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FINANCIAL COOPERATION OF GEORGIAN PRIVATE SECTOR WITH EUROPE IS FEASIBLE

ZAIRA GHUDUSHAURI
Professor of Georgian Technical University

MANANA KHARKHELI
Assistant Professor of Tbilisi State University

The given article describes activities of international and European financial institutions and their role in strengthening
democracy of market economy in developing countries and transition economies.

According to the authors, without methodical and financial assistance from these institutions, neither East European
nor former Soviet Union countries would be able to implement reforms.

The article highlights the importance of EBRD (European Bank of Reconstruction and Development) activities in
Georgia. It is mentioned that at present EBRD cooperates with Georgia and it is represented by "TEBRD BAS PRO-
GRAME GEORGIA~.

EBRD methodical and financial assistance (grand and loan) is available for Georgian firms which correspond to the
standards of the bank.
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Challenges of Economic Policy of Visegrad Countries after joining EU:
Czech Republic

Eka Lekashvili,

TSU Associated Professor

Mariam Bitsadze,

Magister of Economic and Business Faculty at TSU
Ketevan Jikia,

Magister of Economic and Business Faculty at TSU

We are continuing series of articles “Challenges of Economic Policy for Visegrad Countries after joining EU”.

Presented article contains Czech Republic experience. Economical values and their variation before and after
joining EU; also, main problems and challenges were studied, such as: process of getting close to and harmonizing
with EU legislations, membership of EU Economic and Monetary Union (EMU), strategic sectors. On the basis of
studying Czech experience, it can be considered as a way to join EU for Georgia.
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1. https://en.wikipedia.org/wiki/Revaz_Lordkipanidze
2. http://revaz-lordkipanidze.simplesite.com/

The Factors of a Duration of Human life and the Significant Tasks of Economy
for 2017-2020 Years and a Long-term Strategy

Doctor of Economic Sciences, Academician of

In the epoch of the world internet, an international community’s capacity grows enormously and it’s pleased that

3JG60IMISbS/SCIENCE %

Revaz Lordkipanidze

Georgian Academy of Economic Sciences

role of the reforming Georgian state unprecedentedly grows in processes of the elimination of healthcare problems

and poverty. Author of the work offers the priorities to the development and international generalization of anti-

monopoly, macro and regional reforms.
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FOREIGN EXPERIENCE OF REGULATING ELECTRIC POWER SUPPLY BY THE STATE

JUSTAN BOKUCHAVA
PhD student
Georgian Technical University

The article Foreign experience of regulating electric power supply by the state studies electric power supply regulation
in developed and post-socialist developing countries. As examples of developed countries, USA, UK and Scandinavian
countries are examined; from post socialist countries Czech Republic, Hungary, Poland, Moldova and Russia are consid-
ered.

As a conclusion, the article states that local markets of electric power supply are created everywhere. Moreover, Scan-
dinavian countries even created a regional, so called Scandinavian electric power market.

The author suggests that in case Georgia fully uses its energy resources, the country will be able to create South Cau-
casus electric power market.
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ONLINE GAMBLING — ANEW TOOL FOR MAKING BLACK MONEY AND MONEY LAUNDERING

IRAKLI KOGHUA
PhD student
Georgian Technical University

The given article refers to the new tool of online gambling, which has largely replaced the old method of money laun-
dering resulting from gambling in casinos.

The article divides countries into three categories with respect to online gambling: The countries, which allow and
regulate gambling; the countries where online gambling is considered legal but is not regulated; the countries where on-
line gambling is considered an illegal acivity.

Georgia belongs to the second category. According to the author, this endangers unemployed Georgian youth and
the government should encourage their invlolvement in business startups and support them financially at an initial stage.
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Financial literacy and saving preferences: a study from rural areas of Armenia
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Global organizations and policymakers in different countries started to focus on the financial literacy as an im-

portant prerequisite for the financial inclusion and financial stability in economies. In this regard, the positive rela-

tionship between the saving behavior and the financial literacy has been indicated by various studies. However, an
Important query is whether this relationship holds in emerging countries such as Armenia.
In this paper, the relationship between financial literacy and saving preferences in form of deposits among people A

living in rural areas of Armenia has been studied. A survey was conducted in 24 villages from 6 different regions of

ONOMIST

Armenia and logistic regression analysis was applied. The results of the analysis show that there is a positive rela-
tionship between financial literacy and saving preferences, and one-unit increase in financial literacy score increases 8
the saving preference towards deposits with the probability of 64.5%. Another significant factor impacting saving

preferences is found to be trust towards financial system, which Is assumed to be explained by historical evidence.

