

Xoao ®. lomews — nokTop dunocoduu. lNpodeccop GUHaAHCOB 1 SIKOHOMUKMI. SIBNSETCS 3aBenyoLLnM Kadenpon OrHaH-

coBoro akysnbreTa YOPTOHCKOW LUKObI [TeHCUMNbBAHCKOrO YHMBEPCUTETA. DKCMEPT N0 B3aMMOCBA35SM Mexay Koprnopa-
TUBHOM NOMUTUKON, GUHAHCOBBIMM PbIHKAMM U MAaKPO3KOHOMMKOW.
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World Finance: A Textbook Presentation
and Overview

Mikhail Zharikov

ABSTRACT
Financial globalisation is a general trend of contemporary world economic development that multinational
corporations largely drive. Many of them come from English-speaking countries. Many of them are of the U.S.
origin, which is why globalisation is often misunderstood and misinterpreted as Americanisation. English is the
leading language of globalisation. Even European leaders of supranational level have to speak, communicate
and pass E.U. legislation in English. That is why teaching and studying world finance in English is given a high
priority in many countries. Russia is no exception to the rule and the Financial University under the Government
of the Russian Federation (the University of Finance). This book attempts to outlay the theoretical and practical
foundation for the world finance. It contains basic world finance terminology. The textbook can be recommended

for teaching world finance and related subjects.
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1 Introduction

2020 was both good and bad. It was bad be-
cause of isolation, disease, social distanc-
ing and death. It was good for writing and
publishing books, though. 2020 saw a record
number of publications in science and tech-
nology in recent decades. There were also sev-
eral textbooks published. One of the profes-
sional textbooks that went in the press under
the umbrella of the Financial University under
the Government of the Russian Federation is
World Finance. The textbook’s author is Dr
Mikhail V. Zharikov, Professor at the Univer-
sity’s World Finance Department. The text-
book (pictured) appeared in KNORUS Publish-
ing House (World finance / )Kapukos M.B. /
Publishing House: 000 “KnoRus” (Moscow).
354 p. ISBN: 978-5-406-07635-4). The ex-
pert board recommends studying economics
and finance at bachelor programs in higher
schools.

A group of professionals reviewed the text-
book and included Zbigniew Mierzwa, Doctor
of Economics, retired adjunct of the University
of Warsaw, the editor at the Review of Business
and Economics Studies; Yelizaveta S. Sokolova,
Doctor of Economics, Professor at the Financial
University under the Government of the Russian
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Federation; Vladimir N. Kostornichenko, Doctor
of Economics, Professor at the Moscow State
Linguistic University; Vyacheslav V. Karlusov,
Doctor of Economics, Professor at the Moscow
State Institute (University) of International
Relations under the Foreign Affairs Ministry
of the Russian Federation.

2 Textbook Structure

The underlying textbook consists of eleven
chapters describing the current issues in
world finance. Chapter 1 “Introduction to
international finance: basic terminology”
looks into the significance of international
finance, types of assets in the international
financial markets, the value of the financial
assets as well as financial markets dynamics,
basic characteristics and market participants
(The textbook, pp. 12-23). This course’s ob-
jective is to convince the reader that they do
not have to be super smart or super lucky to
be a successful investor. Investing well is not
about using fancy models or being full hardy;
like many things in life, it is about mastering
the fundamentals. Here is an example about
one of the most brilliant investment decisions
that the international financial markets know
so far.
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First of all, the book is going to start mak-
ing the case that the basic ideas behind in-
vesting are sensible and easy to understand.
Then the book is going to talk about the risks
of investing. It will tell the reader the most
serious threats to the investments and explain
why they are so bad. But the book also dem-
onstrates that there are sensible and effective
ways to protect investments from these risks.
By the end of this chapter, the reader will have
a better picture of what they are getting them-
selves into when they invest — the good things
as well as the bad. And hopefully, any sense
of frustration or dread that the reader associ-
ates with investing will start to fade and may
even be replaced by a little excitement. There
is hope all this talk about risk makes someone
feel better about investing because it should
(Boddin, Stahler, 2018).

Understanding the main risks to invest in is
the first step toward managing them. And one
has learned that there are simple and effective
ways to manage these risks. This chapter has
also provided an opportunity to learn some
of the fundamental ideas of investing. During
the rest of this textbook, one will build on this
foundation by learning about different available
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investments and how to choose the ones that
are best for the investor (Beetsma, Giuliodori,
De Jong, Widijanto, 2016). The reader will also
learn about different investing strategies so
that he/she can act to protect themselves from
risks and also take good advantage of good op-
portunities. And they will learn some financial
planning tools. They can help one reach fi-
nancial goals. If the readers take their time to
learn the fundamentals of investing and make
their own investment plan, then they will feel
prepared to make investment decisions and
manage their investments. So, they can stop
worrying now and start investing.

Chapter 2 “The national systems of cur-
rency, finance and monetary policy” is about
the Federal Reserve of the United States and
the U.S. national system of currency, the Gold
Standard as a central bank for a country, the
Federal Reserve System during the Great De-
pression, the Federal Reserve after the Bret-
ton Woods the Federal Reserve anti-inflation
policy, the Great Moderation in the U.S. mon-
etary policy as well as the housing bubble as a
prelude to world financial crisis of 2008 (The
textbook, pp. 24-69). This chapter provides an
extraordinary opportunity for the students to
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gain insight into the U.S. central banking sys-
tem in a wide range of issues that affect this
country and the world.

The chapter is going to talk about the Federal
Reserve and the Financial Crisis specifically.
When one talks about the issues that just oc-
curred in the last few years, it makes the most
sense to think about it in a broader context of
central banking as has taken place over the
centuries. So, even though the chapter will be
focusing a good bit of the contents quickly on
the financial crisis and how the Fed respond-
ed to it, one needs to go back and look at the
broader context (Cohen, 2012).

Hence as the book will talk about the Fed, it
will also be talking about the origin and mis-
sion of central banks in general. And it is go-
ing to look at previous financial crises, most
notably the Great Depression and see how that
informed the Fed’s actions and decisions in the
recent crisis.

The chapter then discusses what central
banks are, what they do, how central banking
got started in the United States, and some his-
tory. It will talk about how the Fed engaged with
its first great challenge — the Great Depression
of the 1930s.

The next chapters will take up the history.
They will review developments in central bank-
ing and with the Federal Reserve after World
War II, talking about the conquest of inflation,
the Great Moderation and other developments
that occurred after World War Two. But it will
also spend a good bit of time talking about the
build-up to the crisis and some of the factors
that led to the crisis of 2008-2009.

The next chapter will get into the more
recent events. It will talk about the intense
phase of the financial crisis with causes and
implications and particularly the response to
the crisis by the Federal Reserve and by other
policymakers. And then, finally, the book will
look at the aftermath. It will talk about the
recession that followed the crisis, the policy
response of the Fed, including monetary policy,
the broader response in terms of changes in fi-
nancial regulation, and a little bit of a forward-
looking discussion about how this experience
will change, how central banks operated, and
how the Federal Reserve will operate going
forward (De Haas, Horen, 2011).
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Chapter 3 “International foreign ex-
change market,” tells about the phenom-
enon of foreign assets and the basics of foreign
exchange trading (The textbook, pp. 70-81). In
this chapter, the author is going to branch out
into the assets that investors may also want
to consider. Some of the assets the reader will
learn about in this chapter are ones that can be
considered must-haves for an investor’s port-
folio. Others are optional, and there will even
be tossed in a few assets that the reader hears
about a lot, but sometimes it is best off if the
reader avoids them (Johnson, 2013).

In this chapter, there are actually included
both must-have investment and one to avoid.
And they are both different types of foreign
assets. It is time that the textbook got into
some more details about what they can do for
investors.

The chances are that if someone is holding
well-diversified mutual funds, or if a pension
covers someone, they already have some for-
eign assets in their portfolio. After all, there
are plenty of global blue-chip firms that are
not headquartered in the U.S., like Toyota or
Adidas or Petrobras. And bonds from foreign
companies or foreign governments can also
offer safe and attractive returns. But most of
the investors, when it comes right down to it,
would rather invest in companies that are closer
to home (Kadayan, 2014).

As promised, the chapter will turn to the
foreign asset that one should probably avoid
investing in — foreign exchange. Foreign ex-
change, also known as foreign currency trading,
or simply forex trading, can seem really attrac-
tive. It is one of the largest and most active as-
set markets on the planet. Each day about five
trillion dollars in currencies get traded, i.e. two
and a half-trillion dollars of various currencies
are traded for two and a half-trillion dollars of
other various currencies. And the rates always
seem to be moving up and down. It seems like
there are plenty of opportunities for traders to
make money. And some of the most legendary
trades involve large bets on the direction of
exchange rates (Dorrucci, McKay, 2011).

It is easy to lose money if exchange rates
change. And they tend to bounce around quite
a bit. Judging by the surge in ads in the past few
years, it seems like there has been an explo-
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sion in interest in the carry trade among retail
investors. And even some newcomers used to
dream about being able to do this trade in the
abstract.

But again, this strategy boils down to buying
currency and using a lot of leverage. It is just
as easy to lose a lot of money as it is to make it.

The upshot of it, of course, do not to try
this at home.

In the end, remember the idea of investing
in real assets. There are plenty of amazing op-
portunities outside the U.S.— about 80 trillion
dollars’ worth, according to the statistics one
saw earlier. And they are all rooted in real as-
sets.

Do invest abroad but do not invest in money.

Invest in the companies and projects that
make money, no matter what colour the money
is or what kind of funny picture they put on it.

Do not overweight foreign markets since
many of them have a lot of growing up to do, but
do make enough room in the portfolio that one
can benefit from their growth and development
as well as from the diversification protection
that they offer.

Chapter 4 “International and regional
systems of currencies”, is a useful guide on
the development of the international system of
currencies, the history and the major features
of the regional system of currency, the U.S. dol-
lar as a world currency and the prospects of
the U.S. dollar in the international monetary
system (The textbook, pp. 82-111). Winston
Churchill once said that ‘the further you look
into the past, the further that you can see into
the future.’

This chapter is all about creating one’s own
crystal ball, being able to gaze into the future,
being able to change this crisis, the greatest
crisis in the history of humankind, into one’s
great opportunity.

Studying the financial markets leads all
the way to studying the economy. And when
one starts reading about the global economy,
the people concerned with trade deficits and
budget deficits are the hard money advocates
and the gold community they encounter. And
once someone starts reading them, they also
write about monetary history, and then the
reader realises that monetary history just re-
peats and repeats over and over again, echoing

all the way back to the beginning of civilisation
(Gourinchas, Obstfeld, 2012).

It is one of the most predictable hidden se-
crets of money, which some economists call the
seven stages of empire. It is a long-term cycle
that echoes throughout history right to this
very day and is basically a societal pendulum
that swings from quality money to quality cur-
rency and back again to quality money. It always
plays out in seven stages. It always ends with
gold delivering a knock-out blow to debased
currencies, and it goes like this:

Stage One: A country starts with good money
that is either gold or silver or backed by gold
or silver.

Stage Two: As it develops economically and
socially, it begins to take on more and more
economic burdens adding layer upon layer of
public works.

Stage Three: As its economic affluence grows,
so does its political influence, and it increases
expenditures to fund a massive military.

Stage Four: Eventually, it puts its military
to use, and expenditures explode.

Stage Five: To fund a war, it steals the wealth
of its people by debasing their coinage with
base metals or by replacing their money with
the currency that can be created in unlimited
quantities.

Stage Six: The loss in purchasing power of
the expanded currency supply is sensed by the
population and the financial markets, trigger-
ing a loss of faith in the currency.

Stage Seven: A mass movement out of cur-
rency into precious metals and other tangible
assets takes place. The currency collapses, and
gold and silver rise in price as they account for
the huge amount of currency created.

This process transfers massive wealth to
those who had the foresight to position them-
selves beforehand in real money — gold and
silver (Lane, Milesi-Ferretti, 2011).

A very interesting phenomenon which comes
out here is that every 30-40 years there is a
different monetary system, sometimes 30 years,
the other times 28 years, 39 years plus, which
means that probably the world is going to have
a new monetary system in this decade or the
next one. The world is going to experience a
huge deflationary crash. The world will probably
end up with a new monetary system, probably
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after governments try and print their way out
of this and cause hyperinflation of all the cur-
rencies. And people will just lose confidence in
the currency. And what do they always go back
to, throughout history, time after time, for the
last 5,000 years? Actually, they always went
back to gold and silver (Khan, Zhao, Zhang,
Yang, Haroon, Jahanger, 2020).

In a world of floating currencies — which is
what all national currencies are today — they
move up and down relative to each other, but
they are all sinking relative to gold. That in-
cludes dollars as well as the euro and the Brit-
ish pound, and all the others. They are going
to continue to lose value and continue to lose
purchasing power (Milesi-Ferretti, Tille, 2011).

