ECONOMIC PROCESSES MANAGEMENT
international scientific e-journal (ISSN 2311-6293)
epm.fem.sumdu.edu.ua

Ne4 — 2016

International aspects of economic processes management

Cite This Article:

Kopylova O. V. Trade networks evolution under the conditions of stock Received
market globalization [Online] / Economic Processes Management:  October9, 2016
International Scientific ~ E-Journal.  2016. Ne 4.  Available: Accepted
http://epm.fem.sumdu.edu.ua/download/2016_4/epm2016_4_3.pdf November 12, 2016

UDC 658.62.018.2
JEL Classification: F10; L10; L22

TRADE NETWORKS EVOLUTION UNDER THE CONDITIONS OF STOCK
MARKET GLOBALIZATION

Kopylova Olga Volodymyrivna
PhD in Economics, Associate Professor, Associate Professor of Economic Theory
and History of Economic Thought Department,
Odessa National University named after I.1. Mechnikov, Ukraine

The modern perception of the stock market in terms of information technologies rapid
development and under the institutionalists influence has been significantly modified and becomes
multifaceted. It was detected that the main function of the market is activated, information
asymmetry is minimized and more advanced financial architecture space is formed through trade
networks. Formation of the modern trade networks has started on the basis of the old
infrastructure, that had the highest tendency to self-organization and adaptation. The proposed
architecture of trade networks of the stock market has a very clear vector of subordination — from
top to bottom and has a number of positive points.
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Introduction. The widely-spread integration and globalization processes are characteristic of
the modern development of economic relations worldwide, including financial ones. Accordingly, a
nation’s capital becomes global and starts functioning as a catalyst of global changes in
international economic and financial relations and in the transformation of institutions involved. In
economic literature, there are a great deal of definitions of what the stock market, or equity market,
is. Karl Marx believed it to be the sphere of functioning of fictitious capital represented as titles of
ownership. A more modern definition comprises stock marketeers and legal relations among them
as for the placement, circulation, and accounting of securities. But the stock market, with
information technologies rapidly developing and due to institutional economists’ influence, is
starting to be viewed differently, in a number of aspects. One cannot imagine the modern society
without invisible global networks that permeate it.

Thus, basing on the latest ideas of trade networks, let us try to analyse the architecture of
modern global trade organisers on the equity market and define on what levels and how deep they
Ccross-penetrate.
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Analysis of recent researches and publications. The cross-disciplinary trade networks theory
goes back to the works by D. Knoke, P. Marsden, S. Wasserman, B. Wellman, S. D. Berkowitz.
They develop such basic concepts as social and information network, network node, network
structure, and they postulate that networks have become the main organisational form of post-
industrial society. A lot of ideas of the network approach are used in economic sociology. Examples
are M. Granovetter, who in the mid-1970s published several works on the network organisation of
the labour market, and H. White [1].

M. O. Jackson stresses that social networks permeate our social and economic life. They play a
key role in informing about job opportunities, and are decisive for trading a great number of goods
and services. They are the basis on which mutual insurance is carried out in developing countries.
Besides, social networks are vital in learning how diseases spread, what foodstuffs we buy, what
languages we speak, how we vote, how we choose whether to become criminals or not, what
education we get, and how probable our future employment is. As network structures influence our
welfare in a great many ways, it is important to understand (i) how social network structures
influence people’s behaviour, and (ii) what network structures can appear in the society [2].

M. Castells, the first to use the term ‘network society’, says that today’s global society is
network structures society. He emphasises, on the one hand, its universal nature, and on the other —
its determining character, when ‘the power of a structure turns out to be stronger than the structure
of power’, and the fact of one’s belonging to a certain network becomes the most important source
of power and changes in society [3]. A feature of modern society, according to M. Castells, is not so
much the predominance of information as the transformation of the variants of its use, with global
network structures taking the leading role in society and replacing the traditional forms of relations.
M. Castells believes a network structure to be a set of interrelated nodes. The particular content of
each node depends on the character of the particular network structure referred to. His conception of
network society, and of information society related to it, is relevant not only for the social organism,
but for the functioning of global financial space as well [4]. This could be a very important task for
investigation specially in conditions of financial instability.

Previously unsettled problem constituent. Evolution of stock market trade networks is
explained by the objective needs of the modern economy and the challenges of the financial crisis.
As a result of heterogeneity caused by various conditions and rates of development of financial
systems and the needs of the real economy, it is necessary to identify and formulate the structure of
modern trade networks and areas of their development.

Main purpose of the article. The main purpose of the article is to determine the structure of
modern trading networks and their evolution trends in the changing global financial space.