Introduction

During last decades, the financial inclusion has been
largely discussed as an important factor for economic
development. On the micro level, technological advance-
ments impacted global financial infrastructure by laying
the foundation for the development of new, nontraditional
and complex financial services, which usually require addi-
tional knowledge and skills from people in order to be able
to use them. Particularly, the issue of complex financial
services becomes more apparent for financially excluded
consumers, who may face daily challenges and bear addi-
tional costs while managing their personal budgets. Lewis
& Lindley mention, that “people without a bank account
usually pay more for utilities and other services” [5, p. 3],
which is a serious threat to the wealth of consumers and
creates an imbalance between consumption and saving. On
the macro level, the aggregated effect of mentioned issues
slows down the economic development of the country as
well. Evidence from study conducted by CGAP shows that
the increase in financial inclusion positively affects eco-
nomic growth, employment and income distribution in the
country [3].

The reasons why people do not use bank account, de-
posits or other financial services may vary. Study done by
Russia Trust Fund [12] shows some of the important causes
of financial exclusion such as geographical, infrastructure,
legal, cultural, religious and educational barriers, as well

Ne3(42),2016 §gano, year

as financial vulnerability caused by personal circumstanc-
es, technological exclusion (e.g. internet access) and low
level of financial literacy. Given mentioned issues different
countries have increasingly implemented targeted policies
towards increasing financial inclusion and driving healthy
financial behavior among consumers.

Several studies in developed countries show positive
relationship between financial literacy and saving prefer-
ences, behavior of consumers in the long-term. The im-
pact of financial literacy on saving behavior especially in
the context of retirement has been discussed by many re-
searchers. In their research Lusardi et. al [9] show how fi-
nancial literacy might impact wealth accumulation through
two main channels. First, they found a positive relation-
ship between financial literacy and stock market activity.
Second, they showed that financial literacy is positively
related to the retirement planning as well. Evidence from
similar studies done in the US, Canada, Germany and the
Netherlands also show that financial literacy is positively
related to retirement planning and those people who have
higher financial literacy are more likely to have a retire-
ment plan [2; 6; 7; 8].

The positive relationship between financial literacy
and consumers’ saving preferences, behavior holds in the
short-term as well considering more simple financial tools
for saving such as bank accounts and deposits. A research
published by the European Central Bank, studied the per-
formance of individual savings accounts based on financial
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literacy, and, in this case also, results reveal that financial
literacy positively impacts the returns on savings accounts.
In addition, one of the issues raised by the authors is lack of
information. Many households might choose better saving
alternatives even within the same bank if proper shopping
around is done [4].

Impact of financial literacy on saving preferences in
developing and emerging economies have not been vastly
studied. In the research done by Mahdzan and Tabiani [10]
in the context of Malaysia, the results from the probit re-
gression analysis again show the importance of financial
education programs as a tool to influence the rates of sav-
ings on national level. Similar results have shown also re-
search done in Romania. The multivariate regression anal-
ysis shows that individuals with higher financial literacy
are more likely to save in short-terms by using simple sav-
ing tools as well as to invest in pension funds [1].

In this study the relationship between financial literacy
and saving preferences of people in rural areas is discussed
by the case of Armenia. Binary logistic regression is used
based on the survey data from 24 villages in Armenia.

Methodology and Data

The research has a goal to estimate a model of quali-
tative nature by using Binary Logistic regression method.
These kinds of analysis are typical in the area of finan-
cial literacy and financial inclusion, when there is a need
to understand the relationship between binary dependent
variable with different explanatory variables. The aim of
research is to use the Logit method to predict the probabil-
ity of relationship between financial literacy and respond-
ents’ saving preference (SP) in terms formal (e.g. deposit)
and informal (e.g. keeping at home) ways illustrated by
SP=P(Yj=1 | Xi~x). Meanwhile, since the regression is
binomial the method of generalized linear method (GLM)
introduced by Nelder and Wedderburn [11] is used. The
scores are calculated in a first step by B+3,X that repre-
sents a linear combination of explanatory variables. In the
second step, SP will be estimated by means of the function
G, which is a logistic function that takes values between 0
and 1.