Some economists think there is no way of
avoiding what is coming. There is no way to fix
it right now. There is only a way to either let
someone drop out or to benefit from it. And
what is needed to do right at the moment is
to make sure that it is not just a few of the big
investors in the world that are going to end up
with all the profits. It is quite necessary to make
sure that there are as many small investors as
possible that are benefitting from it, because
that is what makes society run, i.e. the middle
class and a small investor (Obstfeld, 2011).

From the previous chapters, it became clear
that the dollar-gold standard was put in place
by a series of accidental events that were very
fortunate for the United States because it gave
it an advantage over the rest of the world. But
the politicians over the past decade or so have
abused this privilege as though it was their
birthright. And the rest of the world are turn-
ing their backs on the U.S. dollar standard. It is
going to cause a financial calamity the likes of
which the world has never seen before. And it is
going to be devastating for most people. Some
of the damage has already been done. So, this
chapter is going around trying to alert people
and show them how they can protect them-
selves and turn this into a great opportunity
for themselves.

There is always one result from what the
countries of the world are doing right now —
expanding the currency supplies all over the
planet — that is higher gold and silver prices.
The world has got to get back to free markets,
free people and sound money. U.S. history
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proves that this is the road to maximum pros-
perity (Ostry, 2012).

The chapter provided several astronomical
prices for gold someday in the future. But it
is not the question about the price measured
in dollars; it is the question of how much its
value is, what it is worth, and how much stuff
it can purchase. The price measured in dol-
lars or any currency, for that matter, is just a
combination of numbers. And it really does not
mean anything. Some numbers are created by
the world’s central banks, by the commercial
banks’ system, and people are forced to trans-
act in these currencies (Patil, Kulkarni, 2011).

The next chapter is going to clear away the
veil off national currencies and show how the
world monetary system really works and how
all national currencies will continue losing
value. They can’t maintain purchasing power
over any reasonable period of time.

As for the golden nails in the dollar’s coffin,
there is already much more of them. But the
truth is that like many times before, there are
brief moments in history where the safest asset
class or the safe-haven investment for the last
5,000 years also becomes the asset class that
has the greatest potential gain in purchasing
power.

The previous chapter was dealing much with
the swap lines to bypass the U.S. dollar. The
East — West cycle, the maximum spending
demographic, the wealth distribution cycle,
the household debt-to-income-ratio cycle, the
stock market cycles, the Kondratiev wave, and
the world monetary systems are all pointing
to a massive deflation that should be coming
in the future. In Japan, they are trying to beat
deflation by just expanding the currency sup-
ply, and it does not work. Some Keynesians
think it will work. But Japan has been trying
it now for two decades. And it has not worked
yet. And so, now the U.S. is trying (Reinhart,
Rogoff, 2011).

It is starting to fall apart. And it is falling
apart at an increasing rate. It is happening
faster and faster. This chapter will try to ex-
plain why there is deflation coming. And it is
coming soon.

The U.S. dollar standard as the world reserve
currency is going to be abandoned someday.
Its days are numbered. The previous chapters
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elaborated on the death of the dollar stand-
ard. And the world is getting closer and closer
to that day. And it seems like every week now,
there is another nail in the dollar’s coffin. This
is just an update on that and the progression
of it (Rousseau, Wachtel, 2011).

The previous chapters also dealt with how
the world monetary system has had evolved,
and they showed that every thirty to forty years,
the world has a brand-new monetary system.
And people did not know that they are going
to go through that and that they will go along
with pressures build up in the monetary sys-
tem. It starts to develop stress cracks and im-
plode. There have been emergency meetings of
a bunch of financial ministers during the G20
summits. And they are trying to come up with
a new world monetary system.

Chapter 5 “The World financial crisis”,
is talking about the years of the Great Crash,
the Financial Crisis of 2008-2010, the Federal
Reserve’s response to the financial crisis, ma-
jor bankruptcies in the U.S. financial system,
money-market funds in the U.S. financial sys-
tem, the Federal Reserve’s bailout programmes
as well as the Great Euro Crisis (The textbook,
pp. 112-181). After having studied the origins
of the financial crises in the 1930s, this chapter
is devoted specifically to financial globalisation
and financial crises in the early 21st century. It
is obviously a topic that everyone is interested
in after the global financial crisis of 2008-2010,
the worst global financial crisis since the Great
Depression. Its effects are still felt across the
world. Both industrial and emerging countries
still suffer from high unemployment. In some of
them, GDP has not yet reached pre-crisis levels.
And this global crisis — if it were not enough —
was followed very quickly by the Eurozone’s
sovereign debt crisis, which despite the fact
that Ireland and now just recently Portugal have
returned to private borrowing markets, is not
resolved at all and is pretty much in remission
but could come back.

The global crisis is absolutely huge in its ef-
fects. It is very obvious, and then the euro crisis,
which like many crises can be seen most clearly
with its effects in the euro area, but arguably
their spill-overs to developing world as well
became greater over this period as countries
became more highly linked not only by trade

but importantly in view of financial markets
(Kasekende, Brixova, Ndikumana, 2010).

In fact, the above events are all different
sorts of crises with very different effects. A lot
of banking distress marked the recent crisis.
And so, banking crises are one prominent form
of crisis. Banks have short-term liabilities but
tend to hold longer-term assets or more illiquid
assets. They provide liquidity to depositors and
other short-term creditors. But if all of those
depositors or creditors demand repayments at
once, the bank is going to have a lot of trouble
meeting those obligations. When this happens
on a large scale, banking crises arise.

Governments sometimes default on their
debt obligations. Most recently, one saw a very
well publicised technical default by Greece in
the Eurozone. Still, other countries default all
the time, particularly in the developing and
emerging world, and, of course, even in the U.S.

Chapter 6 “World finance regulation
and International Financial Institutions”,
is committed to the role of the United Nations
Organisation in Reforming the Global Financial
Architecture, the regulatory framework of inter-
national finance after the global financial crisis
of 2008-2010 and regulating consumer financial
products: Evidence from credit cards (The text-
book, pp. 182-239). This chapter presents the
leading thoughts and views in contemporary
economic science on how to move to a more
stable economic and financial architecture.
This chapter contributes to macroeconomic
and monetary theory to the development of
economic and trade theory. It helps to explain
the circumstances in which markets do not work
well and how the elected government inter-
ventions can improve their performance. This
chapter also examines international monetary
and financial system reforms required to re-
spond to the recent global crisis. The recent
crisis has been clearly the worst crisis since the
Great Depression. And the response to the crisis
has been very distinctive and unique. At the
very beginning, it was quite clear that the kind
of global architecture that the world had be-
fore the crisis in terms of responding to global
problems was inadequate. The major form of
the discussion was the G7. And the good news
was that the G7 recognised that it was not up
to the task.
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When one sees a very big stimulus package,
one should not be misled. It’s being offset by
what is happening at the state and local level.
But the real problem is 2020. When the federal
stimulus ended, there was a need for a second
stimulus, but because of the way that the money
was misspent on the bank bailout, it is going
to be very difficult to get a second round of
stimulus (Salisu, Akanni, 2020).

So, all of that says that the potential for a
robust recovery within the United States is
a bit limited. But part of the problem is that
the government has not done anything about
the two underlying problems, i.e. the growing
inequality that was mentioned within most
countries of the world or the problem of the
reserves, the growth of global reserves (Trip-
athi, Kaur, 2020).

Obviously, based on the crisis and what hap-
pened and the effects that the world is still feel-
ing, it is now clear that maintaining financial
stability is just as an important responsibility
as monetary and economic stability. Indeed,
this is very much a return to where the Fed
came from in the beginning. Remember, the
reason the Fed was created was trying to reduce
the incidence of financial panics. So, financial
stability was the original goal of creating the
Fed (Vayanos, Woolley, 2013).

The U.S. has come full circle. But financial
crises will always be with the countries of the
world. That is probably unavoidable. There have
been financial crises for 600 years in the West-
ern world. Periodically, there are going to be
bubbles or other instabilities in the financial
system. But given what the potential for damage
is now, as one has seen, it is really important
for central banks and other regulators to do all
that they can (Yu, 2014).

The regulators should try to anticipate or
prevent a crisis, but if a crisis happens, to
mitigate it and make sure the system is strong
enough, it will be able to make it through the
crisis intact.

Chapter 7 “The International securities
market” looks into the international aspects
of trading in stocks, equities and related assets
and the fundamentals-Based Analysis of Inter-
national Market of Stocks (The textbook, pp.
240-260). This chapter is going to start to take
an in-depth look at different types of invest-
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ments. Although there are literally thousands
of different financial products for people to
invest in, most are made up of the same basic
few types of financial instruments.

So, one can consider this chapter the intro-
duction to the main building blocks of invest-
ments. Later in the course, there will also be an
introduction to a few more building blocks that
one might want to add to the set. But the wants
that are shown here are what can be consid-
ered essentials. And the investment the chapter
wants to start with are stocks.

At this point, the chapter has covered just
about everything one needs to know about stock
investing except which stocks to pick.

The chapter allowed to learn some key facts
about how actually stocks work, and some of
these ideas will help the readers later when
they will learn about stock pricing.

The reader also learned a lot of important
details about how stocks are traded. It is hoped
that this information about stocks has helped
the reader feel more comfortable with the idea
of investing in stocks and other financial as-
sets as well.

As was said at the beginning of the chap-
ter, one really does not expect the reader to
want to start investing career here, but it is
hoped that at this point, the reader is not re-
ally out the possibility that one might find a
great company that one wants to own a piece
of. In future chapters, there will be given you
a lot of information about how to find a great
company or two.

Chapter 8 “The International debt and
bond market”, is about the basic notion of
international credit and international strat-
egies of trading in bonds (The textbook, pp.
261-272). The previous chapter introduced
stocks by pointing how stocks are risky but
fascinating. This chapter is turning to bonds.

Bonds do not have quite the same reputation
as stocks. In fact, they might seem boring. It
is true that bonds are not necessarily the most
lucrative investments out there, but they are
extremely important. And if one gets to know
them a bit better, one will see that the variety
and dependability of bonds can make them a
very useful investment to have in the portfolio.

Bonds also play a starring role in economic
policy. Bonds enable governments to borrow.
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And there are also the tools that central banks,
like the Federal Reserve, use when they want
to expand or shrink the money supply.

The bond market has become so large that
governments have to worry about how it will
react to their decisions. In fact, an advisor to
President Bill Clinton remarked early in the
Clinton presidency that he would like to be
reincarnated as the bond market because it was
the only person who could tell the President
what to do.

In this chapter, the reader will learn the key
features of bonds that make their returns more
predictable and dependable than the returns
on stocks.

This chapter is going to focus on how to pur-
sue a buy-and-hold bond investment strat-
egy. But the chapter will come back to active
bond investing in future chapters. Although
the returns on bonds might seem boring, it is
clear to see that bonds themselves are really
very interesting. And besides, when it comes
to investment returns, a little bit boring is not
such a bad thing.

The chapter focused on being a buy-and-hold
bond investor. If the reader is going to follow
this strategy, one will face increased default risk,
inflation risk and liquidity risk. One can shrink
the default risk by holding U.S. Treasuries or
other government bonds, and one can mitigate
the effects of inflation and liquidity risk as well
by the laddering of the bonds.

If the reader follows these steps, then the
biggest risk that one will have to live with is
probably reinvestment risk. That means that
one will always be looking for good opportu-
nities to invest the coupon payments that one
will receive. Find a good place to invest all that
cash coming in — not a bad problem to have.
Sometimes boring looks pretty good.

Chapter 9 “The International insurance
market”, is devoted to international instru-
ments applied to insure financial assets and
international insurance as a phenomenon pro-
vided and produced through diversification
(The textbook, pp. 273-284). The reader has
already learned about most of the essential
investment opportunities and issues that one
should be aware of. But there are still a few
important issues and products that one needs
to cover. And most importantly, one needs to

think about a big picture or rather a personal
big picture.

In the past few chapters, the reader has been
learning about financial instruments, includ-
ing when to sell the investments. This chapter
is going to stick with this theme of financial
instruments and get into some of the practical
issues that one will need to deal with as one will
have to insure the instruments that one holds,
i.e. one should learn how to turn the financial
plan into financial reality.

In this chapter, the reader has learned about
allocating investments across all the tax-advan-
taged savings and insurance plans to find the
right place to hold all the great investments the
reader has been learning about in this course.
And the reader learned about how important it
is to get all the investment information organ-
ised into one place so that one can do an annual
portfolio tune-up. And finally, retackle the big
question of how to invest after one reaches
retirement.

The chapter has demystified annuities. The
reader has learned the simple do-it-yourself-
alternative that one can use to manage their
own retirement income or do comparison shop-
ping for annuities.

The reader has come a very long way in this
course. One may remember that one of the first
chapters was about how to stop worrying and
start investing. It is hoped that by now, the read-
er has stopped worrying and is excited to look
for the right kinds of investment opportunities.

