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 The capital market plays a strategic role in the global 
economic system by providing financing access to both 
public and private sectors, as well as serving as a key indicator 
of national economic health. Economic globalization has 
accelerated the integration of international financial markets, 
enabling cross-border capital mobility that enhances the 
efficiency of resource allocation while simultaneously 
increasing the risk of market volatility and systemic instability. 
This study aims to analyze the relationship between 
economic globalization, capital market volatility, national 
policy, and the role of Multinational Corporations. 
Employing a library research approach, the study reviews 
scholarly literature addressing the effects of globalization on 
financial stability and capital market dynamics. The findings 
indicate that, although global financial integration increases 
investment opportunities and fosters economic growth, 
macroeconomic dependence at the global level amplifies the 
risk of crisis contagion. Consequently, adaptive national 
policies and robust market governance are essential for 
maintaining long-term economic stability. These results 
highlight the importance of balancing financial openness with 
regulatory oversight to mitigate systemic risk while 
promoting sustainable economic development.  
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1. Introduction 

Capital markets are a fundamental pillar in the modern economic system, 

serving as the main mechanism for allocating capital from parties with surplus funds 

to parties requiring financing for long-term productive activities. Through this 

mechanism, the capital market not only supports economic growth but also becomes 

an important indicator of a country's economic health (Faysal et al., 2021). The 

strategic role of the capital market is evident in its ability to facilitate the efficient 

allocation of resources, encourage innovation, and strengthen national investment 

capacity in order to promote sustainable development. 

In the global context, financial liberalization and the acceleration of economic 

globalization have changed the landscape of capital markets to become more 

integrated. Investors now have the ease of moving capital across countries to obtain 

higher returns, while companies can access international funding at a relatively more 

efficient cost. This cross-market integration, in addition to increasing the efficiency 

of the global financial market, also expands the possibility of exposure to external 

risks, such as international economic crises or sharp exchange rate fluctuations 

(Liang & Wei, 2020). This condition shows that the openness of capital markets 

brings both advantages and specific challenges to the economic stability of a country, 

especially for developing countries that depend on foreign capital flows. 

The phenomenon of high market volatility is often a direct consequence of 

global financial integration. Shocks occurring in one market can rapidly spread to 

other markets through the mechanism of financial and international trade 

transmission, known as risk contagion. As a result, systemic instability can emerge 
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on a global scale, posing serious challenges to economic risk management 

(Aizenman  et al., 2018). For developing countries, dependence on speculative 

foreign capital can weaken domestic economic resilience, as unstable capital flows 

tend to trigger exchange rate fluctuations, rising interest rates, and inflationary 

pressures. 

In addition, the role of Multinational Corporations (MNCs) is increasingly 

dominant in shaping global economic dynamics. MNCs function as a link between 

national and international markets through various channels, such as foreign direct 

investment, technology transfer, and job creation. Nevertheless, the dominance of 

MNCs also raises concerns regarding the inequality of economic power and their 

potential influence on the national policies of host countries, which can reduce 

economic and social sovereignty (Kyove et al., 2021). This phenomenon emphasizes 

the importance of regulation capable of balancing the interests of global investors 

and the needs of domestic development. 

On the other hand, national policy continues to play a vital role in maintaining 

economic stability amidst the flow of globalization. Factors such as differences in 

interest rates, fiscal policy, and capital flow control have a direct influence on 

international investment flows. Countries with low interest rates tend to face the risk 

of capital outflow, while high interest rates can attract short-term speculative and 

unstable investments (Hamada, 2019). Therefore, the formulation of economic 

policy must consider the balance between market openness and the protection of 

macroeconomic stability to minimize detrimental volatility risks. The interaction 

between capital markets, economic globalization, and national policy forms an 
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interconnected and complex system. This study aims to review the latest empirical 

literature to understand how globalization affects market volatility and financial 

stability, and how multinational corporations and national policies contribute to 

maintaining this balance. With a comprehensive analytical approach, this research is 

expected to provide deeper insights into the dynamics of the global capital market 

and its implications for national economic management.  