SP=P(Yj=1 | Xi=x)=G(B,+B" X) (1)

Variance function and link function are given by the
following way:

V(p)=p*(1-p/1)
G(p)=In(p/(1-p))

(@)
3)

The data used in the research is collected from the 24
different villages in Armenia. The villages were chosen as
a part of the project, which aims to develop financial lit-
eracy in the villages through workshops. Even though the
villages were not chosen randomly, they are relatively di-
verse considering factors such as region, local population,
distance from the big cities etc. The survey data collected
from these villages before the workshops served as a base
for this research. 515 respondents filled the questionnaire
used for the survey. The latter included questions related
to the preferences of respondents regarding saving, taking
debt and seeking for information. It also included questions
for revealing respondents’ knowledge and skills on finan-
cial matters, trust towards the financial system, financial
inclusion and descriptive information about respondents.

In this study the preference of respondents to save in
form of deposits serves as a dependent variable, which
takes only values 1, if the responded mentioned deposits as
apreferable way of saving and 0, if any other option (save at
home etc.). As mentioned before the goal is to find out how
the preference of respondents to save in deposits change
based on different factors. Thus, as explanatory variables
serve the descriptive demographic variables such as gender,
age, education, weather respondent has finance related edu-
cation or not, marital status, employment, family income,
portion of personal income in family income, as well as
trust towards financial system and financial literacy score
(FLS). The latter is the combination of financial knowledge
and skills people need to make financial decisions and is
calculated based on the correct responses on the questions
which reveal respondents’ financial knowledge and skills.
It is the average of correct responses of 9 questions and
may take values from 1 to 5.

FLS<20%, 1-very low level of financial literacy
21%<FLS<40%, 2-low level of financial literacy
41%<FLS<60%, 3-average level of financial literacy
61%<FLS<80%, 4-high level of financial literacy
FLS>81%, 5-very high level of financial literacy

“

In order to understand which explanatory variables
should be included in the model to have best fit, the sum-
mary statistics of the variables were studied as well as Pear-
son chi-square test was performed, which shows the rela-
tionship of each independent variable with the dependent
one. Table 1 presents the summary statistics of variables as
well as results from the chi-square test.
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Table 1: Summary Statistics and Pearson chi-square test

Variable | # Possible values

Std.
Dev.

P-

Obs value

Mean

Female 2 and =0 otherwise.

Gender, =1, if the respondent is female,

511 0.58 0.49 | 0.003*

Age 4

Age, =1, if the respondent is <18, =2, if
18-30, =3, if 31-60, =4, if 60>.

473 276 0.65 0.715

Edu 5

Education, =1, if no education, =2, if
primary, =3, if secondary, =4
vocational, and =5, if higher education.

, if 500

4.13 098 | 0.793

Fedu 2 and =0 otherwise.

Education related to finance, =1, if Yes,

480 0.22 0.41 | 0.079*

Ms 3 married, and =3, if widow.

Marital Status, =1, if married, =2, if not

473 1.27 056 | 0.746

Emp 8

Employment of respondents, =1, if
employee, =2, if self-employed, =3, if
seasonal worker, =4, if unemployed,
=5, if student, =6, if retired, =7, if
businessman and =8, if unable to work.

494 2.18 1.92 | 0.032*

Inc! 5
$401-$700, and =5, if $700>.

Family income, =1, if <$100, =2, if
$101-$200, =3, if $201-$400, =4, if

427 271 1.10 | 0.233

Pinc 5
=5, if 100%.

Portion of personal income in family
income, =1, if <25%, =2, if 26%-50%,
=3, if 51%-75%, =4, if 76%-99%, and

411 2.47 1.48 0.318

Trust 5
if high, and =5, if very high.

Trust towards financial system,
very low, =2, if low, =3, if average, =4,

=1, if

187 294 1.24 | 0.000*

Fls 5
and =5, if very high.