In this course, the reader learned about a full
range of products that all investors should at
least consider. It is hoped that the course has
changed the reader’s mind about a few invest-
ments that were thought too dangerous or too
boring to consider before. And the textbook also
showed a couple of attractive investments that
it is hoped one was not aware of before.

More importantly, it is hoped the textbook
has convinced the readers that they can chart
their own path to investing success. No mat-
ter what they believe about market efficiency,
no matter how risk-averse they are and how
much or how little time they have to devote
to investing, there are many good investment
options to suit their particular needs. There is
no need to follow the crowd. Do what is best
for personal use.
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It is essential that the readers put some time
on their side by investing sooner or later and
making a long-term commitment to regular
investing. It is hoped that this course has made
the readers eager to get their current invest-
ments organised and to make plans for their
future investments. In other words, it is hoped
that the reader really feels prepared now to
find good investment opportunities and take
advantage of them. And it is also hoped the
readers feel confident that they can use what
they have learned in this course to reach their
financial goals.

Chapter 10 “The International Movement
of Capital”, gives a basic idea about the free
international flow of capital as based on the
efficient markets hypothesis and the factors af-
fecting international investments and interna-
tional investment opportunities (The textbook,
pp. 285-296). In the first chapter, the reader
learned about several threats to the invest-
ments, including the wild ups and downs of
the market. But one should know where some
people see the threat when others see oppor-
tunity. Some people see dollar signs in those
market swings, especially the upswings. And
they are convinced that they should be able to
make a fortune from them. Maybe not a fortune,
do not be too greedy. All they really need to do
is beat the market.

Beating the market is what every investor
dreams about. That is what it seems like, judg-
ing by all the books, magazines, T.V. shows,
websites, blogs, podcasts, live seminars and
of course, spam e-mails devoted to the subject.

For example, one can do a quick search
through the book section of Amazon.com and
find over one hundred books that have the
phrase beat the market in their title. And that
does not even count the variations on that idea
like Peter Lynch’s bestseller called Beating the
Street.

If all these different authors claim that one
can beat the market, can they all be right? If
they are, then there must be hundreds of dif-
ferent ways to beat the market. That makes
beating the market sound pretty easy. But if it
is so easy, then why do people need all these
books on investing in telling them how to do
it? These are the sort of questions the chapter
is going to discuss.
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In fact, the chapter is going to take an in-
depth look at the two really big questions that
sum up all these smaller ones that have been
just raised. The first of these questions is sim-
ply: Can anyone beat the market? The second
then, of course, is: If someone can beat the
market, how does one do it?

So, in this chapter, the reader has learned
about a big decision one has to make as an in-
vestor. Do the reader think markets are highly
efficient and cannot be beaten? Or does the
reader think there is room for investors to beat
the market by exploiting inefficiencies or cor-
recting irrational behaviour?

If someone thinks markets are highly ef-
ficient, then their investing path is very clear.
Do not try to beat the market. Join it. And if
someone thinks the market can still be beaten,
then they have another decision to make. Are
traders willing to put in the time and effort
that it takes to find those market inefficien-
cies? One may find out that the answer is yes.
After all there is a great sense of satisfaction
in being proven right and making money in the
process. But it is also okay if the answer is no.
The main point to remember is that traders can
reach their investment goals no matter what
their opinion is about market efficiency.

Chapter 11 “Russia as part of the world
financial system”, is specifically committed to
the global economic and financial environment
for contemporary Russia, the Russian ruble in
the international and regional dynamics as well
as the prospects of creating an international
financial centre in Russia (The textbook, pp.
297-328).

The sad thing, of course, about this chapter
is that it is the last one. And the book’s author
hopes that everybody who has been reading it
has really enjoyed this very much, and it has
been a terrific experience, a learning experience,
academically and intellectually as well as just
an experience to be amidst of this event which
is as well as being in class. And so, the author
hopes that the reader is looking forward to the
final discussion of the aftermath of the crisis.

In this chapter, the purpose would be to un-
derstand the specifics of the Russian economy;
to study the barriers which may be put in place
preventing Russia from becoming a great econ-
omy; to analyse the industrial base of Russia,
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its international companies being a driving
force of the Russian economy abroad; and the
chapter will also strive to answer the question
whether Russia indeed becomes an economic
superpower by the mid-21st century like Gold-
man Sachs predicted back in 2003.

The major conclusions of this paragraph
come out of the hypothesis that direct settle-
ments between Brazil, Russia, India and South
Africa, on the one hand, and China on the other,
will lead to the creation of a new offshore centre
of the yuan in Moscow by means of circulat-
ing currency vehicles traded at the Moscow
Exchange. The author hereby proves based on
calculating the values of Brazilian, Russian,
Indian and South African exports to China and
imports from China that if more favourable con-
ditions to buy and sell the yuan at the Moscow
Exchange are provided in contrast to the terms
offered by the central banks, the authorised
commercial banks and the Chinese Foreign
Exchange Trading System (CFETS) as well as in
comparison with the terms of trading in yuan by
means of swap agreements between the BRICS’
central banks, then the non-Chinese BRICS
exporters and importers will be more active in
purchasing the yuan-denominated currency ve-
hicles at the Moscow Exchange to transact with
Chinese counterparts, so that not only the yuan
will gradually become a more internationalised
currency but also the rouble, and Moscow will
become a new yuan’s offshore centre and later
an international financial centre.

The textbook is going to stop lecturing at
this point and get out of the reader’s way, so
one can get out there and do just that: good
luck and a happy financial and investing career.

3 The Methodology of the Textbook
The General Strategic Purpose (GSP) of
teaching world finance at the Financial Uni-
versity in Moscow (after that, the Financial
University) is to accumulate professional
skills and language fluency in the field of
world finance. Professional skills in world fi-
nance can only be learned through a step-by-
step approach, with specific tasks and func-
tions at each stage being both dictated and
dominated by the GSP.

In order to realise the GSP, world finance
teachers, who will eventually end up using this

textbook, should keep in mind the following
OBLIGATIONS:

» A teacher should understand first of
all the level of students’ financial fluency in
terms of the general economic and financial
categories, for they come from various back-
grounds with quite different skills and knowl-
edge;

e Therefore, a teacher should implement a
variety of entry, intermediary and final tests
on a monthly, half-yearly and annual basis to
find a way forward in teaching world finance;

A teacher should use English in class and
elsewhere communicating with students as
much as possible;

A teacher should divide the students into
subgroups if possible and develop and think
of special means to help weaker students im-
prove their fluency in finance,

» A teacher should use as many teaching
techniques as possible applying visual mate-
rials;

» Teachers should exchange teaching tech-
niques, strategies and experience with each
other;

» A teacher should make use of a diversity
of discussion topics to help students commu-
nicate and express their ideas in a variety of
financial fields keeping in mind the special
field of their interests being international
economics, business and finance;

» A teacher should preferably use the text-
books and teaching materials prescribed by
the curriculum;

e A teacher should make sure that by the
end of the course, the students are able to ex-
press themselves correctly in international
finance.

Achieving these objectives IS NOT POS-
SIBLE without systematic and regular class
attendance on the part of the students. There-
fore, the teachers should control the students’
class attendance and warn the administration
of their systematic absence.

Teaching world finance is a highly interac-
tive process that involves attention and partici-
pation on part of both the teacher and students.
This process is organised through various class
and extracurricular activities, such as:

1) reading economic and financial texts and
articles;
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2) translation from Russian into English to
be able to conduct individual studies in inter-
national finance;

3) listening activities in class and home;

4) writing skills: essays in international fi-
nance and business correspondence;

5) speaking activities in class under the
teacher’s supervision.

Teaching world finance at the University of
Finance should pursue the following AIMS:

1) provide the basis for knowledge of facts
in international finance;

2) encourage the development in students of:

a) a facility for self-expression, not only in
writing but also in using additional aids such
as statistics and diagrams where appropriate;

b) the habit of using works of reference as
sources of data specific to economics;

c) the habit of reading critically to gain
information about the changing economy in
which people live;

d) an appreciation of the methods of study
used by economists and of the most effective
ways in which economic and financial data
may be analysed, correlated, discussed and
presented.

Classroom activities which could be
used to develop the AIMS of teaching
and studying world finance

A teacher is free to use any classroom activ-
ity he/she could think of to achieve the stat-
ed Curriculum AIMS. Here there are general
classroom activities they could use in their
everyday practice.

One of the most important things in provid-
ing the basics in world finance is the ability of
a teacher to ask relevant questions. A cor-
rectly asked question is usually half an answer.
For example, a good way to start teaching world
finance is asking students how they understand
the difference between the two major notions in
the subject, i.e. “What is financial economics?’
and ‘What is a financial economy?’ because
these two concepts are translated equally into
Russian, though eventually, they mean dif-
ferent things. When the students understand
the distinction, they will be immediately able
to say what they are going to study and why it
is of crucial importance to them, for financial
economics is a science of how to make things
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work better in a financial economy. After that,
the students will know that their function in
their home country is to make the lives of peo-
ple better and happier as future economists.
Then the purpose of studying world finance
will be clearer to them. And the purpose is to
learn ways, means and techniques of provid-
ing wealth to the majority of the population in
their home country.

Statistical data is the basis of world fi-
nance. Economic problems can only be solved
when the students see what is wrong with the
data. They should be able to make clear what
these figures mean to them personally because
economists could be clients and customers and
scientists or producers at the same time.

That is why the repeated use of statistics is
so important in studying world finance. One of
the methods to nurture the students to look
through various statistical data is to make
them complete simple tasks. For example, a
probable home task here could be asking the
students, “‘What are the biggest corporations
in Russia?’ The teacher tells them, ‘This could
be found in the rating of Fortune Global 500
on the Fortune’s official website’. The teacher
then may encourage the students to search for
that data by telling them that they can work
for those companies in the future and get a
competitive salary and that in order to apply
for a job in such a company, they should at least
know those firms’ names.

There are many notions in finance. Some of
them, such as inflation, oil prices, economic
growth, exchange rates, etc., are of everyday
importance, for if they change, our lives will
also change. The greater they vary, the more
dramatic the effects on people’s lives they
will produce. To make sure the students are
aware of this current information, the teach-
er should ask them each lesson, for example,
‘How much does crude oil cost today’, or, ‘What
is the exchange rate of one Russian rouble to
the U.S. dollar?’

If the students are encouraged to collect
such data every day, the teacher may ask them
to organise the figures in tables. Then the
teacher explains to them that there is a method
of predicting how, for example, the exchange
rate of the rouble to the dollar fluctuates in
a given period. The teacher, in his/her turn,
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writes a mathematical formula on the white/
blackboard and tells the students this is a sim-
plified way of how the FOREX market operates
and that they, by making use of the formula,
may participate in it, thus persuading them
that there is a practical use of the economic
methods they study.

The recommended classroom activities
would help to develop the curriculum AIMS
because:

1) The first suggested classroom activi-
ty — asking relevant questions — establishes
the right direction in the course of studies for
the students. As time passes, they will learn
how to see through a difficult text to achieve
a particular aim because they will know the
roadmap;

2) Secondly, as organising statistical data is
the key to understanding economic problems,
the ability to construct diagrams or economic
tables is one of the ways to meet the course’s
goals, that is encompassing fundamental
knowledge in world finance for the students;

3) Thirdly, when the students are used to
collect and memorise current economic and
financial data as well as make practical sense
out of the data, they will be able to formulate
an economic problem in one sentence at least.
When formulated, economic problems can be
better understood and solved by subdividing
them into a group of tasks to be accomplished.
Fulfilling these subtasks one by one, the stu-
dents will be able to develop an ability to solve
aggregate economic problems;

4) Fourth, economists are usually sceptic or
pragmatic sorts of people who question each
event and think something that is happening is
not true. Therefore, developing the aims of the
course means teaching the students to scruti-
nise each and every aspect of everyday life.
A major question for an economist is, ‘Why is
it so and not otherwise?’ Economists should
also be the sceptic in times of prosperity when
nobody thinks that there will be a crash on the
stock market tomorrow. They should be able
to predict that;

5) Finally, in order to predict something,
the students should be aware of the methods
used to foresee future economic events. In this
way, solving mathematical equations is a way
to achieve the course’s goals.

Can more than one Curriculum AIM be
met with a single classroom activity?

It would be an ideal style of teaching if at
least two aims of the course could be achieved
just by one of the above classroom activities.
A suggested answer here could be that asking
provocative questions can provide an oppor-
tunity for the students to express themselves
clearly and learn the basics of world finance
at the same time.

Are any of your current classroom activi-
ties meeting these AIMS?

This is a really important question to ask
yourself when teaching world finance. Basi-
cally, even if one of the course’s aims cannot
be achieved by the above classroom activities,
there is no use in teaching world finance under
the circumstances such as these, because this
particular course of studies is an integrated
learning process, and if its major aims can-
not be achieved, the students will not be able
to make any sense of it and will never become
true economists.

Can any of your existing lesson plans be
adapted to meet these aims?

