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ABSTRACT

The global financial crisis has greatly limited access to both public and private sources of finance in the
recent decades. Markets and national governments emitted low interested and multi-structured financial
means with low liquidity. In the post-crisis period national governments tend to regulate their financial
sectors more strictly, paying more attention to risky and low interest financial sources, necessary for
investments, on which private equity is dependent. Private equity funds grew significantly in the last two
decades, both in the USA and in Europe. Such new ways of debt financing and cheap money support
massive growth in the industrial sectors of individual countries. This research is studying the positive
impact of private equity on management of the whole industries and economies in Europe. Our analysis
stems from the general assumption that private equity has positive influence on industrial performance
and our empirical data evidences that private equity reacts to economic decrease more intensively than
under the business model without financial leverage. The goal of this chapter is to show how private
equity contributes to the growth of industrial sectors, performance of industrial companies, with a spe-
cial emphasis on the mining sector.
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Financing of International Business Through Private Equity

INTRODUCTION

Global growth of private equity has become an important development factor in the last two decades.
This growth was achieved mainly in the USA, though other impressive results in terms of growth have
been also recorded in Europe. Private equity and risk capital have become popular types of investments
in the USA, and that means this sector of financial activity will only gain more popularity in the future.
At the same time, there are certain geographic, institutional, social and political features of private eq-
uity, which is orientated mainly on the expected revenue and risks of the companies and industries with
under evaluated price and performance. Thus, there is a growing demand to identify the main basis for
improving the attractiveness of enterprises and sectors from the standpoint of private equity and risk
capital for investors, which includes, inter alia, the development of capital market, protection of inves-
tors and financial infrastructure. Strong and developed capital market is able to provide a broad scale of
financial sources (Zamborsky, 2016). When a foreign private equity fund is attracted to a certain country,
it will be profitable for local economy and it will have also its positive impact on future investments’
volume into the same country.

The goal of this chapter is to estimate the contribution of private equity financing on the example
of European industrial companies. This is achieved through determination of individual types of in-
vestments and specific description of the private equity market with its influence on the performance
of industrial sectors and national economies. The influence of private equity is analyzed as applied to
individual countries’ attractiveness from the investors’ standpoint. The results are confirmed by the
analysis of private equity influence in the mining industry. Private equity evaluation and its impact on
the industries is oriented on the development capital as a whole with the emphasis on certain differences
present among individual sectors with high, low or zero participation of private equity. The research
results serve to set the measure, at which private equity investors become more vulnerable during the
times of general economic crisis.

BACKGROUND
Foreign Direct Investments in the European Union

Foreign investments present one of the ways how long-term international capital flows, and they can
be divided into:

e  Portfolio Investments: When an exporter does not manage a company abroad, and only revenues
from capital are flowing from abroad (interests, dividends, profit sharing etc.);

e  Direct Investments: When investor is located abroad with the goal to obtain control over a com-
pany, into which they intend to invest on a long-term basis. Investor is therefore participating not
only in company’s profit, but also in its property to the extent they could manage and/or control
this company (Dorozynski & Kuna-Marszatek, 2016).

Foreign direct investment can be defined in many various ways. According to the U.N.O. definition

these are investments, based on the long-term relation and permanent interest of the subject with a seat in
one country (direct investor) to control a subject with the seat in another country. The usual key goal of

84



25 more pages are available in the full version of this document, which may
be purchased using the "Add to Cart" button on the publisher's webpage:
www.igi-global.com/chapter/financing-of-international-business-through-

private-equity/217670

Related Content

Audit Committee Effectiveness and Accounting Conservatism a Test of Lagged Effect

Saif Ur-Rehman Khan, Faisal Khanand Elgilani Elshareif (2018). International Journal of Corporate Finance
and Accounting (pp. 42-64).
www.irma-international.org/article/audit-committee-effectiveness-and-accounting-conservatism-a-test-of-lagged-
effect/212737

Cost of Debt and Corporate Opacity: The Case of Greek Family-Controlled Firms

Sofia Vrouva, Christos Tzovas, Constantinos G. Chalevasand Nicos Sykianakis (2022). International
Journal of Corporate Finance and Accounting (pp. 1-16).
www.irma-international.org/article/cost-of-debt-and-corporate-opacity/301461

A Study on Factors Influencing the Initial Public Offerings (IPO) in the Bombay Stock Exchange
(BSE), India: During 2007-2013

Rajesh C. Jampala, P. Adi Lakshmiand Srinivasa Rao Dokku (2016). International Journal of Corporate
Finance and Accounting (pp. 22-35).
www.irma-international.org/article/a-study-on-factors-influencing-the-initial-public-offerings-ipo-in-the-bombay-stock-
exchange-bse-india/164985

Tax Avoidance and Transfer Pricing: Evidence From Greece — Transfer Price Manipulation and
Earnings Management

Nikolaos Eriotis, Spyros Missiakoulis, loannis Dokas, Marios Tzavarasand Dimitrios Vasiliou (2021).
International Journal of Corporate Finance and Accounting (pp. 28-39).

www.irma-international.org/article/tax-avoidance-and-transfer-pricing/285970

Urban Arts Education Programming: The Realities of Fully Funded Arts Education in One North

Carolina School District
Vanessa Smart (2018). Funding Challenges and Successes in Arts Education (pp. 57-71).
www.irma-international.org/chapter/urban-arts-education-programming/183086



http://www.igi-global.com/chapter/financing-of-international-business-through-private-equity/217670
http://www.igi-global.com/chapter/financing-of-international-business-through-private-equity/217670
http://www.irma-international.org/article/audit-committee-effectiveness-and-accounting-conservatism-a-test-of-lagged-effect/212737
http://www.irma-international.org/article/audit-committee-effectiveness-and-accounting-conservatism-a-test-of-lagged-effect/212737
http://www.irma-international.org/article/cost-of-debt-and-corporate-opacity/301461
http://www.irma-international.org/article/a-study-on-factors-influencing-the-initial-public-offerings-ipo-in-the-bombay-stock-exchange-bse-india/164985
http://www.irma-international.org/article/a-study-on-factors-influencing-the-initial-public-offerings-ipo-in-the-bombay-stock-exchange-bse-india/164985
http://www.irma-international.org/article/tax-avoidance-and-transfer-pricing/285970
http://www.irma-international.org/chapter/urban-arts-education-programming/183086