Financial literacy score, =1, if very low,
=2, if low, =3, if average, =4, if high,

481 2.67 0.96 | 0.016*

* the significance level is p-value<0.1

In the P-value column of Table 1, the Pearson chi-
square test results for explanatory variables are presented.
The ones, which are going to be included in the model, are
chosen based on the significance. In order to make sure that
no important variable is excluded from the model, the vari-
ables with P-value less than 0.1, which are mentioned in
bold, were included in the model. In addition, based on the
experience and literature mentioned before, it was also de-

cided to include the variables “edu” and “inc” in the model,
even though p > 0.1 for these variables.

Before applying logistic regression, it is also impor-
tant to test the variables, which are chosen for the model,
for mutual collinearity. As some of variables are ordinal
Spearman’s rank correlation is used. The analysis results
for collinearity are presented in Table 2.

Table 2: Spearman’s rank correlation

female edu fedu emp inc trust fls

female 1 - - - - - -
edu 0.16 1 - - - - -
fedu -0.06 0.17* 1 - - - -
emp -0.17* -0.40* 0.01 1 - - -
inc -0.08 0.30* 0.17* -0.21* 1 - -
trust -0.03 -0.05 0.05 -0.01 -0.01 1 -
fls -0.23* 0.15 0.01 -0.07 0.21* -0.07 1

* the significance level is p-value<0.05
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There is no big correlation between any of the vari-
ables included in the model, even though only some of
the values are significant. The number of observations for
the analysis was 135. The positive Spearman’s coefficient
shows positive relationship between the variables, while
the negative sign shows negative relationship, as in case
of some variables. Relatively high correlation has “edu” in
relation towards “emp” and “inc”, respectively 0.4041 and
0.3048 in absolute terms. As there is no high collinearity
between any of the variables, all of them were included in
the model.

After the steps described above, the model might be de-
scribed by the following way:

G(p)=B,+B,sex+p,edut+P, fedut+p,emp+B,inc+f trust+p.fls
(5)

During the analysis process of the model (model 1) it
turned out that the presence of “inc” variable and constant
impact the quality of the model, thus the “inc” variable was
removed from the model and constant was suppressed by
building a new model (model 2). Even though both model 1
and model 2 were globally significant Prob > chi2 less than
0.05 with a Chi2 statistic of 33.89 and 38.32 respectively,
the specification error test shows better results for model 2.

Results

The results of the estimation for model 2 are shown in
the Table 3. According to the output, 3 out of 6 variables are
statistically significant to the threshold of 5%. The signifi-
cance of “edu” is close to the level.

Table 3: Binary Logistic regression output

Q2_deposit Coef. Std. Err. z P>|z| [95% Conf. Interval]
female -0.78 0.39 -2.01 0.044* -1.54 -0.02
edu -0.29 0.15 -1.9 0.057 -0.59 0.01
fedu 0.44 0.45 0.96 0.336 -0.45 1.32
emp 0.11 0.09 1.23 0.22 -0.07 0.29
trust -0.47 0.15 -3.04 0.002* -0.77 -0.17
fls 0.59 0.2 3.02 0.002* 0.21 0.98

* the significance level is p-value<0.05

The values presented in column Coef. show the rela-
tionship between the explanatory variables and the depend-
ent variable, where the dependent variable is on the logit
scale. These estimates tell the amount of increase in the
predicted log odds of Q2_deposit = 1 that would be pre-
dicted by a one-unit increase in the predictor, holding all
other predictors constant. For the variables “edu”, “fedu”
and “emp”, which are not significant, the coefficients are
not significantly different from 0. In case of the variable
“female” one-unit increase in the predictor, in this case go-
ing from male to female, it is expected a 0.78 decrease in
the log-odds of dependent variable, holding all other ex-
planatory variables constant. On other hand, from cross
tabulation with financial literacy score it is obvious that
women have significantly low level of financial literacy
than men by 4 percentage points, p=0.021.

Similar relationship is observed between trust and re-
spondents saving preferences as one-unit increase in the
trust towards financial system results to the 0.47 decrease

ceteris paribus. From Table 3, it can be inferred that the
significance level for this variable is very high. The impor-
tance of trust may be explained by the historical evidence,
which shaped the negative attitude of people towards finan-
cial system. In the beginning of 1990s many people lost
their savings in the banks. It is also assumed to explain the
fact that family income has no significant impact on the
preferences of respondents regarding saving in deposits.

Table 3 indicates that financial literacy score has very
high significance and one-unit increase leads to 0.59 in-
crease in the log-odds of the dependent variable, holding
all other explanatory variables constant.