2. Literature Review 

2.1. Economic Globalization and Capital Market Integration 

Economic globalization has driven significant transformations in the global 

capital market by strengthening interconnectedness between countries through 

financial liberalization and increased cross-border capital mobility. This integration 

process opens opportunities for efficient capital allocation and increased funding 

access for companies, but simultaneously poses new challenges in the form of 

increased market volatility and the risk of macroeconomic instability. Aizenman et 

al. (2018) emphasize that the liberalization of capital markets in developing countries 

accelerates the flow of foreign investment, but also strengthens the transmission of 

external shocks into the domestic financial system, thereby increasing the potential 

for economic instability. 

In this framework, Chow et al. (2018) show that macroeconomic uncertainty 

has a direct impact on corporate capital structure and investment preferences in the 

capital market. Changes in global monetary policy or international economic 

uncertainty often trigger an increase in stock market volatility, which is not always 
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consistent with domestic economic fundamentals. Meanwhile, importance of 

coordination between fiscal and monetary policy as a stabilization instrument, to 

maintain the stability of capital markets amidst increasingly intensive globalization 

pressures. 

Furthermore, empirical studies by Hansen (2021) found that capital market 

globalization has the potential to cause the phenomenon of fear of contagion among 

investors, which is the concern that shocks in one country can immediately spread 

to other markets. This condition encourages excessive volatility that is often not 

entirely driven by economic fundamentals. Thus, although globalization increases 

opportunities for investment diversification and cross-country capital flows, it also 

brings complex systemic risks, requiring effective market management policies and 

risk mitigation mechanisms to maintain overall financial stability.  

2.2. Financial Volatility and National Policy Challenges 

The increasing openness of the economy requires national governments to 

adjust fiscal and monetary policies to align with global dynamics. Admati (2017) 

argue that financial globalization encourages governments to adopt more disciplined 

and transparent macroeconomic policies to maintain investor confidence. However, 

high volatility in the global capital market remains a serious threat to domestic 

economic stability, especially in developing countries. The study by Muqdata (2020) 

highlights that macroeconomic policies must be able to balance exchange rate 

stability, inflation, and economic growth amidst fluctuating international capital 

flows. In this context, domestic interest rate policy plays an important role in 

controlling the inflow and outflow of capital. Countries with low interest rate levels 
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are vulnerable to capital flight, while high interest rates can attract short-term 

speculative investment. 

Furthermore, Argimon et al. (2019) highlights the impact of global monetary 

policy on the financial strategies of international companies, including multinational 

corporations operating across countries. Although this study is outside the research 

time in last five years its relevance remains important to describe how changes in 

global interest rate policies affect MNCs liquidity and investment strategy. In dealing 

with unpredictable market fluctuations, the role of policy coordination among 

countries becomes crucial. The need for international mechanisms such as policy 

coordination in overcoming structural imbalances caused by extreme differences in 

national policies. This concept is now adopted in international frameworks such as 

the G7 and G20 which seek to minimize systemic risk through the harmonization 

of global economic policies. 

2.3. Multinational Corporations and the Dynamics of Financial Globalization 

MNCs are key actors in driving modern economic globalization. Through 

foreign direct investment, technology transfer, and global production networks, 

MNCs play a strategic role in strengthening cross-border economic connectivity. 

However, globalization also creates new risks for MNCs related to exchange rate 

volatility and asset price fluctuations. According to  Avdijev et al. (2019), MNCs 

investment decisions are highly sensitive to changes in exchange rates and 

international capital market conditions. This indicates that global macroeconomic 

instability can directly affect MNCs profitability and expansion strategies. 
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Furthermore, During the COVID-19 pandemic, MNCs faced major challenges due 

to increased market volatility and disruption of global supply chains. 

The study by Aizenman et al. (2018) also highlights that multinational 

corporations often become the main transmission channel for global shocks to the 

domestic market, given their involvement in international financial networks. 

Therefore, strengthening corporate governance and financial risk management is an 

important element in maintaining MNCs resilience in the era of globalization. Thus, 

this literature review shows that the interconnectedness between economic 

globalization, capital market volatility, national policy, and the role of multinational 

corporations forms a complex economic ecosystem. Although globalization opens 

opportunities for market growth and integration, the risks of volatility and 

macroeconomic uncertainty demand adaptive policies and resilient corporate 

governance to maintain overall financial stability. 