It is a different situation when a teacher im-
proves and develops his/her classroom activities
on a day-to-day basis. His/her plans should
always be adapted in order to find an optimal
way of achieving the course’s GSP and AIMS. In
this particular situation, any teaching method
of trying to find alternative classroom activi-
ties that could help achieve two or more of the
given AIMS simultaneously would actually be
an ideal means of a lesson plan’s adjustment.

The textbook is structured in a way to give
the general idea of the contemporary global
financial system. It consists of eleven chap-
ters, each of which has a specific area of world
finance to describe. It starts with theoretical
issues on financial assets used in the world
of international finance. It then outlays the
foundation of international financial relations.
It contains chapters on the specific roles of
central banks and many other important finan-
cial institutions, including the International
Monetary Fund and the World Bank.

The textbook has some practical issues to
discuss, such as crisis management during the
most dramatic periods of world economic his-
tory, such as the Great Depression, the Asian
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Teaching Strategy

Skills

A strategy like this sets achievable goals, so that with a minor goal

Slow but steady progress
goals

Using a combination of class
activities, i.e. discussions,

role plays, business games,
making presentations, projects,
brainstorming, etc.

specific skills

Assigning projects

reached, students will be able to proceed in the course and fulfil future

This strategy develops a complex approach to the subject and trains

Such activity directs students to work not only in class but also at home
and teaches them to be self-sufficient

Interaction between a teacher and a student through various means
of communication, from simple e-mail contact to face-to-face total
interaction, develops skills such as being sociable, communicative,

Interaction

without being afraid to get into the conversation. Using various

interactions with no direct face-to-face contact, students can get in
touch with their teacher any time and receive a consultation, should any

problem occur.

Financial Crisis and the world financial crisis
of 2008-2010.

The textbook ends up with detailing the role
of Russia and the Russian rouble in world fi-
nance.

4 Conclusion
The world finance course graduates from the
University of Finance are expected to:

1) DEMONSTRATE KNOWLEDGE AND UN-
DERSTANDING of the specific international
financial content;

2) INTERPRET international economic and
financial data presented in verbal, numerical
or graphical form;

3) EXPLAIN AND ANALYSE international
economic and financial issues and arguments,
using relevant economic concepts, theories
and information;

4) EVALUATE international economic and
financial information, arguments, proposals
and policies taking into consideration relevant
financial information and theory, and distin-
guishing facts from hypothetical statements
and value judgements;

5) ORGANISE, PRESENT AND COMMUNI-
CATE international economic and financial
ideas and informed judgements in a clear, logi-
cal and appropriate form.

Teaching methods/activities that might be
used to develop each of these five assessment
objectives
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In order to develop the first assessment
objective, it is very important to make sure on
a regular basis that students understand the
economic and financial categories studied
previously. Usually, it is done through regu-
lar asking the students to define a particular
notion of economics and finance in English.
If answered wrongly, the teacher should put
additional questions to manoeuvre him/her
in the right direction. Sometimes it is not
a matter of a student forgetting the correct
answer. Still, when being excited a little bit
by the difficulty of a question, the student
mistakes one economic or financial category
for another.

This technique of helping or manoeuvring
questions can be a powerful tool in developing
students’ ability to demonstrate and under-
standing things.

It is a misconception that the students of
financial science cannot interpret verbal, nu-
merical or graphical information if they are
starters in learning the subject. Finance is
a practical, everyday science and not just
a combination of some static notions and
theories. The students of finance are pupils as
well as consumers, clients or customers who are
to take simple financial and economic decisions
every day in a bookstore, marketplace, etc. They
can always say something or express an opinion
of theirs on particular verbal information if it
is correctly formulated.
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What are the advantages and disadvantages of each of these teaching strategies?

Teaching strategy

Advantages

Disadvantages

Slow but steady
progress

Using a combination

of class activities, i.e.
discussions, role plays,
business games, making
presentations, projects,
brainstorming, etc.

Assigning projects

a) It allows students with no knowledge

in world finance to catch up with more
advanced ones;

b) A strategy of achieving objectives directly
will create gaps in students’ minds, and their
competence will be discretionary

It produces a complete picture of a student’s
competence in this particular course, for it
does not only teach him/her to read and
write but also listen to and communicate
with each other

It develops in students the skills of working
individually which is very important, for it is
always promising when one does their job
without someone to tell them what to do

a) Sometimes, it creates a feeling
a higher goal is not achievable

at all if it needs many stages to
approach it;

b) It consumes more teaching time
than a strategy to reach direct
goals

It requires a total commitment

of a teacher to the course, for he/
she are to use each minute wisely,
are to develop detailed plans for
each lesson and eventually such

a strategy takes lots of teaching
time

It requires both responsibility and
commitment of students to the
course, which is very difficult for a
teacher to ensure

and how to do it

Interaction help

Students can always turn to their teacher for

It requires much spare time free
of work and a teacher’s personal
time

Some students find it difficult to interpret
numerical information. But statistics data
can be organised in the form of a graph.
And graphical information can always be easily
interpreted because, if figures are organised in
curves, the resulting graphs show increasing or
decreasing trends, e.g. in supply or demand. So,
when the students see the demand curve de-
creasing, they will immediately say that means
the consumers stopped purchasing a particular
product and vice versa.

Suppose the students know the basic economic
laws, such as the laws of supply and demand. In
that case, they will be able to critically explain
and analyse particular economic issues and ar-
guments they read in books on finance, business
magazines or newspapers or hear some politician
or economist say something on the radio or T.V.
and make their own corrections afterwards.

The next stage can be accomplished only
when the students are no longer starters in
studying finance. That presupposes they have
already mastered many economic laws and the-
ories. A powerful tool here can be to make
the students hypothesise. Intuition can help
here at the initial stages. A teacher’s role in this
specific example is to promote and motivate
the students to express any idea that occurs
to their mind. And of the ideas generated by
a team of students, those can be chosen that
best correspond to the economic theories and
laws they know.

To develop the final assessment objective, it
is very important to stimulate the students
in making their own presentations on the
topic that is being taught in class at the mo-
ment. While preparing such presentations, it is
crucial that the students use modern means of
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demonstrating their economic theses, i.e. com-
puters, slideshows or even video conferencing.
The students should be given each opportunity
to communicate with both their teacher and
colleagues.

Suppose a world finance teacher realises
the students are able to interpret the mate-
rial that has been learned. In that case, he/
she may go over to explaining to them the
categories of the proceeding units. Otherwise,
he/she could try to clarify why the students
answered wrongly to certain questions. At
this point, it is really crucial to look into the
core of an incorrect answer because if the
teacher finds it, he/she will definitely discover
the means and techniques of helping their
students generate proper knowledge of the
concepts studied.

Different teaching strategies that

a world finance teacher may use or
plan to use as well as particular skills

that are being developed by using

them

The most important thing in achieving the
aims and objectives of the course is progres-
sion. It is impossible to accomplish any of
the required tasks and assignments without
a step-by-step approach. 1t is why world fi-
nance teachers may choose slow but steady
progress as core teaching strategies. It is fol-
lowed by a strategy of combining differ-
ent classroom activities, which will help
students develop the skills required by the
course. An ineffective teaching method here
would be doing the same thing all the time at
each lesson, e.g. reading and understanding
a given text as it is usually done in the lo-
cal language courses of study. Such a strategy
develops nothing but reading skills, whereas

the approach prescribed here is to unite a va-
riety of skills and train them simultaneously.
This way, students will be more interested in
the course, and they will not find the lessons
boring.

Using the strategy of assigning projects,
world finance teachers should try to develop
creativity in the students and get feedback
from them. Finally, taking the above strate-
gies together, world finance teachers need
constant communication with the students,
for if there is no interaction, that will mean
the teacher is not interested in his/her stu-
dents achieving the course’s aims and objec-
tives, and the students will have to look for
alternative studies.

Applying these strategies will always make
world finance lessons more interesting. It will
create in the students a desire to express them-
selves and communicate with their classmates
on international financial issues. It will also
develop in them many of the skills mentioned
above, i.e., they will be trained to be good lis-
teners. They will respect each other as a team of
professionals and express themselves correctly,
following their teacher’s advice and comments.
What may prevent world finance teachers from
accomplishing these strategies is a constant
need to find sufficient time, which is the com-
monest problem with teaching. A teacher may
be required to use teaching time more wisely,
to make the strategies work better, learn and
find ways to manage it, and constantly contact
people in the field and exchange experience
with them.

Other teaching strategies that can be used in
teaching practice may include connecting some
parts of the learning process to a particular
student’s specialisation field, that is, the job
he/she does on a regular basis.

References
Boddin, D., Stédhler, F. (2018). The Organization of international trade. CESifo Working Paper, 7378, 6—10.
Beetsma, R., Giuliodori, M., De Jong, F., Widijanto, D. (2016). Price Effects of Sovereign Debt Auctions In the
Euro-Zone: The Role Of the Crisis. Journal of Financial Intermediation, 25, 30-53.
Cohen, B.]. (2012). The Benefits and Costs of an International Currency: Getting the Calculus Right. Open

Economies Review, 23(1), 16-17.

De Haas, R., Horen, N. van. (2011). Running for the Exit: International Banks and Crisis Transmission. EBRD

Working Paper, 124, 2.

Dorrucci, E., McKay, J. (2011). The international monetary system after the financial crisis. European Central

Bank Occasional Paper Series, 123, 10.
60



World Finance: A Textbook Presentation and Overview

Gourinchas, P.-0., Obstfeld, M. (2012). Stories of the Twentieth Century for the Twenty-First. American Eco-
nomic Journal: Macroeconomics, 4(1), 226—265.

Johnson, J. (2013). The Russian Federation: International Monetary Reform and Currency Internationalization.
The BRICS and Asia, Currency Internationalisation and International Monetary Reform, 3, 6-15.

Kadayan, H. (2014). Indian rupee’s role as an international currency. Abhinav — National Monthly Refereed
Journal in Commerce & Management, 2(3), 35-43.

Kasekende, L., Brixova, Z., Ndikumana, L. (2010). Africa: Africa’s Counter-Cyclical Policy Responses to the
Crisis. Journal of Globalization and Development, 1, 1.

Khan, K., Zhao, H. W., Zhang, H., Yang, H. L., Haroon, M., & Jahanger, A. (2020). The Impact of COVID-19
Pandemic on Stock Markets: An Empirical Analysis of World Major Stock Indices. Journal of Asian Finance
Economics and Business. 7(7): 463-474. doi: 10.13106/jafeb.2020.vol7.n07.463

Lane, P.R., Milesi-Ferretti, G.M. (2011). The Cross-Country Incidence of the Global Crisis. IMF Economic Re-
view, 59(1), 77-110.

Milesi-Ferretti, G.M., Tille, C. (2011). The Great Retrenchment: International Capital Flows During the Global
Financial Crisis. Economic Policy, 26(66), 285-342.

Obstfeld, M. (2011). The International Monetary System: Living With Asymmetry. NBER Working Papers,
12596, 14.

Ostry, J. (2012). Managing Capital Flows: What Tools to Use? Asian Development Review, 1, 82-88.

Patil, S.R., Kulkarni, R.R. (2011). Internationalisation of Indian rupee — an empirical study. International Jour-
nal of Research in Commerce, Economics and Management, 1, 45-49.

Reinhart, C.M., Rogoff, K.S. (2011). From Financial Crash to Debt Crisis. American Economic Review, 101(5),
1676-1706.

Rousseau, P.L., Wachtel, P. (2011). What is happening to the impact of financial deepening on economic
growth? Economic Inquiry, 49(1), 276-288.

Salisu, A. A., & Akanni, L. 0. (2020). Constructing a Global Fear Index for the COVID-19 Pandemic. Emerging
Markets Finance and Trade. 56(10): 2310-2331. doi: 10.1080/1540496X.2020.1785424

Tripathi, V., & Kaur, A. (2020). Socially responsible investing: performance evaluation of BRICS nations. Jour-
nal of Advances in Management Research. 17(4): 525-547. doi: 10.1108/JAMR-02-2020-0020

Vayanos, D., Woolley, P. (2013). An Institutional Theory of Momentum and Reversal. Review of Financial Stud-
ies, 26(5), 1087-1145.

Yu, Y. (2014). How Far Can Renminbi Internationalization Go? Asian Development Bank Institute’s Working
Paper, 461, 9-15.

