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Abstract. The authors concentrate their attention on the future perspectives of financial markets. But on
the other hand the investors, in order to make efficient investment decisions, should know the real situa-
tion in financial markets. The purpose of the article is to analyze the situation in the global financial
markets, as well as their development trends in the future. In order to reach the purpose the authors per-
form the analysis of financial markets, considering results of main asset classes, evaluating the EPS
growth and the level of risk in global equity and commodity markets and examining other important fac-

tors, which affect the financial markets and the investments in different financial instruments.
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1. Introduction

All over the world it is accepted that financial
market plays a very important role in the economic
area. Even economics as a science is based on the
capacity of the financial system and suitability of
financial information for measurement of econom-
ic processes. It could be stated that other economic
sectors of the country are dependent on the suc-
cessful functioning of financial markets because
production and efficiency can be increased. Finan-
cial markets are important conditions of movement
of financial resources to the spheres where the effi-
ciency of these resources would be the biggest.
Because of the financial markets individuals and
companies can manage their finance and make fi-
nancial decisions.

Created general financial and investment en-
vironment, integration and liberalization of nation-
al financial markets are main features of globaliza-
tion processes in financial markets. Financial
globalization provides an effective intermediation
between savings and investment on a global scale.

Efficient allocation of capital, higher invest-
ments in perspective branches of country’s econo-
my, risk sharing, higher returns from investments
and other benefits are emphasized when talking
about global financial markets. But the problem
exists that besides benefits financial integration can
increase the risk and even cause crises. Financial
globalization increases the risk of adverse econom-
ic downturn. Capital flows coming into the local
markets sometimes determine growth of real

exchange rate and creates a disproportionately
large financial surpluses. In such a case the lack of
supervision can lead to financial crisis. It is neces-
sary to understand the essence of those risks and
find the way how to manage them in order to use
the benefits of globalization.

The object of the article is the global financial
markets.

The purpose of the article is to analyze the
situation in the global financial markets, as well as
their development trends in the future.

In order to achieve the purpose of the article,
some tasks had to be fulfilled:

— to analyse the globalization impact on fi-

nancial markets;

— to present the main benefits and risks of

globalization ;

— to evaluate the changes in the global finan-

cial markets;

— to distinguish the future trends of analysed

markets;

— to make the conclusions and suggestions

for investors.

The analysis of selected markets was per-
formed during the period of 2015 years, in order to
highlight particular trends also were analyzed the
period of 2013-2014 years and the perspectives for
2016 years.

Research methods used in the article are com-
parative and systemic analysis of scientific litera-
ture, systematic analysis of statistical data, synthe-
sis, generalizations, graphical presentation.
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2. Analysis of globalization aspects in financial
markets

The globalization concept formed in the second
half of XX century. It is generally understood that
we live in a globalized world. It is generally under-
stood that we live in a globalized world. Most
modern theorists supports the view that globaliza-
tion is associated with the fundamental space, dis-
tance, time, and the existence of social change,
which is as large as the changes of human activi-
ties and relationships (Urbsiené 2011).

However, the globalization concept is not well
defined, and its content is more intuited than clear-
ly perceived. “And that leads to the conclusion that
globalization has not yet become a scientific term
that reflects the reality of a defined dimension”
(Gylys 2003).

The concept of globalization was examined by
a large volume of foreign authors (Held efal
2002; Giddens 1996; Baldwin, Martin 1999;
Scholte 2005; Dreher et al. 2008). The different
methodological approach represents a different
phenomenon of thinking, understanding, interpre-
tation of these events and thus the difference in
performance.

Globalization can mean increasing integration
between markets and states, decreasing geographic
restrictions on social and cultural measures, increa-
sing the spread of ideas and technology and the
penetration of international power centers of the
threats posed by the state or its sovereignty, its
economic and social sustainability (Urbsiené
2011).

Beck (2001) defines globalization as not
choice of business, countries or organizations. He
asserts that in order to understand the meaning of
globalization, it is necessary to analyze not only
the economic effects of globalization, but also po-
litical and cultural, there is a need to examine the
nature of globalization.