3. Method 

This research applies a library research approach, which aims to deeply 

examine the relationship between capital markets, economic globalization, financial 

volatility, national policy, and the role of MNCs based on relevant scientific 

literature. This approach was chosen because the research focus lies in the theoretical 

and conceptual understanding of global economic phenomena through a systematic 

review of published academic sources. This library research was carried out through 

several main steps. First, literature sources were identified by searching scientific 

journals, research articles, and economic reports published in the last five years, 
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using trusted academic databases such as Google Scholar or Elsevier. The selection 

of literature was based on relevance to the research topic and methodological quality 

and its contribution to the conceptual understanding of global economic 

phenomena. 

Second, the collected literature was classified and evaluated based on major 

themes: (1) global capital market integration, (2) financial volatility and national 

policy, and (3) the role of multinational corporations in the dynamics of economic 

globalization. Each piece of literature was critically analyzed to identify the linkages 

between variables, the theoretical framework used, and the main findings that 

support conceptual understanding. Third, the synthesis analysis stage was carried out 

by integrating findings from various sources to build a coherent conceptual 

framework. A descriptive-comparative approach was used to compare different 

views, for example between the findings of Aizenman et al. (2018) regarding the 

impact of globalization on economic volatility in developing countries and the study 

of Chow et al. (2018) which emphasizes the influence of macroeconomic uncertainty 

on corporate capital structure. This integration allows for the identification of 

patterns, research gaps, and potential cause-and-effect relationships. 

Fourth, conceptual conclusions were drawn by reviewing the relationship 

between phenomena and linking them to the context of contemporary economic 

policy. An inductive approach was used to draw generalizations from various 

empirical studies, thereby providing a comprehensive understanding of the dynamics 

of the global capital market and the interaction between financial globalization, 

national policy, and economic stability. Thus, the library research approach not only 
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allows for in-depth theoretical analysis but also forms a strong conceptual basis for 

further research, including the quantitative testing of relationships between variables. 

This method facilitates a comprehensive understanding of the complexity of the 

interaction between capital markets, national policy, and the dynamics of 

globalization in the context of the modern economy. 

4. Results 

The research results show that the interconnectedness between capital 

markets, economic globalization, financial volatility, national policy, and the role of 

MNCs forms an increasingly complex and interdependent global economic system. 

Based on the analysis of available literature, it can be concluded that financial 

globalization has expanded access to cross-country financing sources, increased the 

efficiency of capital allocation, and promoted economic growth, but at the same time 

created structural instability in the international economic system. This integration 

process creates opportunities for investment diversification and broader capital 

access, but also increases the risk of crisis transmission and cross-market volatility. 

According to Cerruti et al. (2019), financial globalization increases the 

interconnectedness between world capital markets, so that the ability of countries to 

control macroeconomic policy towards capital flows and the balance of payments 

becomes more limited. This condition poses significant challenges for developing 

countries, which are often more vulnerable to speculative capital flows and external 

shocks. Although global capital market integration allows cross-border investment 

to be carried out quickly, this also increases the risk of crisis transmission between 
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countries, which can impact domestic economic stability. In other words, financial 

openness brings efficiency benefits, but also creates structural pressures that cannot 

be ignored. 

The study by Baker et al. (2021) emphasizes that the intensity of global 

economic integration accelerates the spread of market volatility, especially during 

periods of global crisis, such as the COVID-19 pandemic. They note that global 

stock price fluctuations increased significantly due to macroeconomic uncertainty 

and changes in monetary policy in developed countries. This finding reinforces the 

hypothesis that the higher the level of financial globalization, the greater the risk of 

cross-market volatility contagion. In this context, market volatility is not solely 

influenced by domestic economic fundamentals, but also by external dynamics 

originating from global market integration. 

In addition, Bogdan and Lomakovych (2021) highlight the phenomenon of 

financialization of the global economy, where increasing international financial 

activity tends to weaken the effectiveness of national fiscal and monetary policies. 