However, as coefficients in are in log-odds units, they
are often difficult to interpret, so it is better to use odds
ratios. Odds ratio shows the ratio of probability of success
and probability of failure. So given equation (4) and chang-
ing it according to the model 2 parameters, the equation for
odds ratio will be:
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p=exp(B,sex+f,edu+f,fedu+B,emp+B,trust+ fs)/(1+ Conclusion
exp(B,sex+B,edu+B,fedut+p,emp+f trust+f fls))
(6) Based on this research results, it can be concluded that

the financial literacy has a relatively high importance in
Table 4: Odds ratio terms of shaping preferences of consumers towards de-
posits. However, on the other hand, there are several other

Q2_deposit | Coef. Std. Err. factors, which affect saving preferences such as gender

and trust towards the financial system. The importance of
female 0.46 0.18 trust in emerging countries like Armenia and in developed
edu 0.75 0.11 cc.)untrhies as .well is highly probable to be connected with
historical evidence. In order to understand the causal re-
fedu 1.55 0.7 lationship between saving preferences and trust towards
financial system a deeper qualitative research should be

‘bemp 1.12 0.1 initiated.

The policymakers in the area of the financial literacy,

trust 0.63 0.1

financial stability and inclusion may significantly benefit

fls 1.81 0.36 from the results of this study. Currently in frame of Na-

tional Strategy for Financial Education, Central Bank of

Armenia is putting a lot of efforts in the area of the finan-

Table 4 presents the odds ratios for explanatory vari- cial literacy. Various projects for various target groups such

ables of the study. The odds ratio study given in Table 4 as women, rural, youth are implemented. Having in mind

shows that the probability of success in case of financial the results of this study, it is important to note that even

literacy score is high and equal to 1.81, which means that though financial literacy programs positively affect saving

one-unit increase of financial literacy score, will change preferences of consumers with the probability of 64.5%, it
the saving preference towards deposits with the probability does not necessarily mean that the desired behavior will be

of 64.5%. achieved. There is still an urgent need to study the relation-

ship between the transformation of saving preferences into
actions.
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Concerning recent developments in the global financial system stability issues, regulatory authorities are building)

a new fiamework of banking regulation which may assume tightening the credit standards and restricting credit sup-

Pply: Taking info account the fact that one of the risky banking segments in Armenia i1s consumer loans sector; this paper

)

concentrates on modeling and analyzing the impact of consumer loans supply on the real GDP growth for the case of

Armenia. The question, that is made an attempt to give an answer to, 1s whether binding the consumer loans supply, for =
the sake of financial stability; has significant impact on the real GDP growth. Finally; the work does find enough evidence O
to clarm that at this point of time growth of the consumer loans level in Armenia brings fo a worse state of the economy &

by decreasing the real GDP growth rate; hence contraction of the sector for increasing financial stability could be accom-

panied by real GDP growth.

Introduction

Economic history of the entire world shows how dev-
astating consequences shocks in financial system can bring
to the real sector of a particular economy. There is an expe-
rience of The Great Depression, the most recent financial
crisis in the US that shook all the world and dozens of cri-
ses across the globe. These crises showed that the financial
sector of a country and financial institutions operating there
can be vulnerable and, thus, can trigger crises. This issue
gave rise to the new wave of Basel accord 3 which is a
global regulatory framework on banks’ capital adequacy,
stress testing and market liquidity risks.

With the appearance of the need to improve the steadi-
ness of the financial sectors, that is to make banking sec-
tors throughout the globe more stable and firm, the new
regulations are assuming tightening the credit standards
and banks’ lending activities. In the leading economic gi-
ants like USA, Japan or European Union central banks or
regulatory authorities have already set the required target
for the level of capital banks must hold. There have been
set other requirements on the components of capital, such
as the level of tier 2 capital. In many other countries the
tool for increasing a bank’s liquidity has been the capital
adequacy ratio instead of the absolute level of total capital.
However one could think that these two ways of increasing
banks’ capitalization level are the same if the banks have
satisfied all the demand for the credits at the moment of
introduction of new regulations.