Results and discussions. A network is a system by means of which the process of
communication is formed. So we can assert that networks help vitalise the main function of the
market, minimise information asymmetry, and form more developed financial space architecture.
The above phenomena are to take place mainly due to extensive infrastructure, which, viewed
through O. E. Williamson’s concept of technological paradigm, is defined as a number of legal
entities that mediate the flow of securities. His institutional paradigm views infrastructure as a
complex of institutions, enterprises that supply the market and perform a number of functions to
stabilise its work (all these institutions belonging to the nonmaterial production sphere) [8].

Combining Castells’s and Williamson’s approaches when analysing the modern stage of the
stock market’s development and its place in today’s global space, it is but logical to introduce the
concept of trade networks of the stock market, or equity market. These trade networks are of
specific architecture.

Comparing the traditional stock market infrastructure and less usual trade networks, one can
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see that most components of the former are, in one form or another, found in the latter. The main
reason for this is the fact that the formation of modern trade networks, from the very start, based on
those old elements of the infrastructure that were the most self-organising and adaptive. Due to
obtaining much independence, the adaptive tendency was the first to be actualised. It consisted in
the concentration of the greatest possible number of stock market functions that were, even
historically or organisationally, beyond their competence. The capability to self-organise was first
activated at government level (in the latter half of the 20th century), and later it started developing
on its own: the unstoppable merging and takeover processes started taking place in exchange trade
operation.

The evolution of the stock market trade networks is determined by the needs of modern
economy and by the challenges of financial crises. The traditional forms of trade organisers are
uncompetitive and only found in countries with primitive economy. Different development levels
(resulting from different conditions and growth rates of financial systems and needs of the real
sector of economy) caused the formation of the following groups of trade network nodes.

On the 1st (basic) level, there are traditional stock exchanges and OTC trading systems that
perform few functions and supply a local market. For international operations, a second level
intermediary must be employed.

On the 2nd level, there are traditional nationwide stock exchanges that perform few functions,
but have correspondent relations with foreign exchanges (however using the resources of the
national depository).

On the 3rd level, there are stock exchanges that, having merged with foundation centres, were
able to expand their functionality to the maximum (9 of 10 basic) and become real and permanent
nodes of the global trade network, the starting points for counting real elements.

The 4th level is represented by foundation centres, that accumulate not only market
information, but also financial capacities in time and space. Foundation centres form a specific field
of influence that constantly tends to expand.

Level 5 is the last in the current context. Financial centres that embrace infinite possibilities,
functional as well as evolutional, are the nodal points all the network system rests on. Neither are
stable the spheres of their influence, they oscillate against political and other factors. But, as
compared to the groups above, they are the most stable.

The suggested structure of stock market trade networks has a pronounced subordination
vector — vertically down. Besides, it has a number of positive aspects. In fact, regional elements
subordinate to the upper levels no longer form the regional stock market and the environment for
their existence, but adapt to the environment already existing. In the context of the highest degree of
adaptation of the elements of the last levels, the topical issue is integration into global financial
space, with regional features of development being preserved.

We propose that network economy should be viewed as a specific form of economic activity. It
is based on horizontal communication and global electronic environment. The important elements
that prevail are productive forces, knowledge, information, and relations that provide an instant
reaction to demand and offer, as manifold connections among economic agents are the very nature
of network economy. The progress of global economy was determined by integration processes that
result in both globalisation and regionalisation of stock markets. With the process of mergers and
transformations in the market area, capital tends to be internationalised in the countries dominating
in the world’s economy, which accelerates globalisation greatly. But integration and its
consequence, globalisation, are the two important processes that determine the further development
of world economy.

There cannot but exist different opinions about the globalisation process due to a lot of reasons.



ECONOMIC PROCESSES MANAGEMENT
international scientific e-journal (ISSN 2311-6293)
epm.fem.sumdu.edu.ua

Ne4 — 2016

Some think it will result in destroying all limits and barriers, in the classic free trade with no
transaction costs etc. [5]. Some anti-globalists believe the process is widening the social and
economic gap between different regions and is making insignificant the time-honoured national
virtues and traditions [6, p. 52]. Globalisation and integration that are taking place in all areas of
economic activity require supranational bodies. These institutions should facilitate the controlling,
coordinating, and regulatory functions of the activities extending beyond national boundaries.
Security markets of the world have entered the period characterised by alliances and associations,
by mergers, cooperation, increase of electronic trading systems. With the parties’ expenditure cuts
becoming of fundamental importance, some stock exchanges agree on the integration of not only
trading arrangement functions as such, but also of related financial services.