When global capital is directed more towards the financial sector than the real sector, 

this creates distortions to long-term economic growth. A clear example can be seen 

in the case of Ukraine, where capital market liberalization led to high dependence 

on foreign capital flows, so that small changes in global policy have the potential to 

trigger domestic instability. This phenomenon shows the importance of control 

mechanisms and policy coordination to balance international capital flows with the 

needs of domestic economic development. 
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The linkage between market volatility and national policy is also reflected in 

the research of Allazov (2020), who explain that financial globalization often leads 

to exchange rate volatility and economic policy uncertainty in developing countries. 

They emphasize that strong financial institutions, transparency of public policy, and 

effective regulatory frameworks are key to reducing the negative impact of 

globalization on macroeconomic stability. Thus, strengthening domestic financial 

market governance is an important step to increase national economic resilience 

against unexpected external shocks. 

Furthermore, Fox et al. (2019) asserts that multinational corporations play a 

dual role in the global economic ecosystem: as the main driver of cross-country 

investment and as a channel for global financial risk transmission. The massive 

expansion of MNCs in various countries brings exchange rate fluctuations, changes 

in tax policies, and stock price volatility across jurisdictions. Although the 

contribution of MNCs to economic growth through technology transfer and job 

creation cannot be ignored, their existence also increases domestic economic 

exposure to external risks. This confirms that multinational corporations are not 

only agents of growth but also potential disseminators of systemic risk. 

Empirically, the correlation between financial globalization and market 

volatility has strengthened in the last two decades. Market data analysis shows that 

global economic shocks whether caused by energy crises, pandemics, or geopolitical 

conflicts cause an increase in volatility in almost all major world stock markets. 

Geopolitical events and global crises show that national economic stability now 

depends not only on domestic factors, but also on external dynamics that are difficult 
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to predict and often non-linear. This phenomenon emphasizes the need for an 

adaptive policy framework to deal with evolving external risks. 

The study results also highlight the importance of policy coordination among 

countries in dealing with risks arising from financial globalization. Many countries 

are beginning to strengthen macroprudential regulatory frameworks to limit market 

speculation and prevent systemic crises. However, the effectiveness of these policies 

heavily depends on the level of transparency, the integrity of financial institutions, 

and cross-jurisdictional coordination. In this context, international institutions such 

as the IMF and the World Bank play an important role in providing policy guidance 

and financial support for countries facing extreme market pressures. 

In addition, economic globalization has an asymmetric impact on developed 

and developing countries. Developed countries with mature financial systems and 

high liquidity tend to be able to withstand market volatility better, while developing 

countries are more vulnerable to capital flight when global uncertainty occurs. 

Therefore, developing countries need to adopt a balanced policy strategy between 

market openness and protection of domestic macroeconomic stability. This strategy 

includes strengthening financial institutions, increasing foreign exchange reserves, 

and tight supervision of speculative capital flows. 

Multinational corporations also need to adjust their financial strategies to 

increasing global uncertainty. Adaptive risk management is a necessity, including the 

use of hedging instruments, geographical diversification of investment, and 

strengthening internal governance. Ziolo et al. (2021) show that companies with 

flexible global financial structures are better able to adapt to geopolitical policy 
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fluctuations and changes in international financial regulations. Thus, the ability of 

MNCs to manage global risk is an important factor in maintaining economic stability 

and the sustainability of their operations. The findings of this study confirm that 

modern capital markets cannot be separated from the flow of economic 

globalization. Cross-country market integration creates opportunities for global 

economic growth, but also increases the risk of volatility that can trigger systemic 

instability. National policy is becoming increasingly important to balance global 

market dynamics, while multinational corporations function as agents that connect 

and at the same time channel risk between national and global economies. 

Thus, this research emphasizes the need for a balance between economic 

openness and strict financial regulation. Countries need to ensure that 

macroeconomic policies, financial supervision, and capital market governance are 

able to adapt to rapidly changing global dynamics. In addition, market transparency, 

international policy coordination, and the strengthening of global frameworks are 

key to maintaining economic stability in an era of increasingly integrated financial 

globalization. This research also underlines that adaptation to external risks and 

strengthening internal governance are essential strategies for multinational 

corporations and countries to face global economic uncertainty.  