ABOUT THE AUTHOR
Mikhail V. Zharikov in 2010 defended his PhD thesis on the topic: “Marketing strategies of BRIC
corporations in the foreign market”. In 2015, he was awarded the Honorary Doctor of Science (Honoris
Causa) of the Russian Academy of Natural Sciences. In 2017, he defended his doctoral dissertation on
the topic: “Internationalisation of the currencies of the BRICS countries” at the Lomonosov Moscow State
University. In 2011-2018, Associate Professor of the Department of International Economic Relations
of the Russian Customs Academy. Since 2018 Professor of the Department of World Economy and World
Finance at the Financial University under the Government of the Russian Federation. Since 2018, Chief
Researcher of the Department of Economic Research at the Institute of Europe of the Russian Academy of
Sciences. In 2011, he received a Certificate from the University of Cambridge for teaching Economics in
English Teacher of Economics.
He works at World Finance Department, Professor; Financial University, Moscow, Russia. He teaches
the disciplines “World Economy and international economic relations”, “International monetary and
credit relations”, “International Financial Market” and” International Conventions and Agreements on
trade”. Teaches the disciplines “Marketing”, “Branding”, “World Economy”, “International Financial Market”,
“International Banking”, “International practice of project finance” in English.
michaelzharikoff@gmail.com
http://orcid.org/0000-0002-2162-5056

61



World Finance: A Textbook Presentation and Overview

MupoBbie ¢puHaHcbl: NpeseHTaumusa n 063op yuebHuMKa
Mwuxaun XXapukos

AHHOTAUMUA

Y4yebHUK npefHA3HAYEH AN CTYAEHTOB, M3YYaKLWMX COBPEMEHHbIE PUHAHCHI, U BCEX YMUTaTenew,
MHTEpeCcylLWmMxca aaHHoW npobneMaTukon. NpeanoxeH opuUrMHanbHbIM CNOCOO OCBELWEHMS WKMPOKOTO
Kpyra BOonpocoB. HanucaH XWBbIM, UHTEPAKTUBHbLIM 3bIKOM. Bonpockl nocTaBneHbl TaknuM 06pasoMm, 4Tobbl
3aCTaBWUTb CTYAEHTA AyMaTb M CAMOCTOSITENIbHO MCKATb Ha HUX OTBeTbl. CTPyKTypa y4ebHumKa, NoOCTpOeHHas no
KnaccuueckoMy obpasuy 3apybexHbix nocobuit n yuebHMKOB, COCTOUT U3 OAMHHAALLATU INaB, 0XBATbIBAKOLMX
BECb CMEKTP COBPEMEHHbIX MeXAYHApPOAHbIX PUHAHCOBbLIX OTHOWeEHWUI. Kaxaaa rnaea 3aBepluaeTtcs
BOMPOCHWKOM A8 CAMOKOHTPONS. Y4eOHMK HacbliweH dakTorpapmMyeckum MatepmanoM U CoaepXKaTeibHbIMM
3KCKYypCaMu B UCTOPUIO COBPEMEHHbIX PUHAHCOB, YTO MO3BONSET YNTATENIO Nyylle MOHATb TeopeTUYeckKme
BblKNnaaku. M3paHne yuebHMKa BeCbMa akTyaslbHO, 0COBEHHO ANS CTYLEHTOB M NpenojaBatenei AUCLUNAUH
no MexayHapoaHbiM GMHAHCAM HA aHINMICKOM a3bike. [lononHaeT yyebHMK cnoBapb GUHAHCOBbLIX MOHATUM
U TEPMUHOB.

Kniouessbie cnosa: mexayHapoaHble GUHAHCbI; AMCKOHTUPOBAHUE; GUHAHCOBAs rnobanusaums

OB ABTOPE
Muxaun YXapuKkoB— LOKTOpP 3KOHOMMYECKMX HayK, AoLeHT, npodeccop. B 2010 r. 3awmTnn KaHANLATCKYO AMC-
cepTaumio Ha TeMy: «kMapKeTUHroBble CTpaTerMm kopnopaumi ctpaH BPUMK Ha BHewHeM pbiHke». B 2015 . npu-
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B MOCKOBCKOM rocynapctBeHHOM yHuBepcutete M. M.B. JlomoHocosa. C 2018 r. npodeccop lenaptameHTa
MMUPOBOW 3KOHOMWKMU U MUPOBbIX PuHaHcoB DrHaHCcoBOro yHmeepcuteta npu lMpasutenscree PO.
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Introduction
There is not social form without a man.

A camera obscura is a darkened room with a
small hole at one side through which an image
is projected onto the wall opposite the hole.
A small enough opening in a screen only lets
through rays that travel directly from differ-
ent points in the scene on the other side, and
these rays form an image of that scene where
they reach a surface opposite from the open-
ing. But the image on the opposite surface is
inverted. Technically, with the help of a convex
lens, the image will be re-inverted. Moreover,
in a camera obscura, the image on the opposite
surface is inverted (upside-down) and reversed
(left to right).

Marx did not be especially interested in a
darkened room with a small hole as a physical
phenomenon. He was interested in social cam-
era obscura, deceptive visibility of appearance.
What are the causes and mechanisms of the
inverted and reversed mode of comprehension

(osmose) by man the surrounding reality? Marx
has begun his analysis from the opposite side
of the camera obscure — from the appear-
ance side. Indeed, as Marx famously wrote,
all theory involves explaining the observed
(the exoteric) phenomenon by the unobserved
(esoteric) one.

In the article “Karl Marx’s Funeral”, Frederick
Engels wrote: “Just as Darwin discovered the
law of development of organic nature, so Marx
discovered the law of development of human
history: the simple fact, hitherto concealed by an
overgrowth of ideology, that mankind must first
of all eat, drink, have shelter and clothing, before
it can pursue politics, science, art, religion, etc.;
that therefore the production of the immediate
material means of subsistence and consequently
the degree of economic development attained
by a given people or during a given epoch form
the foundation upon which the state institutions,
the legal conceptions, art, and even the ideas
on religion, of the people concerned, have been
evolved, and in the light of which they must,
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therefore, be explained, instead of vice versa, as
had hitherto been the case.”

“But that is not all. Marx also discovered the
special law of motion governing the present-day
capitalist mode of production and the bourgeois
society that this mode of production has created.
The discovery of surplus value suddenly threw
light on the problem, in trying to solve which
all previous investigations, of both bourgeois
economists and socialist critics, had been grop-
ing in the dark.” [MECW, vol. 24, pp. 467-8]

These achievements were possible when Marx
discovered perverted (inverted) human percep-
tion of the surrounding world as a fundamental,
social phenomenon. It was a great discovery
and recommendations as concerns method of
analysis of social relations — because the form
of appearance makes the actual relation invis-
ible and indeed presents to the eye the precise
opposite of that relation.

The main tendencies and questions in the
development of capitalism:

1. Value (= time) as the sole criterion of eco-
nomic expediency. As Marx explained, “Under
present-day conditions in the major industries
and agriculture the variable capital is only a
relatively small part of the total capital. For
this reason, its increase or decrease, so far as
either is due to changes in the variable capital, is
likewise relatively small.” [MECW, vol. 37, p. 62]

2. Poverty and inequality. The differentia
specifica of the capitalist economic system — the
constant reproduction of a scarcity of jobs in the
midst of an abundance of goods. It is the result
of the dynamic of the crisis of the reproduction
of the capital-labour relation.

3. Stimulation of emergence of new wants
and needs. [marketing, advertisement — induced
(derivative) needs, tied needs] + product innova-
tions. Consumerism.

4. Necessary products’ basket is now available
for everyone in developed. [Basic Income, MMT]

5. Free quantities of capital and labour
ought to find employment in expanding mar-
kets, where rates of profit are higher, or come
together in entirely new product lines, manu-
facturing products for markets that do not yet
exist (production of new wants, internation-
alisation, globalisation).

6. Enlargement of material commercial rela-
tions on the other spheres of social life (com-
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moditisation, commercialisation, financialisa-
tion).

7. Development of pure ‘monetary’ relations —
the emergence of derivative money, ersatz mon-
ey, digital money.

8. Diminishing part of commodity circulation
constitute money circulation.

9. Rising cost of circulation (marketing, ad-
vertisement).

10. Money of account as the heritage of money
as money (real money).

11. Is the end of capitalism inevitable?

Turn Back What is Turned Inside Out
What does it mean for Marx to turn Hegel
from head on his legs? In Contribution to the
Critique of Hegel’s Philosophy of Law. Introduc-
tion Marx wrote: “This state, this society, pro-
duce religion, an inverted world-consciousness,
because they are an inverted world.” [MECW,
vol. 3, p. 175] In Capital vol. I he wrote: “My
dialectic method is not only different from the
Hegelian, but is its direct opposite. To Hegel,
the life process of the human brain, i.e., the
process of thinking, which, under the name
of “the Idea”, he even transforms into an in-
dependent subject, is the demiurgos of the real
world, and the real world is only the external,
phenomenal form of “the Idea”. With me, on
the contrary, the ideal is nothing else than the
material world reflected by the human mind
and translated into forms of thought. [...] The
mystification which dialectic suffers in Hegel’s
hands, by no means prevents him from being
the first to present its general form of work-
ing in a comprehensive and conscious manner.
With him, it is standing on its head. It must be
turned right side up again, if you would dis-
cover the rational kernel within the mystical
shell. [MECW, vol. 35, p. 19]

Having begun to study the works of French
and English economists in Paris in 1843, Marx
immediately realised that political economy
was also in captivity of an inverted conscious-
ness. In a letter to Engels of 27 June, 1867 wrote:
“Here it will be shown how the philistines’ and
vulgar economists’ manner of conceiving things
arises, namely, because the only thing that is
ever reflected in their minds is the immediate
form of appearance of relations, and not their
inner connection. Incidentally, if the latter were
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the case, we would surely have no need of sci-
ence at all.” [MECW, vol. 42, p. 390]

Marx was well aware that: “The method of
analysis I have used, a method not previously
applied to economic subjects, makes for some-
what arduous reading in the early chapters...”
[MECW, vol. 35, p. 20] But, on the other hand,
he admitted that “Now if I wished to refute all
such objections in advance, 1 should spoil the
whole dialectical method of exposition. On the
contrary, the good thing about this method is
that it is constantly setting traps for those fel-
lows which will provoke them into an untimely
display of their idiocy.” [MECW, vol. 42, p. 390]

Two Layers of Dialectical Analysis
Marx never abandoned the law of value, that is,
considering the labour time not only as a sole
denominator of all kinds of commodities but
also as the sole regulator of economic activ-
ity. Already in The Poverty of Philosophy, Marx
formulated the universal one-criterial evalu-
ation of the human activity. He wrote, “Time
is everything, man is nothing; he is, at the
most, time’s carcass. Quality no longer matters.
Quantity alone decides everything; an hour for
hour, a day for day...” [MECW, vol. 6, p. 127]

Regrettably, he never completed an analysis
where they assert themselves as coercive laws
of competition. However, it is namely that per-
verted and inverted world of true social relations.
Incomplete research cannot be judged — moreo-
ver, the unfinished part of it.

In the first volume of Capital, Marx wrote:
“It is not our intention to consider, here, the
way in which the laws, immanent in capitalist
production, manifest themselves in the move-
ments of individual masses of capital, where
they assert themselves as coercive laws of com-
petition, and are brought home to the mind
and consciousness of the individual capital-
ist as the directing motives of his operations.
But this much is clear; a scientific analysis of
competition is not possible, before we have a
conception of the inner nature of capital, just
as the apparent motions of the heavenly bod-
ies are not intelligible to any but him, who
is acquainted with their real motions, mo-
tions which are not directly perceptible by the
senses.” [MECW, vol. 35, p. 321] The principal
meaning of Marx’s dual-layered analysis he al-

ready stressed in the Grundrisse: In short, here,
all determinations appear in inverse order as
compared with their appearance in capital in
general. There price is determined by labour;
here labour is determined by price, etc., etc.
[MECW, vol. 29, p. 175]

As I already wrote, the key to understanding
Marx’s economic work is in his early writings.
[Mierzwa, 2020, p. 78] In, written in the first
half of 1844, Comments on James Mill Elémens
d’Economie Politique Marx for the first time
connected law of appropriation with money
as an alienated social relation of production.
Moreover, there are not two Smiths, namely the
economist and the moral philosopher — there
is one. And the same holds for Marx. His efforts
in Capital we can best understand in light of
his 18431844 Manuscripts. Even the sole act of
exchange presupposes alienation, hand-to-hand
transfer. Marx noted: “Objects separated from
this mediator have lost their value. Hence the
objects only have value insofar as they repre-
sent the mediator, whereas originally, it seemed
that the mediator had value only insofar as it
represented them. This reversal_of the origi-
nal relationship is inevitable. This mediator is
therefore the lost, estranged essence of private
property, private property which has become
alienated, external to itself, just as it is the al-
ienated species-activity of man, the externalised
mediation between man’s production and man’s
production.” [MECW, vol. 3, p. 212]

In one particularly explosive broadside, Marx
speaks of the fetishism of commodities as “this
false appearance and illusion, this mutual inde-
pendence and ossification of the various social
elements of wealth, the personification of things
and conversion of production relations into
entities, this religion of everyday life.” [MECW,
vol. 37, p. 809]. Mention has already been made
of this development, which is also called “rei-
fication” (Verdinglichung), in the discussion of
product alienation.