Ne3(42),2016 §gano, year

Regarding the concern of financial instability Interna-
tional Monetary Fund (IMF) propounds the project of Fi-
nancial Soundness Indicators (FSI) and Stress testing as
a tool of assessing that instability. FSIs are indicators of
the current financial health and soundness of the financial
institutions in a country, and of their corporate and house-
hold counterparts. The purpose of FSIs is to support the
macroprudential analysis [1]. After compiling FSIs one
can do Stress testing which will show how FSIs are af-
fected by macroeconomic fundamentals. Let us assume for
a moment that the stress testing analysis revealed that one
of the FSIs, non-performing loans ratio, has increased and
is going to be uncontrollable in the near future. It means
that regulatory authorities have to do something to increase
banks’ capitalization level in order to be able to absorb the
upcoming negative shocks in the credit quality. There pos-
sible action is to increase the risk weight of the credits or
a particular type of credit (mortgages, consumer loans,
business loans) in the calculation of capital adequacy ra-
tio. However these actions will bring to the situation where
future bank investments are bound with the level of capital
banks have accumulated. It means that financial institu-
tions have to attract more capital for more investments and,
taking into account the fact that regulatory authorities are
increasing banking supervision and regulation standards
during the crisis times, investors will probably not be will-
ing to invest more money in the banking activities.

As far as the recent developments in the financial regu-
lation framework are bringing to the point where regula-
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tory authorities try to make the banking sector more stable,
they will indirectly cause a decrease in the bank loans sup-
ply. Hence an attempt is made in this work to answer the
question whether the level of consumer loans in Armenia
affects the real GDP growth. Summarizing all above the
central banks and governments will encounter the trade-off
between the financial system stability and the growth rates
of the economy.

Theoretical background

A bulk of literature touches the abovementioned issues
trying to figure out the significance of the relations between
the financial sector and the real sector in different countries
and different time periods.

Traditional models of business cycle developments are
neutral to the developments in credit market, being based
on Modigliani-Miller theory, that financial markets are ef-
ficient, and there is no information asymmetry [2]. How-
ever, part of the literature shows the dual nature of the re-
lationship between credit and GDP growth. The credit flow
increases aggregate demand. Then, this is reflected in the
formation total output in the economy, in the range of a
positive elasticity of GDP to the lending dynamics. How-
ever, the recent financial crises reveal that credit ration-
alization can have a negative impact on the real economy.
Bernanke [3] and Friedman and Kuttner [4] have found ev-
idence showing that the downturn in the U.S. in early 1990
was strengthened by credit supply restrictions, while fol-
lowing studies have included financial sector dynamics as
an explanatory function of business cycle ups and downs.
Bernanke, Gertler and Gilchrist developed a dynamic gen-
eral equilibrium model that includes credit market frictions
in explaining the evolution of the business cycle. The key
point is that the existing framework assumed that the finan-
cial system is not an independent and it behaves as an in-
termediary of exogenous events. This approach shows the
role of financial markets in spreading of macroeconomic
shocks [5].

Bogdan-Gabriel Moinescu and Adrian Codirlasu in
their work “’Lending, economic growth and nonperform-
ing loans: empirical evidences from the new EU member
states’’ under the project managed by the Romanian Ameri-
can University state that not every supplement of economic
growth is positive for the long-term welfare of society, es-
pecially when it is obtained through increasing indebted-
ness. Sustainable welfare is not created by excessive debt.
The desire to rapidly advance in increasing living standards
by resorting to bank loans proved to be also part of the
ingredients of the unsustainable growth for a significant
number of CEE countries. GDP growth above its poten-

tial, determined by the volume and quality of the produc-
tion factors of a country, is the clear signal of overheated
economy, which may amplify the country’s vulnerability
to external shocks. Beneficiaries of bank financing, mostly
individuals, have boosted domestic consumption above
internal production capacity and prices have followed an
upward trend masked by a pseudo convergence process,
not only for consumer goods and services or real estate as-
sets, but mostly for labor costs. Reducing the propensity of
savings decreases the ability to finance investment using
domestic resources [7, pp. 2-3].

Koivu specifies that increase in credit has not always
been sustainable and it may have led to a decline in growth
rates. It is demonstrated that, in transition economies, the
presence of an efficient banking sector accelerated eco-
nomic growth. Evolving from the Soviet model, banking
sector in transition economies has known a rapid expansion
in the second half of the 1990s. Analyzing the link between
economic growth and the amount of credit to the private
sector in 25 countries in transition, over a period of almost
7 years, from 1993 until 2000, Koivu notes some character-
istics of transition economies: decreases of gross domestic
product have been caused by large amount of credit, there
are still budgetary constraints which may have promoted
counterproductive investments [6].