5. Discussion 

The results of this study show that the global capital market is currently at a 

very high level of interconnectedness as a result of the acceleration of economic 

globalization. Cross-country integration in the financial market not only increases 
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the efficiency of capital allocation and access to financing for companies but also 

creates vulnerability to external shocks. In this context, the stability of the 

international financial system is no longer determined solely by domestic economic 

strength but by the dynamic interaction between national policy, global capital flows, 

and the behavior of MNCs. One of the main implications of financial globalization 

is the increased market volatility stemming from the transmission of crises between 

countries. Baker et al. (2021) emphasize that the global crisis that occurred illustrates 

how changes in monetary policy in developed countries can have a systemic impact 

on the capital markets of developing countries.  

This phenomenon confirms that global policy coordination is an important 

prerequisite for maintaining the stability of the world capital market and minimizing 

the risk of crisis spread. On the other hand, the influence of globalization on national 

policy is increasingly evident. Countries with open economic structures face a policy 

dilemma, between maintaining low interest rates to encourage domestic investment 

or raising them to control capital outflow. Bogdan and Lomakovych (2021) show 

that financial liberalization without adequate macroprudential supervision can cause 

market overheating and increase the risk of liquidity crises, so the management of 

monetary and fiscal policy must be carried out carefully to maintain a balance 

between growth and stability. Multinational corporations play a strategic role in 

strengthening global economic interconnectedness.  

MNCs act as a link between domestic and international markets through 

direct investment, technological innovation, and cross-country trade activities. 

However, this role also poses certain consequences: MNCs can become a channel 
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for global financial risk transmission when facing exchange rate volatility and asset 

price fluctuations. Kyove et al. (2021) show that globalization demands MNCs to 

adjust their financial strategies to geopolitical uncertainty and changes in global 

economic policy, including through geographical diversification of investment and 

adaptive risk management. In addition, Faysal et al. (2021) emphasizes that corporate 

capital costs are now increasingly influenced by global market risk. Volatility in one 

region, for example in Asia or Europe, can directly impact corporate valuation in the 

United States or other countries. Thus, market risk is no longer purely domestic, but 

cross-border and systematically interconnected. 

Conceptually, these findings indicate that economic globalization has shifted 

the financial stability paradigm from the national scope to the global level. 

Strengthening cooperation between countries in capital market regulation, 

harmonization of fiscal policy, and increasing international financial transparency are 

crucial steps to reduce systemic risk. On the other hand, strengthening corporate 

governance and implementing domestic macroprudential policies are still needed to 

ensure that the benefits of globalization can be optimized without sacrificing long-

term economic stability. This approach emphasizes the importance of balancing 

global economic openness and the protection of domestic stability as the foundation 

for sustainable economic development.  

6. Conclusion 

This research concludes that the capital market has a very important role in 

driving the global economy while being a key indicator of national economic 
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stability. Economic globalization expands access to international funding sources 

and strengthens integration between world financial markets, but on the other hand, 

it also increases the risk of volatility and systemic instability. Global financial 

integration creates conditions where economic shocks in one country can quickly 

spread to other countries through capital market mechanisms and cross-border 

capital flows. National policy, especially in the areas of fiscal, monetary, and financial 

regulation, remains an important instrument in maintaining the balance between 

economic openness and macroeconomic stability. Countries need to implement 

adaptive and cautious policies towards global risks so as not to be trapped in 

dependence on speculative foreign capital.  

In this context, transparency, international policy coordination, and 

macroprudential supervision are crucial factors in minimizing the negative impact of 

globalization. MNCs play a dual role as agents of global development and channels 

for financial risk transmission. Therefore, strengthening corporate governance and 

risk mitigation strategies is a necessity in the era of an interconnected global 

economy. Thus, the future of capital market stability depends on the global ability 

to balance the economic efficiency generated by globalization with the protection of 

the financial system from the increasingly complex impact of global volatility. 
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