Our analysis of international experience shows that, the most popular forms of integration
on the security market are:

— contractual forms of integration, with various cooperation and mutual support agreements
being signed. But for a greater success, this soft integration form should develop into the next, a
harsher one. Perfect illustrations of this are: the foundation of the derivatives exchange EUREX; the
largest in Europe (it started with signing a cooperation agreement in 1996, then, in December 1996,
followed signing a letter of intention of a merger that finished in 1999); the creation of NOREX
Alliance (it started with signing a cooperation agreement in January 1998 and resulted in a complete
merger); in February 2002, an agreement was signed between the Warsaw Stock Exchange and
Euronext on cross-membership and cross-access to trading sessions, and in early 2009 WSE
suggested a plan of its merger with Euronext;

— exchange (strategic) alliances. They are typically created for a certain small number of
operations. An example is GLOBEX Alliance created in 1998 by the exchanges CME, MATIF and
SIMEX for intercontinental derivatives trade within a common trading system. Alliances of this sort
are popular chiefly with clearing organisations;

— concerns and holdings. They are the ultimate form of integration for the equity market’s
exchange structures. As stated above, the largest alliances, like NASDAQ OMX Group, NYSE-
Euronext, and also Hong Kong Exchanges and Clearing Limited (a Hong Kong based vertically-
integrated company), Bolsas y Mercados Espanoles (the only group of Spanish exchanges) were
created as concerns or holdings.

Theory says there are harsh and soft forms of integration. Soft forms imply the preservation of
legal and economic independence, and enable joint activity (for example, Wiener Borse’s control
over the stock exchanges in Prague, Ljubljana, and Budapest). Under current conditions, both forms
of integration are employed. But the most successful are the NASDAQ OMX Group and NYSE-
Euronext. They were created and have been expanding as concerns, in other words, it is the harsh
form of integration that is used. In the seventies — nineties, the main prerequisite for the integration
of national stock exchanges into supranational alliances was deregulation and liberalisation policy.
But in the last decades, the stock market infrastructure has faced a number of new tasks connected
primarily with integration tendencies. This, naturally, requires a change in the conditions of
functioning in global economic space.

We found that the processes of stock market globalisation and trade networks formation are
closely interdependent and cannot go on in isolation. The phases of global stock market formation
can be diagrammed as follows (see Fig. 1). The time gap of the years 1914-1920 results from the
devastating consequences of WWI and the revolution in the Russian Empire. On the one hand,
international capital flow increases, and multinational companies are created. On the other hand, as
a reaction to these changes, servicing transnational capital is intensified in order to reduce risks and
transaction costs. For the purpose, stock market architecture is changed, namely its infrastructure
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which is, in its turn, based on share capital. Thus, the transnationalism of the stock market itself
takes place, and general globalisation processes gather pace.

1860-1900

Formation of national stock exchanges

S

1900-1914
Formation of transatlantic links The increase of international capital flow
1920-1945
Disintegration processes on the global The world monetary system disintegration to
stock market separate monetary blocks and zones
1945-1972
Complete separation of the US market Two-tier architecture of Western
from Western European European Stock Market
1972-2000
Deregulation of financial Capital internationalization, that is manifested in the
operations at national level increasing number of multinational corporations
2000 - today
Creation of intercontinental Universalization of The increase of dependence
architecture of Stock Market stock exchanges on global financial crisis

Fig. 1. Phases of global stock market formation
Source: own development

Conclusions and further researches directions. We investigated that security markets of the
world have entered the period characterised by alliances and associations, by mergers, cooperation,
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increase of electronic trading systems. With the parties’ expenditure cuts becoming of fundamental
importance, some stock exchanges agree on the integration of not only trading arrangement
functions as such, but also of related financial services. Along with the commercialisation of
exchanges, their ideology is changing, too. They used to serve their members and joint owners, but
now they defend their own interests. We found that, the formation of the architecture of stock
market trading networks nowadays is characterised by the following tendencies:

— striving for evolution from the lowest to the highest levels;

— the movement is not necessarily progressive and can change its direction;

— there is direct dependence between the degree of the nodes’ stability and their level,

— nodes are linked by trading systems and web-technologies;

— integration at the earlier stages is driven by the geographical factors, and at the further stages
by geopolitical and financial.