Use-value Matters!
Life is real and material. Marx limited his anal-
ysis to material production — the real meta-
bolic process between man and Nature. Marx
considers only material production, that is real,
material objectification of man’s labour, objec-
tifying labour time in a use-value.
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I am not a “physicalist”. The exchange of
products is a result of the exchange of labour.
We change one use-value for another one in
definite quantitative proportion. However, when
comparing two products, i.e., two quantities
in the physical unit, we simultaneously com-
pare amounts of labour time, even if we do not
know it.

Human material needs are determined not
only by prices of commodities but also by other,
very different circumstances.

In volume III of Capital, Marx clearly showed
the principal differences and contradiction be-
tween use-value and value, i.e., between mate-
rial and ideal. Only this joint analysis allowed
him to discover why labour-time is the limit to
the development of capitalism.

Account of physical dimensions of economic
activity has had for Marx principal meaning.
He wrote: “So far as its material elements are
concerned, the total capital minus the variable
capital, that is, the constant capital, consists of
the material requisites — the means of labour
and materials of labour — needed to materialise
labour. It is necessary to have a certain quantity
of means and materials of labour for a specific
amount of labour to materialise in commodities
and thereby to produce value.

This value is here altogether immaterial;
it is only a matter of the technically required
quantity. It does not matter whether the raw
materials or means of labour are cheap or dear,
as long as they have the needed use-value and
are available in technically prescribed propor-
tion to the labour to be applied. [MECW, vol. 37,
p. 48] The same concerns consumption.

Time Is Gone and Never Return
The main question that faced Marx was the
mechanism determining the necessary labour
time. It is “[t]he general law and to the basis
of political economy, that the values of com-
modities are determined by the labour-time
contained in them...” [MECW, vol. 37, p. 311]
This phrase we can find in Capital 111. Already
in The Poverty of Philosophy, Marks under-
stood this question for himself when he wrote,
“It is important to emphasise the point that
what determines value is not the time taken
to produce a thing, but the minimum time it
could possibly be produced in, and the mini-
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mum is ascertained by competition. [MECW,
vol. 6, p. 136]

The commodity is not the thing! A commodity
is a social form of the product of labour under
capitalism. Marx wrote: A system of exchanges,
exchange of matter if seen from the angle of use-
value; a change of form if seen from the angle
of value as such. The product is related to the
commodity as use-value to exchange value; the
commodity is related similarly to money. Here
the one series attains its peak. Money is related
to the commodity into which it is reconverted,
as exchange value to use-value, and to an even
greater degree the same is true of the relation of
money to labour. [MECW, vol. 29, p. 25] Moreo-
ver, If I convert 1/4 into decimals, positing it as
0.25, its form is altered, but this alteration of
form leaves the value unchanged. Similarly, if
I convert a commodity into the form of money or
money into the form of a commodity, the value
remains the same; but its form has changed.
[MECW, vol. 29, p. 20]

Division of labour is the division of socially
disposable labour-time. Even an individual must
divide his/her daily, weekly or monthly fund of
time. Marx illustrated this very clearly with the
example of Robinson Crusoe. Since Robinson
Crusoe’s experiences are a favourite theme with
political economists, let us take a look at him
on his island. Moderate though he be, yet some
few wants he has to satisfy, and must therefore
do a little useful work of various sorts, such
as making tools and furniture, taming goats,
fishing and hunting. Of his prayers and the like
we take no account, since they are a source of
pleasure to him, and he looks upon them as so
much recreation. In spite of the variety of his
work, he knows that his labour, whatever its
form, is but the activity of one and the same
Robinson, and consequently, that it consists of
nothing but different modes of human labour.
Necessity itself compels him to apportion his
time accurately between his different kinds of
work. Whether one kind occupies a greater space
in his general activity than another, depends
on the difficulties, greater or less as the case
may be, to be overcome in attaining the use-
ful effect aimed at. This our friend Robinson
soon learns by experience, and having rescued
a watch, ledger, and pen and ink from the wreck,
commences, like a true-born Briton, to keep a
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set of books. His stock-book contains a list of
the objects of utility that belong to him, of the
operations necessary for their production; and
lastly, of the labour time that definite quanti-
ties of those objects have, on an average, cost
him. All the relations between Robinson and the
objects that form this wealth of his own creation,
are here so simple and clear as to be intelligible
without exertion... [...] And yet those relations
contain all that is essential to the determination
of value. [MECW, vol. 35, pp. 87-88]

Perverted Consequences of Perverted

Consciousness
What occurs in the real world is reflected
in people’s minds. Man’s reflections on the
forms of social life, and consequently, also,
his scientific analysis of those forms, take a
course directly opposite to that of their ac-
tual historical development. He begins, post
festum with the results of the process of de-
velopment ready to hand before him. [MECW,
vol. 35, p. 86] The categories of bourgeois
economy consist of such like forms. They are
forms of thought expressing with social valid-
ity the conditions and relations of a definite,
historically determined mode of production,
viz., the production of commodities. [MECW,
vol. 35, p. 87]

Therefore, the actual, everyday exchange
relations and the value magnitudes cannot be
directly identical. The point of bourgeois society
is precisely that, a priori, no conscious social
regulation of production takes place. What is
reasonable and necessary by nature asserts itself
only as a blindly operating average.

Moreover, if the price is independent and
external to the producer, he can only change the
volume of items produced. Therefore, the vari-
ations in demand and supply show the producer
what amount of a given commodity he must
produce to receive at least the cost of produc-
tion in exchange. And as these variations are
continually occurring, there is also a continual
movement of withdrawal and application of
capital in the different branches of industry.

The underlying principles of exchange were
reciprocity, mutual benefit, and equality (equiva-
lence). It was entirely consistent with the then
understanding of social justice. However, in
practice, the reverse is true.

The primary, fundamental category in Marx’s
economic writings is category “alienation” [En-
tdusserung] as movement and estrangement
[Entfremdung] as a state. However, for most
purposes, “alienation” and “estrangement” may
be taken as synonymous. The exchange of prod-
ucts was the source of progressive alienation of
man himself. On the one hand, we can indicate
the civilised impact of trade activity and, on the
other hand, on the devasting exchange effect
on man, what Marx already described as the
economic fall of man. Principles of exchange do
not contradict social justice. In reality, there
exists a principle to violate all principles of fair
exchange. The reverse is truth — hypocrisy and
attempted deception are valid principles of ex-
change. It applies even more to money. Marx
regards history to the present as a process of
degradation (economic fall of man, as he said)
that has reached its nadir in capitalism and not
as the progress of freedom, as Hegel argued.
Enlarged exchange open the way to:

Commodification of products

Commodification of man

Commodification of services

Commodification of all social relationships.

In The Poverty of Philosophy, Marx gave a short
resume of the development of trade. “Exchange
has a history of its own. It has passed through
different phases. [...] Finally, there came a time
when everything that men had considered as
inalienable became an object of exchange, of
traffic and could be alienated. This is the time
when the very things which till then had been
communicated, but never exchanged; given, but
never sold; acquired, but never bought — virtue,
love, conviction, knowledge, conscience, etc. —
when everything finally passed into commerce.
It is the time of general corruption, of univer-
sal venality, or, to speak in terms of political
economy, the time when everything, moral or
physical, having become a marketable value, is
brought to the market to be assessed at its truest
value.” [MECW, vol. 6, p. 113] It means further
development of money as a means of payment]
The key result of this development of money’s
function as means of payment was the negation
of the principle of equivalence.

In Contribution, “[i]t is a characteristic fea-
ture of labour which posits exchange-value that
it causes the social relations of individuals to
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appear in the perverted form of a social relation
between things. [MECW, vol. 29, p. 275]. And
he continued, “[t]he relations of commodities
as exchange-values are really the relations of
people to the productive activities of one an-
other.” That money, “though a physical object
with distinct properties, represents a social
relation of production.” [ibidem, 276]. In the
last phrase, he repeated what he already wrote
in The Poverty of Philosophy, “Money is not a
thing, it is a social relation.” [MEVW, vol. 6,
p. 145]

Use-values serve directly as means of subsist-
ence. But, on the other hand, these means of
subsistence are themselves the products of social
activity, the result of expended human energy,
objectified labour. As for the objectification of
social labour, all commodities are crystallisa-
tions of the same substance. Objectification do
not posit commodification.

Man’s labour becomes an external object —
commodity — exchange value - money — capi-
tal. But alienation is not the necessary result of
externalisation (objectification)—embodying in
an outward form and objectification — the act
of representing an abstraction as a physical
thing. In our digital age, commodification is
often criticised on the grounds that some things
ought not to be treated as commodities — for
example, water, education, data, information,
and knowledge.

Many authors distinguish commodification as
used in social contexts to mean that a non-com-
mercial good has become commercial, typically
with connotations of “corrupted by commerce”.
In contrast, commoditisation is used in business
contexts to mean when the market for an exist-
ing product has become a commodity market,
where products are interchangeable and heavy
price competition.

Commodification can also be a source of ob-
jectification, comprehend as treating a person as
an object or a thing. It is part of dehumanisation,
the act of disavowing the humanity of others.
We can find many aspects of so comprehended
objectification in the works of Martha Nussbaum,
Rae Langton, Catherine Mackinnon, Andrea
Dworkin, Barbara Fredrickson, Tomi-Ann Rob-
erts, and others.

Marx extensively analysed the social impact
of commodification under the name commod-
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ity fetishism and alienation. Alienation is a
source of man’s commodification. In the 1844
Manuscripts: that labour is external to the
worker. His labour is therefore not voluntary,
but coerced; it is forced labour. It is therefore
not the satisfaction of a need; it is merely a
means to satisfy needs external to it. The al-
ienation of the worker in his product means
not only that his labour becomes an object, an
external existence, but that it exists outside
him, independently, as something alien to him,
and that it becomes a power on its own con-
fronting him.

As Bertrand Ollman already noted the wide-
spread misconception that Marx left the theory
of alienation behind him in his later life, he
bears most of the responsibility for the equally
widespread misunderstanding of his term “la-
bour.” Grasping “labour” in Capital as alienated
labour is the key to understanding Marx’s eco-
nomic theories. Therefore, the question is not
how could Marx treat labour as an abstraction,
but how could society do so. It is worth noting
too that it is not in the Manuscripts 1844 but in
Capital that we find the fullest descriptions of
the physical and mental aspects of the worker’s
alienation.

The alienated life is the greatest illusionist
(magician). The forms of alienation differ for
each class because their position and style of life
differ. It seems that that from time immemorial,
people were guided by the principle expressed
by Alfred P Doolittle in the song “With a Little
Bit of Luck”:

The Lord above gave man an arm of iron

So he could do his job and never shirk

The Lord above gave man an arm of iron

But, with a little bit of luck, with a little bit
of luck

Someone else will do the blinkin” work

(With a little bit, with a little bit)

(With a little bit of luck you’ll never work)

The End of History

All Marx’s socioeconomic writings present the
theory which views modern capitalist produc-
tion as a mere passing stage in the economic
history of humankind. Marx already wrote that
the last phase of a world-historical form is its
comedy. [MECW, vol. 3, p. 179] The same con-
cerns economics.
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History is the story of class struggle, human
alienation, and ongoing systemic contradictions.
Still, history will inevitably come to an end. Ul-
timately, the negation of the alienated capitalist
order will yield the synthesis of a fundamentally
new order. Socialism will put an end to histo-
ry, an end to alienation, and finally unleash a
“return of man to himself.” “The very moment
civilisation begins,” wrote Marx, “production be-
gins to be founded on the antagonism of orders,
estates, classes, and finally on the antagonism
of accumulated labour and immediate labour.
No antagonism, no progress. This is the law
that civilisation has followed up to our days.”
[MECW, vol. 6, p. 132]

Marx sarcastically remarked as concerns
economists that the main thing about their hor-
ror of the falling rate of profit is the feeling that
the capitalist mode of production meets in the
development of its productive forces a barrier
which has nothing to do with the production of
wealth as such; and this peculiar barrier testi-
fies to the limitations and the merely historical,
transitory character of the capitalist mode of
production; testifies that for the production of
wealth, it is not an absolute mode, moreover,
that at a certain stage it rather conflicts with
its further development.

In Grundrisse, Marx gave one of the best gen-
eralisations of his investigation. “In the same
measure as labour time — the simple quantity
of labour — is posited by capital as the sole de-
terminant of value, immediate labour and its
quantity disappear as the determining principle
of production, of the creation of use values. It is
reduced both quantitatively, in that its propor-
tion declines, and qualitatively, in that it, though
still indispensable, becomes a subaltern moment
in comparison to general scientific work, the
technological application of the natural sciences,
on the one hand, and also in comparison to the
general productive power originating from the
organisation of society in overall production,
a productive power which appears as a natural
gift of social labour (although it is an historical
product). Thus, capital works to dissolve itself as
the form which dominates production. [MECW,
vol. 29, pp. 85-86]

In effect, Marx says, “This is how capitalism
works, and this is the workings of an alienated
society soon to be supplanted by communism.”