The financial market is one of the economic
areas, which is characterized as the whole of
measures, by which are compatible available fund-
ing supply and demand and where market price of
funds is forming. The modern the financial system
is institutional structure, which formed over a rela-
tively long period of time. The globalization of
financial markets is the integral part of economic
dimension of globalization and can take many
forms in different financial system areas:

— the openness of market and mobility of

capital growth;

— the processes of national financial systems

integration into the global financial system;

— the liberalization of international transac-
tions, carried out using a variety of finan-
cial instruments;

— increasing intertwining level across coun-
tries financial markets.

The dominant view of globalization formed
the impression that the financial markets have pro-
vided the unlimited possibilities for humanity. In
order to evaluate and compare the degree of finan-
cial markets globalization, it is very important to
measure the level of globalization correctly. In or-
der to measure financial globalization many au-
thors used different indicators and different ratios
depending of the study purpose and globalization
concept understanding.

The globalization processes in financial mar-
kets were examined by individual scientist and na-
tional or international institucions such as The
World Bank. A big number of studies of financial
globalization appeared after Fischer (1997) report
in the annual meeting of International Monetary
Fund.

According to Held ef al. (2002), the process of
globalization takes place on global equity interests.

World economies are increasingly integrated
into the global economy. Such process is condi-
tioned by the stimulus strength of globalization.
The following reasons and assumptions of globali-
zationcan be distinguished: the convergence of ex-
istence quality, the global use of land resources,
globalization challenges for state of the sustainabil-
ity, the economic efficiency of development, dis-
coveries and technological opportunities, commu-
nication improvement, cross-cultural integration,
adequate opportunities of education and qualifica-
tion, fundamental scientific discoveries and tech-
nological opportunities (see Fig. 1).

rocess of time and space contraction

Fig. 1. The reasons and assumptions of globalization
process (Source: Rutkauskas ef al. 2014)
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These are the main factors that create the po-
tential for economic activity and its entities for al-
location of resources on a global scale (Rutkauskas
etal 2014).

Whereas a globalization of financial markets
is the economic globalization component, it would
be logical to say that the same factors operate the
processes of financial markets globalization that
led to the globalization process in general: eco-
nomic, technological, social and political forces
(Amit, Zot 2004; Stonenhouse ef al. 2004; Mik-
dashi 2003; Gatignon, Kimberly 2004; Kropas
2007; Isard 2005) (see Fig. 2).

Technological forces:
Industrialization
The progress of telecommunications
and information technologies

Economic forces: <
Growth of income
The need to diversity
The global competitiveness
The openess of trade

Social forces:

Ecology

Education and skills
Consumerizm

| The globalization of\}
' financial markets

Free movement of capital
Privatization

Political forces:
The reduction of trade barriers

Fig. 2. The factors of financial market globalization
(Source: created by authors, according to Stonenhouse
et al. 2004; Gatignon, Kimberly 2004)

Globalisation has not only positive but also
negative influence. Although the proponets of glob-
alization argue that positive aspects counterbalance
the negative, the criticism of globalization impact on
financial market is stronger. Bhagwati (1998) argues
that the risk of financial market globalization is
greater than its benefits. According to scientists,
growing level of globalization, increase its negative
impact and global nature threats. Separate countries
have not been able to solve global problems or for-
mulate global decisions. For this purpose, a series of
internation institution (such as International Mone-
tary Fund, World Bank, the Basel Committee, etc.)
has been established in the financial sector. Howev-
er, globalization processes develop faster ant the
non-compliance is increasingly deepening of global-
izing financial markets and international institutions
develolopment level (Gatignon, Kimberly 2004;
Soros 2002). So the authorities of this institutions to
reduce thretats of gloabalization are weakened. The-
se ,,supranational” institutions (World Bank, Inter-
national Monetary Fund and others) are also critici-
zed for partiality, by claiming that they represent the
rich countries and major international companies
rather than for local companies or the developing
countries, which are the most vulnerable (Stiglitz,
Charlton 2006; Elliott e al. 2004).

The negative impact of globalization consists
in the fact that countries are losing political inde-
pendence, they become more vulnerable, instabili-
ty and other threats are incresing. Globalization
does not reduce, but increas income inequality
between countries and inside the countries.

Mundell (Mundell 1997) distinguishes one
globalization negative influence — the loss of me-
netary policy autonomy. From the three the mone-
tary policy objectives (capital mobility, indepen-
dent monetary policy and exchange rate stability)
at the same time can be achieved only two, sacrifi-
cing the third objective (see Fig. 3).