Integration and globalisation are sure to redirect investors’ attention to higher profitability
sectors of the world market. Besides, investors will tend to leave heavy-regulation spheres where
the profit rate is lower and competition more intensive. It will result in higher mobility of capital
flows. Over time, this redirection may appear to be quite useful for the whole global financial
system: risk diversification causes a shift in international portfolios towards higher risks. Higher
profitability of assets may speed up growth, and financial markets integration can increase the
society’s wealth greatly. In the immediate future, higher capital mobility may result in the global
financial system’s instability, as is evidenced by the recent economic and financial crises. To
prevent the negative consequences of higher mobility of global financial space, the clear and stable
architecture of stock market trade networks should be created.
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EBOJIIOIIA TPEHIMHI OBUX MEPEX
B YMOBAX I'JIOBAJII3ALIIT ®OHIOBOI'O PUHKY
Konunosa Oubra Bonogumupisaa
KaHOuOam eKOHOMIYHUX HAYK, 00U EeHm,
oouenm Kagheopu eKoOHOMIUHOT meopii ma icmopii eKOHOMIUHOT OymKu,
Ooecvkuii nayionanvnuii ynisepcumem imeni I.I. Meunukosa, Ykpaina
Cyuacne cnputinamms GOHO08020 PUHKY 3 MOYKU 30pY IHHOPMAYIUHUX MeXHON02Il,
WBUOKO20 PO36UMKY I Ni0 GNAUBOM IHCMUMYYIOHANICMIE OVI0 3HAYHO 3MIHEHO i cmae Oinbiu
bacamozpannum. byno eusaeneno, wo o0cHo8Ha QYHKYIS PUHKY AKMUBI3YEANACH, ACUMEmpIs
iHopmayii 36ed0ena 00 MIHIMyMY, i Oinbul po3uHeHUl QiHancosuil npocmip gopmyemscs uepes
mpetioun2o8i mepedici. PopmMysanus CYUACHUX MPEUOUHS0BUX MepexC NOo4aloch Ha 0a3i cmapoi
iHppacmpykmypu, Axa mana HAusuwy CXUIbHICMb 00 camoopeaHizayii ma adanmayii 00 HuXx.
3anpononosana apximekmypa mpetiouH208UX Mepedc HA (OHO0BOMY DUHKY MAE OVice UYimKull
8eKmop niOnopsOKy8aHHsA — 36epX)y GHU3 I MAE HU3KY NOZUMUBHUX MOMEHMIE.
Kntouosi cnosa: ¢onoosuil punok, mpeiouneosi mepeici, ingppacmpykmypa, 2nooanizayis,
Qinancosuii npocmip.

3BOJIIOLUS TPEMJIUHIOBBIX CETEN
B YCJIOBUSAX I'NNTOBAJIM3AIIUUA ®OHJIOBOI'O PBIHKA
KonbuioBa Oabra BaagumupoBna
KaHOuoam IKOHOMUYECKUX HayK, 0oyenm,
oouenm Kagheopvl IKOHOMUYECKOU MeOPUU U UCIOPUU IKOHOMUYECKOU MBICIU,
Ooecckuii hayuonanvhulil ynueepcumem umenu U.H. Meunukoea, Ykpauna

CogpemeHnnoe gocnpusmue poHO08020 PbIHKA C MOUKU 3PEHUSL UHDOPMAYUOHHBIX MEXHOTIO02U,
Ovicmpo2o pazeumusi U NOO GIUAHUEM UHCIMUMYYUOHANUCMOE Obll0 3HAYUMENIbHO USMEHEHO U
cmanogumcesi  6onee MHO202pAHHbIM. bBbino  evidenreHo, umo OCHOGHAS (PYHKYUS PpbIHKA
aKMuUBU3UPOBANACH, ACUMMEMPU UHGOPpMAYUU CBe0eHa K MUHUMYMY, U 0Oollee paseumoe
Qunancosoe npocmpancmeo opmupyemcs uepez mpeuounzosvie cemu. Dopmuposanue
COBDEMEHHBIX MPELOUH208bIX Cemell HAYaloch Ha 0Oaze cmapou UH@GPACmpyKmypol, KOMOpasl
obnadana Haugvlcuiell CKIOHHOCMbIO K camoopeanuzayuu u aoanmayuu k Hum. Ilpeonoowcennas
apxumexkmypa mpetouH208blX cemell HA QOHOOBOM pbIHKEe UMeem OYeHb YemKULl BeKmop
NOOYUHEHUSL — C8EPX) 6HU3 U UMeem P50 NON0HCUMETbHBIX MOMEHMOE.

Knioueevie cnosa: ¢ponooswiii pbiHOK, mpetioun2o8bie cemu, UHGpacmpyKkmypa, enooanusayusi,
Gunancooe npocmpancmao.