2

Globetrotting of Congealed Clot
of Labour

Analysing the metamorphosis of value, we see
the guises assumed by value in its merry-go-
round journey through the economy include
capital, commodity, money, profit, interest,
rent, wages, and landed property. Beginning
in 1843, value has been successfully traced
by Marx from its origins in alienated labour
through its various forms in the economy to
their misrepresentations in the minds of men.
The “Trinity Formula” in volume III of Capital
provides a fitting conclusion to this work.

In the literature, you can find several osten-
sibly Marx’s theories of value, exchange-value,
money, capital, and, additionally, several theo-
ries of money. Here we have alienation theory of
money, commodity theory of money, theory of
commodity money, etc. It is clear that everyone
wants to make their own contribution to Marx-
ism. But why make of Marxism Augean stables?

Man’s labour becomes an external object —
commodity - exchange value - money — capital
- profit - rent — interest. You can see here the
metamorphosis of the same congealed clot
of labour globetrotting by the different forms.
It takes the form of exchange value, then the
form of money, then the form of capital, profit,
interest...

Surface phenomena are revealed for what
they are, forms of value, by demonstrating how
value evolves into such forms, by tracing its
metamorphosis. Marx states his attempt to chart
the various forms taken by value in the process
of circulation.

Twilight of Real Money

Who carefully read Capital ought to remem-
ber that Marx reduced the formula C-M-C to
C-C. If we abstract from the pathological ac-
cumulation of money, formula C-C correctly
reflects the purpose and meaning of the entire
operation. Here money fulfils the only evanes-
cent function of means of circulation. Since we
are interested in getting an authentic product
with good quality, we are still interested in
getting real money. Our right and power to buy
entirely depends on the authenticity of money
received from the sale. But what is real money?

The aim of capital is therefore to abolish
money in its traditional, immediate reality,
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and to convert it into something which is posited,
and likewise transcended, solely by capital, into
something purely notional. [MECW, vol. 29, p. 61]

Authenticity Test

Does anybody find the state (governmental)
fiat or other kinds of obligatory regulation de-
termining gold as money? If gold exists before
the emergence of any state or governmental
authority, it is reasonable to assume that gold
as money was used before the emergence of
these entities.

The promise is not money. Can we consider
gold as money as opposed to man’s promise?
Why so long time gold and silver, as a rule, were
winners in the opposition against man? Social
consensus or custom after gold and silver emer-
gence as money does not mean that their emer-
gence resulted from social consensus (contract
a la Rousseau).

For capitalism of the first half of the XIX cen-
tury, gold functioning as money was the heritage
of two thousand years of exchange development.
Thus, developed also means of authenticity test.
There was a time when the best authenticity
test was biting the gold coin. The rationale
for biting a coin was the supposed widespread
dissemination of gold-plated lead coins in the
19th century. Since lead is much softer than
gold, biting the coins is a sensible test for coun-
terfeiting. Along with this, weighing was also
applied. Further, with the emergence of a paper
substitute for money, the visible marks of the
authenticity of paper money and ‘lie detector’
for paper ‘money’ emerged.

Despite the development of methods of
checking money against counterfeiting and
counterfeiting, the question remains. But what
is money? What Marx answered:

Money is not a thing, but a definite form of
value, hence, value is again presupposed. [MECW,
vol. 37, p. 849]

Money — through a physical object with dis-
tinct properties, represents a social relation of
production. [MECW, vol. 29, p. 276]

Money — the pure form of value [MECW, vol.
29, p. 26]

Money — an essential and necessary form of
existence of the commodity which must mani-
fest itself as exchange value, as general social
labour. [MECW Vol. 32, p. 132]
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Money — is an essential aspect of the com-
modity, and that in the process of metamor-
phosis, it is independent of the original form of
the commodity.

Money — is itself the converted form of the
commodity. [MECW, vol. 32, p. 307]

Money — abstract general social labour.
[MECW, vol. 32, p. 139]

Money — the converted form of a commodity.
[MECW, vol. 32, p. 291]

Money — the commodity in the form of ex-
change value. [MECW, vol. 32, p. 291]

Money — is merely a commodity form. [MECW,
vol. 37, p. 850]

Money — the pure expression of value [MECW,
vol. 37, p. 841].

The question of the emergence of money is
not only interesting but also meaningful. Howev-
er, Marx stressed that “When we speak of capital
and its circulation, we are dealing with a stage
of social development at which money is not
introduced as a discovery, etc., but is a presup-
position. To the extent that money in its imme-
diate form itself possesses value, is not merely
the value of other commodities, the symbol of
their value — for if something immediate in
itself is to be something else which is likewise
immediate, it can only represent the latter thing,
be, d’une maniére ou d’une autre, a symbol — to
the extent that money itself possesses value, is
itself objectified labour in a particular use-value,
it retards the circulation of capital, rather than
accelerates it. [MECW, vol. 29, p. 60]

Socialisation of Labour

The socialisation of labour is one of the most
significant tendencies discovered by Marx. It
has its meaning for further development of
labour relations. Marx was the first who com-
prehensively analysed economic and social as-
pects of mechanisation, automatisation, and,
say, robotisation.

Today, humans’ future is determined not only
by how much money you have but also by what
is the meaning of your life.

As it emerges in capitalist production, the
commodity is different from the commodity
taken as the element, the starting point of capi-
talist production. We are no longer faced with
the individual commodity, the individual prod-
uct. The individual commodity, the individual



Camera Obscura or the Way Things Appear: Some Remarks About Marx’s Economic Writings

product, manifests itself as a genuine product
and as a commodity, as a part both really and
conceptually of production as a whole. Each
separate commodity represents a definite por-
tion of capital and of the surplus value created
by it.

Thus, the total value produced divided by the
number of products determines the value of the
individual product, and it becomes a commodity
only as such an aliquot part. It is no longer the
labour expended on the individual, particular
commodity (in most cases, it can no longer be
calculated, and may be greater in the case of
one commodity than in that of another) but a
proportional part of the total labour — the aver-
age of the total value [divided] by the number
of products — determines the value of the indi-
vidual product and establishes it as a commodity.

There is a vast volume of literature and re-
searches concerning these tendencies comment-
ed above. We hope to find friends among them.

Conclusions
Today converted form of commodity fetishism
is digital fetishism. The most fetishised item is
bitcoin — the God of the virtual world.

The Political Economy of Communication
It seems that every society creates problems
for itself, which have to be solved later with
such difficulty. It is content what we called
progress.

As Wikipedia informs us, the Political Econ-
omy of Communications, news, or media is a
particular branch in Communication studies
or media studies that study the power relations
(political economy) that shape information com-
munication from the mass media to its publics.
This concept has been developed by media and
political economy scholars such as; Dallas Walk-
er Smythe, Herbert Schiller, Graham Murdock,
Peter Golding, Vincent Mosco, Dan Schiller, and
Robert W. McChesney. PEC analyses the power
relations between the mass media system, in-
formation and communications technologies
(ICTs) and the wider socioeconomic structure in
which these operate, focusing on understanding
the historical and current state of technological
developments.

Today, the most well-known defender valid-
ity of Marx’s writings is Christian Fuchs. He is

an Austrian sociologist, currently a professor
at the University of Westminster, where he is
the Director of the Communication and Media
Research Institute (CAMRI). He is also known
for being the editor of the open-access journal
tripleC: Communications, Capitalism & Critique.
Fuchs is also the co-founder of the ICTs and
Society-network, a worldwide interdisciplinary
network of researchers who study how society
and digital media interact.

Especially for us are three of Fuchs’ books:
Digital Labour and Karl Marx, Reading Marx in
the Information Age: A Media and Communica-
tion Studies Perspective on Capital Volume 1,
Rereading Marx in the Age of Digital Capitalism.

As Christian Fuchs stressed, a contempo-
rary reading of Marx needs to be mediated with
contemporary capitalism’s structures and the
day’s political issues. Media, communications,
and the internet are essential issues for such a
reading today. [Fuchs, 2017] He also stressed that
there remains a need to read Marx from a media,
communication and cultural studies perspec-
tive, which can help us better understand the
dialectic of culture and the economy: Culture
and economy are identical non-identical at the
same time. All culture is produced in specific
work processes.

COST (The European Cooperation in Sci-
ence and Technology) is a funding organisation
for creating research and innovation networks,
called COST Actions. Launched in 2012 and
funded by the COST Association, the Dynam-
ics of Virtual Work Action (http://dynamic-
sofvirtualwork.com) was an extensive interna-
tional interdisciplinary research network on
the transformation of work in the Internet Age.
They worked in four groups Working Group 1
(New geographies and the new spatial division
of virtual labour), Working Group 2 (Creativ-
ity, skills, knowledge and new occupational
identities), Working Group 3 (Innovation and
the emergence of new forms of value creation
and new economic activities), Working Group
4 (Policy implications of Virtual Work).

These activities are reflected in a series of
books under the collective title Dynamics of
Virtual Work, edited by Ursula Huws, Professor
of Labour and Globalization at the University
of Hertfordshire, UK and Rosalind Gill, Pro-
fessor of Cultural and Social Analysis at City
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University, London, UK. This series, published
by The Palgrave MacMillan, was developed under
the auspices of COST Action IS 1202 and bring
together leading international experts from a
wide range of disciplines, including political
economy, labour sociology, economic geography,
communications studies, technology, gender
studies, social psychology, organisation studies,
industrial relations and development studies to
explore the transformation of work and labour
in the Internet Age, among others Christian
Fuchs, Dominique Meda, Enda Brophy, Eran
Fisher, Jorg Flecker, Juliet Webster, Keith Randle,
Mathieu O’Neill, Olivier Fraysse, Pamela Meil,
Patricia Vendramin, Rosalind Gill, Ursula Huws,
Vassil Kirov.

The Dynamics of Virtual Work Action consisted
of four working group.

Working Group 1 worked out the following
questions. The combination of economic glo-
balisation, computerisation and the spread of
affordable telecommunications has introduced a
new global division of labour in work involving
the processing of digitised information. Virtual
workers may be continents apart but still linked
together through complex global value chains.
This working group draws together a diverse
range of international experts from such diverse
fields as labour sociology, organisational theory,
economics, technology studies and gender stud-
ies which have studied this phenomenon from
different perspectives. Pooling this expertise
will make it possible to examine the complex
interrelationships between technological change,
the restructuring of work processes, the chang-
ing gender division of labour, the restructuring
of value chains and the spatial transformation
of work.

Working Group 2 worked out the following
questions. ICTs do not just transform the nature
of existing jobs but also enable the development
of entirely new ones. Sometimes work becomes
more standardised and repetitive, but new forms
of creative work also emerge. Alongside these
dual processes of deskilling and reskilling come
changes in the gender division of labour and
changing patterns of work-life balance. Mean-
while, old occupational identities fade, and new
ones appear, raising challenges for how work-
ers can organise professionally or industrially
and their class position. This Working Group
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brings together experts from labour sociology,
communications, media studies, gender stud-
ies and other fields to compare methodological
approaches to researching these developments,
develop theory, find common ground and iden-
tify topics requiring further investigation.

Working Group 3 worked out the following
questions. The internet has placed the tools
of cultural production into the hands of cul-
tural consumers to an unprecedented extent.
Through processes named ‘co-creation’, ‘pro-
sumption’, and ‘playbour’, paid work had been
transformed into unpaid work, and new forms of
value-generating activity emerged. This Work-
ing Group brings together two very different
fields of study to shed light on the processes
by which new economic activities occur. The
first concerns the blurring of the boundaries
between ‘work’, ‘consumption’ and ‘leisure’; the
second concerns new forms of value creation.
This Working Group brings together experts from
the fields of political economy, communications
studies, technology and economics to develop
theoretical understandings of the porous borders
between private creativity, leisure, creative work
and entrepreneurship and explore methodolo-
gies for carrying out empirical research in this
rapidly-changing field.

Working Group 4 worked out the follow-
ing questions. The focus of Working Group 4
is on the implications of the development of
virtual work for policy, especially employment
policy. On the one hand, it will analyse the im-
pact of existing policies and the reactions of
differing policy stakeholders to the develop-
ment of virtual work. On the other hand, it will
engage proactively with policy stakeholders in
the development of new policy agendas, such
as those developed concerning the priorities
of the EU’s Europe 2020 goals and those of its
‘Digital Agenda for Europe’, including innovation
policy, information society policy, skills policy,
and economic development policy but with a
special focus on employment policy, given the
impacts on the quantity and quality of work. In
addition to developing an overview of policy
relating to virtual work in Europe, this Working
Group will also draw on the results of the other
three working groups to synthesise the messages
from the Action as a whole for dissemination to
the policy community.
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Narrative economics

When in the fall of 2018, I first saw and lis-
tened to a lecture by Nobel Prize winner Rob-
ert Schiller, I did not yet know how Marx’s
conceptual approaches could be combined
with Schiller’s views. Then I had to edit his
presentation as a magazine article. Some time
later, I read his book Narrative Economics. How
Stories Go Viral & Drive Major Economic Events
[Shiller, 2019]. After that, I concluded that in
both cases, the shared vision is how objective
tendencies are born, sometimes turning into
laws.