Independent

Capital mobility monetary policy

Exchange rate
stability

Fig. 3. The trilemma of monetary policy
(Source: Mundell 1997)

Other authors consider (Brakman et al. 2010)
the refusal of monetary policy autonomy as not
disadvange, but advantage, because the opportuni-
ty to use monetary policy for short-term goals is
eliminated, which leads to higher inflation in the
long term, the GDP growth slows down and the
people's social welfare become worse. However,
the crisis consequences become more severe (high-
er GDP decline, a longer recovery period, higher
number of banks bankruptcies), if during the crisis
monetary policy instruments can not be applied
(Bordo et al. 2001).

3. Benefits and risk factors affecting global
financial markets

Various concepts of risk can be found in scientific
literature. This leads the complexity and incon-
sistency of risk phenomenon. Risk can be defined
as effect of uncertainty on objectives (Hopkin
2010). As it is known, uncertainty exists in finan-
cial markets, so investors encounter with uncer-
tainty all the time, and in this case take the risk.
When talking about investments, it should be
known that stock market investments are risky,
because stock returns are volatile and uncertain. In
highly volatile financial markets — risk and uncer-
tainty are universal features of economic activity.
In capitalist economies, uncertainty is paramount.
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Sometimes it arises from competition because the
profitability of investments depends on the un-
known activities of other market subjects (Beckert,
Berghoff 2013).

In the early 1990s large expansion in interna-
tional transactions and investments can be seen.
Developed and emerging markets become more
integrated into the global financial market,interest
in financial globalization has increased. According
to Schmukler (Schmukler 2004), financial globali-
zation can be understood as the integration of a
country’s local financial system with international
financial markets and institutions. This integration
requires that governments liberalize the domestic
financial sector and the capital account. Integration
takes place when liberalized economies experience
an increase in cross-country capital movement,
including an active participation of local borrowers
and lenders in international markets and a wide-
spread use of international financial intermediaries
(Schmukler 2004).

Many authors analysed connections between
globalization of financial markets and economic
growth, benefits and risks of financial integration
of separate markets (Kose efal. 2010; Obstfeld
2011; Calvo 2011; Lane, Milesi- Ferretti 2010;
Ceballos et al. 2012).

It is obvious that financial globalization can
lead to large benefits, especially to the develop-
ment of the financial system. But according to
anaysed authors, financial globalization can also
come with crises and contagion that is it brings
some riks factors together. Sergio eral. (2004)
states that various types of risks are more prevalent
after countries liberalize their markets and the ef-
fect of globalization is positive in the long period.
As financial systems turn global, governments lose
policy instruments, so there is an increasing scope
for some form of international financial policy co-
operation (Sergio et al. 2004; Ceballos et al. 2012).

According to professor Issing (2000) financial
globalization has many benefits. He distinguishes
such benefits of financial globalization:

1) more flexible way of financing current ac-

count deficits;

2) possibility to recycle current account sur-

pluses;

3) rapid spread of technological and financial

inovations

It can be concluded that the main benefit of
financial markets globalization for emerging mar-
kets is the development of its financial system. It
becomes more stable than before, deeper and bet-
ter-regulated.

Reward always is connected with some kind
of risk. Globalization of financial markets alsocar-
ries some risks. As the benefits of globalization
appear in th long period, the risk are likely to ap-
pear in the short period of time. The main and
mostly known risk factor of globalization is possi-
bility to cause financial crises. Susch cases as
Asian and Russian crises in 1997-1998, Argentina
case in 2001, case of Urugay in 2002, USA 2008-
2009 (Schmukler 2004) and other are good exam-
ples of risks of globalization. In the case of global
markets the effect of crises is not just local but
global too. According to Schmukler (2004) healthy
local financial systems can be corrupted by some
inappropriate financial means or financial infra-
stuctures. In order to benefir from globalization
funadmantals of local financial system has to be
strong, properly regulated and supervised, in other
case domestic and foreign investors can use specu-
lative attacs. Without strong fundamentals coun-
tries are more sensitive for financial shocks and
crises.

Market inefficiency is is one of the risk sources
for financial stability. According to the Issing
(2000) inefficiency occurs because of rtansaction
costs and asymmetric information, and this lead to
financial crises. Electronification of financial pro-
ceses, safe procedures is important. Information
problems occur when borrowers and lenders are
not able to exchange all the information that would
be required in order to conduct transactions in an
efficient manner (Issing 2000). These problrms are
espacialy important in banking system.

Other authors (Sandoval, Franca 2012; Gon-
zélez-Hermosillo 2008) exclude four global market
risk factors: funding liquidity premium, default
risk, market liquidity risk and equity market vola-
tility. Esqueda et al. (2012) state that local markets
and global markets are more connected in the case
of greater openness to world markets and the vola-
tility of stock markets can increase,

In the their research about relationship be-
tween financial markets and ecology, authors
(Galaz, Gars et al. 2015) state that changing finan-
cial markets influence changes in global environ-
ment and may couse ecological changes. Not all
investment decisions integrate ecological under-
standing.

It can be concluded that financial globaliza-
tion means efficient global allocation of capital,
higher returns for investors, market development,
risk sharing and other benefits. But on the other
hand, open markets are open to some kind of risk
too, the risks are connected with instability and
crises. Global financial system is more sensitive to
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systemic movements and shocks, risks are harder
to monitor in in some cases to understand.

4. Development trends and future perspectives
of global financial markets

At the end of 2015, two factors continue to domi-
nate investor sentiment: United States monetary
policy and China’s economic slowdown. At first
view, the first of these would seem to be the less
threatening of the two. The Federal Reserve ap-
pears set to “finally” raise interest rates by 0.25%
at its mid-December meeting. As currently the lone
major central bank looking to tighten, the Federal
Reserve stands in stark contrast to most of its glob-
al counterparts.

For better understanding of real situation in
the financial markets for that moment, the authors
analyse the results of main asset classes during
2015 years (see Fig. 4).

The results of main asset classes in 2015
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Fig. 4. The results of main asset classes in 2015
(Source: compiled by authors, according to JSC
“Synergy Finance”... 2016)

These main asset classes were used for analy-
sis (in parentheses specified related indexes):
— USD dollar (DB US dollar index);
— short-term bonds (1-5 Year Government/
Credit index);
— bonds (Barclays Capital Agregate Bond
index);
— commodities (Goldman Sachs Commodity
index);
— gold;
— US stocks (S&P 500 index);
— EAFE (Europe, Australia, Asian, Asia Far
East) region stocks (MSCI EAFE index);
— emerging markets (FTSE Emerging mar-
kets index);
— US real estate sector (MSCI REIT index).
The US dollar demonstrate his strength during
2015 years. United States stocks and US real estate

sector generated a positive return for the second
year in succession. However, EAFE and emerging
markets generated negative return for the second
year in succession. Commodities market suffered
the greatest lost (5 negative year in a row). Gold
crisis continues, since the peak of 2011, its price
has fallen more than 40%.

The investors presume that the invisible crisis
began in 2015 years. This fact may be confirmed
by results of stock markets in 2015 years that are
provided in Table 1.

Table 1. The results of stock markets in 2015 (Source:
compiled by authors, according to JSC “Synergy
Finance”... 2016).

The results of stock markets by countries

Country 2015 years
1. MSCI World index -2.21%
2.JAV +1.28%
3.Japan +9.17%
4. Ttaly +3.14%
5. Russia +3.72%
6. France +0.24%
7. Germany —2.79%
8. United Kingdom -7.02%
9. Australia -9.94%
10. Turkey —31.44%
11. Mexico -14.25%
12. China -12.91%
13. India —8.24%
14. Canada -23.91%
15. Brazil —41.77%
Average —9.13%

In 2015 only Japanese, Russian, Italian and
French stocks incresed. For the most other stock
markets year period of 2015 was not particularly
successful:

— Brazil, Turkey and Canada are located in

deep crisis.

— The Mexico also has serious problems.

— The stock market of China also has de-
creased, the results of this market during
five years period also is not successful
(—6.66%).

Oil prices have experienced a pronounced de-
cline in 2014. Since June of 2014, oil prices de-
cline about 60%. Oil price has +19% increase at
the beginning of 2015. Since June of 2015 years,
the oil price once again decreased about 60% (see
Fig. 5).
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Fig. 5. iPath Goldman Sachs Crude Oil Total Return
Index ETN (OIL:US) (Source: Oil price 2016)

Financial analysts explain the causes of the oil
depreciation. First of it, the United States oil re-
serve assets, which there are approximately 100
million barrels higher than the average of the past
5 years at the moment.