When Shiller was a nineteen-year-old under-
graduate at the University of Michigan, he read
a book written by Frederick Lewis Allen Only
Yesterday: An Informal History of the 1920s. It
was history about the run-up to the 1929 stock
market crash and the beginnings of the Great
Depression of the 1930s. After reading it, he
came to believe that the book was extremely
important, for it not only described the lively
atmosphere and massive speculative booms of
the Roaring Twenties. Shiller thinks that it also
illuminated the causes of the Great Depression,
the biggest economic crisis ever to hit the world
economy, but I doubt he is right about that. It
struck him that this period’s history of rapid-
fire contagious narratives somehow contributed
to the changing spirit of the times. Allen wrote:
“These narratives sound a bit fanciful, but they
were repeated so often that they were hard to
ignore. It couldn’t have been so easy to get rich,
and the most intelligent people in the 1920s
must have realised that. But the opposing nar-
rative, which would have pointed out the folly
of get-rich-quick schemes, was apparently not
very contagious.”

Further, Shiller wrote: “It seemed to me
that the trajectory of the stock market and the
economy, as well as the onset of the Great De-
pression, must have been tied to the stories,
misperceptions, and broader narratives of the
period. But economists never took Allen’s book
seriously, and the idea of narrative contagion
never entered their mathematical models of
the economy. Such contagion is the heart of
narrative economics. [Shiller, 2019, epub p. 7]

The second connection of narrative econom-
ics concerns mass media and other means of
mass communication, especially the internet.

We can rightfully call the internet a dual-use
invention.

Paolo Bory is a postdoctoral researcher at
the Polytechnic University of Milan and lec-
turer in Media Studies at the Universita della
Svizzera Italiana (USI), Switzerland. His re-
search on media imaginaries, network histo-
ries and narratives of Al have been published
in international journals such as New Media
& Society, Convergence and Critical Studies
in Media Communication. In he published the
book “The Internet Myth. From the Internet Im-
aginary to Network Ideologies” [Bory, 2020] where
retraces and challenges the myth laying at the
foundations of the network ideologies — the
idea that networks, by themselves, are the pri-
mary agents of social, economic, political, and
cultural change. By comparing and integrating
different sources related to network histories,
this book emphasises how a dominant narrative
has extensively contributed to the construction
of the internet myth while other visions of the
networked society have been erased from the
collective imaginary. The book decodes, analyses,
and challenges the foundations of the network
ideologies, looking at how networks have been
imagined, designed, and promoted during the
crucial phase of the 1990s. I return to this theme
in the following paper.

At the same time, alternatives to the internet
are being sought [Dulong de Rosnay & Musiani,
2020]. The authors stressed that for over twenty
years, alternative forms of organising and net-
working — fuelled by the internet but sometimes
pre-dating it — have been discussed as possible
responses to the dynamics of concentration,
centralisation and capture exemplified in the
current pervasively digital world by the internet
giants such as Google and Facebook. This article
takes stock of the lessons learned by the authors
in over a decade of research on decentralised/
P2P network architectures and on information
commons to suggest some ‘ways forward’ for
these alternatives for the internet.

There are also significant issues concerning
the financial aspects of the internet. The first
is the emergence of so-called cryptocurrencies.
We began discussing this theme some time ago
[Mlinskii & Mierzwa], and soon, we will continue
it. The second question concerns morally ques-
tionable incomes.
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The third question in the context of narrative
economics concerns technological progress that
degrades job opportunities over much of the last
two centuries by both professional economists
and the general public. These concerns can be
seen in narratives both in scholarly publications
and in the news media. In his paper “Narratives
About Technology-Induced Job Degradations Then
and Now”, Robert ]. Shiller [Shiller, 2019] showed
that part of the expressed concern about jobs has
been about the potential for increased economic
inequality. But another part of the concern has
been about a perceived decline in job quality in
terms of its effects on monotony vs creativity
of work, individual sense of identity, power to
act independently, and meaning of life.

Among the many recipes, I paid attention
to Unconditional and Universal Basic Income
concepts in the time of digitalisation of labour
and Modern Monetary Theory (MMT). In the
following issues of our journal, we will discuss
these concepts.

Geopolitical Economy

Geopolitical Economy Research Group
(GERG)—an influential policy research non-
profit institute conducting high-quality re-
search and analysis dealing with nations and
their relation to the world economy. It will
critically analyse and propose policy alterna-
tives for managing the interaction of nation-
al economies and states to promote human
development and mutual benefit in today’s
multipolar world. GERG is a part of the Univer-
sity of Manitoba.

The main aim of GERG is to support and dis-
seminate new thinking on national and inter-
national political and economic issues. Today
is increasingly urgent. The multipolar world
that emerged after the financial crisis places a
question-mark over established frameworks un-
der which this thinking has proceeded in recent
decades, notably globalisation in which markets
unify the world order and empire in which a
leading power unifies it. In such frameworks,
either no state matters or only one state does.
Multipolarity, in contrast, recognises a fissured
world economy in which international economic
governance is sharply contested, especially be-
tween the advanced industrial and emerging
countries.
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The VIP of GERG are:

Radhika Desai (Director). She is a professor
of Political Studies at the University of Manitoba,
Winnipeg, Canada. She is the author of Geopo-
litical Economy: After US Hegemony, Globaliza-
tion and Empire (2013), along with numerous
articles on parties, political economy, culture
and nationalism in such journals as Economic
and Political Weekly, New Left Review and Third
World Quarterly, as well as in other edited col-
lections.

Alan Freeman (Director). He is a cultural
economist, formerly a principal economist with
the Greater London Authority. He is a visiting
Professor at London Metropolitan University
and a Research Fellow of Queensland University
of Technology, Australia.

Ellen Judd. She is a distinguished professor
and professor of anthropology at the University
of Manitoba. Her research focuses on political
anthropology, political economy, gender and so-
cial justice and human rights. Her ethnographic
work is concentrated in contemporary rural and
urban China. She is the author of Gender and
Power in Rural North China and numerous other
publications, most recently the co-edited Coop-
eration in Chinese Communities: Morality and
Practice. She is a Fellow of the Royal Society of
Canada and a visiting professor at the London
School of Economics and Political Science.

Ralph Stern. He received his professional
and academic education in the United States
and Germany. He has held professional licensure
in Germany (Berlin) and maintains licensure
in the United States (New York) and Canada
(Manitoba). In New York, he has worked for in-
ternationally renowned firms such as Richard
Meier and Partners and Kohn, Pederson, Fox and
Associates. In Berlin, he was a founding partner
of Eich-Stern Architekten. Since 2011, he serves
as an active Council Member of the Manitoba
Association of Architects.

Colin Gillespie. He is a physicist, lawyer,
strategic analyst, and writer; formerly a research
scientist with Atomic Energy of Canada Limited,
managing partner of Taylor McCaffrey LLP and
adjunct professor of law at the University of
Manitoba.

Henry Heller. He is a professor of history at
the University of Manitoba. He is the author re-
cently of A Marxist History of Capitalism (Rout-
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ledge: 2018) and The Capitalist University: The
Transformations of Higher Education in the
United States Since 1945 (Pluto Press, 2016).

In International Advisory Committee, we
find Abigail Bakan, Jayati Ghosh, Kees van der
Pijl, Seong Jing Jeong, Boris Kagarlitsky, Alicia
Puyana, Diana Tussie.

The main work of GERG collaborators is a two-
volume publication, “Analytical Gains of Geopo-
litical Economy”. This work advances geopolitical
economy as a new approach to understanding
the evolution of the capitalist world order and its
21st-century form of multipolarity. Neither can
be explained by recently dominant approaches
such as US hegemony or globalisation: they treat
the world economy as a seamless whole in which
either no state matters or only one does. Today’s
BRICs and emerging economies are only the latest
instances of state-led or combined development.
Such development has a long history of repeatedly
challenging the unevenness of capitalism and the
international division of labour it created. This
dialectic of uneven and combined development,
not markets or imperialism, has spread produc-
tive capacity around the world. It also ensured
that the hegemony of the UK would end, and at-
tempts to create that of the US would peter out
into multipolarity. Part two of this book paves the
way, advancing Geopolitical Economy as a new
approach to the study of international relations
and international political economy.

One of GERG’s member is the research group
“Small States in the Multi-polar World”. It was

founded and held its initial meeting, at the Uni-
versity of Manitoba, Winnipeg, on 28 September
2015. Professor Radhika Desai and Assistant
Professor Petar Kurecic founded the Group as a
part of the GERG project. The topics that were
discussed as the possible future research agen-
das were the following:

1) Studying small states using the geopoliti-
cal economy as the discipline of multipolarity

2) Various groups of small states studied
through regional research

3) Small states and alliances — bandwagoning,
balancing, integrating etc.

4) Small states that originated from the
breakup of larger entities

5) Small unrecognised entities, i.e., pseudo-
states, residual consequences of the breakup of
large entities

6) The cooperation between small states
through cooperation groups

7) Imperial outposts (dependencies without
full sovereignty)

8) Benefits of integration for small states — in
economic terms.

However, the Group is open to all topics de-
voted to the problematics of small states/small
economies in the multipolar world. It strongly
encourages studying the research mentioned
above interests using the geopolitical economy
as the discipline of multipolarity.

These issues we will also supplement with the
theme of creative industries, the most dynami-
cally developing entities.
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Kamepa-06CKypa WU TO, KaK BbIMNMAAAT BelU: HeKOTopble 3aMevyaHusl 06 SKOHOMUUYECKUX
COYUHEHUAX Macha

36urHes MexsBa

AHHOTAL KA

B cTaTbe paccMaTpMBakOTCS OCHOBbI MAaPKCUCTCKOM TEOPUM, fAETCS ee OLEeHKa A1 BO3MOXHOCTU NPUMEHEHUS
Npu U3yYeHUM TEKYLLMX IKOHOMUYECKMX COObITUN. KpUTUYEeCKM OLLEeHUBAKOTCA MHTepnpeTauum pabot Mapkca
COBpPEMEHHbBIMU 3KOHOMUCTaMU. [lenaeTcs BbIBOA, YTO 6OMblIAs YacTb COBPEMEHHOW IKOHOMUYECKON Teopun
He BepHa C TOYKM 3peHus cobCTBEHHOro Metofa Mapkca v He NOAXOAUT AN MOHUMAHWUS COBPEMEHHOIO
Kanutanusma. PaccMaTpuBaloTcs TeMbI, IBASKOWMECS NPEAMETOM COBPEMEHHbIX AUCKYCCUIA U 3aHUMAIOLWME
LLeHTpaNbHOEe MECTO B 3KOHOMMUYECKMX TpyLax camoro Mapkca. MpefcTaBiaeHbl OCHOBHbIE TEHAEHLMW PA3BUTUS
KanuTanusma, oTkpbiTbie Mapkcom. Cpeaun HUX: npefenbl 3HaYeHUs CTOMMOCTU (= BpEMEHM) KaK eAUHCTBEHHOTO
KpUTepus 3KOHOMMUYECKOW LenecoobpasHOCTM; MOCTOSHHOE BOCMPOM3BOACTBO HEXBATKM pabounx MecT npu
M306MIMM TOBAPOB; paclUMpeHNEe MaTeEPUATbHBIX KOMMEPYECKMX OTHOWEHUI Ha apyrue chepbl 0BLLeCTBEHHOM
XW3HU; Pa3BUTUE LEHEXHbIX OTHOLWIEHUI — NOSBAEHUE NPOU3BOAHBIX AEHET, 3p3aL-AeHer, LMDPOBbIX LEHET.
B 3ak/toueHMe cTaTbM aBTOP MNPUXOAMUT K BbIBOAY, YTO HEKOTOpble 06WecTBa NOCTENEHHO TEPSIOT LEHHOCTHbIE
M HPABCTBEHHbIE OPUEHTUPBI, YrpOXKas TEM CAMUM Pa3BUTUIO M AaXe CYLW,eCTBOBAHMIO APYrMX 0OLWECTB UK
HaponoB.

Kniouesvie cnoea: Kapn Mapkc; CTOMMOCTb; TEOpUS CTOMMOCTU; 3aKOH CTOMMOCTH; TEOpUS AeHer

OB ABTOPE
36urHeB MexBa — LOKTOP 3KOHOMMYECKMX HayK, DMHAHCOBbIM yHUBepcuTeT, MockBa, Poccus. B 1972 r. okoHumn
BapwaBckuit yHuepcuteT, rae B 1981 r. nonyumnn cteneHb 4OKTOPa 3KOHOMUYECKMX HAYK MO CNELMANbHOCTH
«3koHoMeTpus». C 2016 r. paboTaeT B ®nHaHcoBOM yHMBepcuTeTe npu MNpasutennctee PO.
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