The second reason is competition, the increase
of other countries oil production capacity. For ex-
ample, Iraq, which is the second largest oil recipi-
ent of Petroleum Exporting Countries (OPEC), in
July of 2015 years extracted about 3.06 million
barrels per day — this is the all-time record level.

The sanctions for Iran were reduced on July of
2015 due to Tehran's commitment to limit its
nuclear program. Basically, this means that Iran
will be able more freely export its oil, the country
after this agreement plans to increase oil pro-
duction about 1 million barrels per day. Moreover,
the country intends to upgrade its oil production
industry and increase production capacity. For this
reason the country will invest about 185 billion
dollars till 2020.

In conclusion, raw material prices fall due to a
combination of supply and demand. The growing
oil recovery of shales has the impact on incresing
supply, and decelerating economic growth in Chi-
na has the impact on demand, especially for energy
raw materials. At the moment not only oil, but also
all raw materials market is not very attractive to
investors.

In order to evaluate the situation in the finan-
cial markets, the authors examined what stage of
the economic cycle in different markets indicates
composite leading indicators (see Fig. 6). The
following countries are analysed: United States,
Euro area (19 countries), China, Japan. These co-
untries are compared with total composite leading
indicator (OECD).

Europe and Japan demonstrates the stability.
The growth rate of United States are slowly declin-
ing now, but the probability of recession is mini-
mal this half of year. The “slowing down” tenden-

cy of Chinese economy, which started in 2014
years, stabilizes. The stage of these countries eco-
nomic cycles is presented in Table 2.

OECD Standardised BCI, Amplitude adjusted

Euro areal

United States| |4;

China N

Fig. 6. The composite leading indicators analysis
(Source: OECD.Stat 2016)

Table 2. The results of OECD indicators (Source:
compiled by authors, using OECD.Stat 2016).

Country/region D:fc ;gllbser g)e;‘nzu(;l lrg Stage

OECD total 99.50 99.50 Stagnated
United States 99.20 99.10 Recession
Euro area 100.60 100.60 | Stagnated
China 98.30 98.40 Recovery
Japan 99.80 99.80 Stagnated

In conclusion authors provide insight for the
financial markets in 2016 year:

— Stock market. It is possible that economic

growth will lead the stock markets ahead.
At the moment, the perspectives in the Eu-
ro area and Japan are assessed positively.
The position of United Stated is also fa-
vorable, but the fear due to the China's
growth and emerging markets could have a
negative impact on the stock markets in the
short term.

— Commodity market. Oil prices will fluctu-
ate in a narrow margin, it is possible sig-
nificant rise — in 2016 (towards 65 USD
per barrel). The price of gold may fall — the
United States rate increase will be a nega-
tive factor for the gold.

The financial analysts propose to invest into
bonds or hold cash position in the account. More
significant rise of the euro will be possible if inflia-
tion rise and the essential economic indicators
demonstrate positive trends.
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6. Conclusions

1. After performing the comparative analysis
of theoretical globalization concepts, the authors
define globalization as the development of all
modern social life relationships and communica-
tion, intensification, deepening and acceleration on
a global scale, which is associated with the con-
traction of space and time, when with the assis-
tance of developed technology and networking, the
geographical distance does not affect the infor-
mation rendering, communication or events.

2. After analyzing the the risks posed by glob-
alization, threats and negative effects, it can be said
that globalization educes the country's political and
economic independence, countries become more
vulnerable, increases the sensitivity of the financial
markets' expectations and grows inequality.

3. It can be concluded that the impact of glob-
alization is not the same, globalization affects dif-
ferent areas differently: globalization increases the
banking crisis, but reduces currency crises, in-
creases inequality between countries, but reduces
inequality inside the country.

4. The analysis of financial markets shows,
which markets demonstrate their strenghts and
which — weaknesses. Only 5 stock markets, from
analysing market list, have positive return during
2015 years — Japan (+9.17%), USA (+1.28%), Italy
(+3.14%), Russia (+3.72%) and France (+0.24%).
Commodities market has the negative return, espe-
cially decreases the price of oil (about 60%) and
gold (about 40%).

5. Acording to analysis of the composite lead-
ing indicators, it can be said that Japan and Europe
markets demonstrate stability. The Chinese econ-
omy is stabilizing, whereas United States market
are slowly decreasing now.

6. The most attractive markets for investors in
2016 should be stock market, particularly markets
of Euro area and Japan, as well as bonds market,
the least stable will be such financial instruments
as gold and oil.
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