Concerning the methodological part, one can find many
works on different countries using simple OLS methodol-
ogy to find the relationship between the credit supply and
the GDP growth rates. Elena Raluca Duican (Moisescu)
and Alina Popa [8] have built up the following model for
the eight regions of Romania:

GDP, = a;ta X, +6, +vy, +E,

Where GDP,  stands for the GDP growth rate for the
time period t and region i

o, Constant, a,- slope of the regression line, X, - ex-
planatory variable (level of credits), 3, and v, stand for the
random and fixed effects, t - time period, i — region

Estimating by using the OLS method for the data from
2005 till 2014 the authors have found significant evidence
that credit supply affects the GDP growth rates in the eight
regions of Romania [8, pp. 199-200].

Another paper by Safdar Husain Tahir, Iqra Shehzadi,
Ishfaq Ali and Muhammad Rizwan Ullah conducted a
research for Pakistani banking sector using the following
model specification:

RGDP=a+B,BP+B,IR+B,GC+B,IGDP+B INF+¢

Where RGDP stands for Real Gross Domestic Product,
which is the dependant variable

a-intercept, B-s are the coefficients

BP is bank credit to private sector which is independent
variable.

— 2/
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IR is Interest rate/rate of banks on lending to private
sector,

INF is Inflation/change in consumer price index,

IGDP is investment to GDP and GC is government con-
sumption to GDP, these are all controlling variables.

e denotes the error term.

Tahir and others have conducted a vector error correc-
tion model analysis, as far as the variables showed to be
co-integrated, and the bank lending showed a negative im-
pact on real GDP ” [9]. The abovementioned papers used
a methodology in which the key assumption is the inde-
pendency of bank loans. However, there is another nota-
ble paper by John C. Driscoll, who answers the question
whether bank lending affects output or not in the US, that
conducts the analysis without the assumption of loan sup-
ply being independent. Instead, he allows that loans may
endogenously rise in response to expected future increases
in output. The endogeneity of bank loans imply using the
two-stage least squares method, where the first regression
is the one were loans are regressed on the shocks in money
demand (which is the instrumental variable). Then on the
second stage the level of output is regressed on the instru-
mental variable, which reveals the possible relationship
between bank loans and output [10].

Methodology and Data Description

Current research makes an attempt to answer the ques-
tion whether the level of consumer loans affect the real
GDP growth rate or not for Armenian economy. To reach
the abovementioned goals, we construct a model and con-
duct a set of estimations to find out how the lending chan-
nel affects the economic growth. The model equation that
is going to be estimated will be the one where growth will
depend on the past values of bank lending and a list of ex-
ogenous control variables.

Growth =0, +o bank lending,_+a,X +Et

Where Growth will stand for the real GDP growth,
bank lending is the level of disbursed consumer loans by
all the banks in the economy divided by the level of GDP
(level of consumer loans is divided by the level of GDP
because banks have introduced the consumer loans to the
customers from the year of 2005, and before that the lev-
el of consumer loans was almost zero, that is why it has
started to increase during the following years, which would
spoil the results of the estimation) X , is the vector of all
the control variables and E, is the vector of model errors.
a, is the vector of coefficient estimates. The model param-
eters will be estimated by using OLS regression and as-
suming that bank lending is an exogenous variable, hence
OLS will give unbiased and consistent results. This model
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will allow arguing that the estimates do not suffer from th%

model misspecification if the tests show that there is no co-
integration and the data series are stationary processes. The
control variables will contain the inflation rate, interest rate
on AMD loans, remittances and trade volume.

For reaching that goal the data is collected from differ-
ent sources, particularly from the national statistical ser-
vice of Armenia, the online database of the Central Bank
of Armenia and the World Bank data catalog. Even though
for the post-Soviet Union countries the data availability is
a big problem, for the current study data is available with
monthly frequency. The data for Armenia starts from Jan-
uary of 2005 until the December of 2015 (131 observa-
tions). The Republic of Armenia is relatively young and

the detailed data from the first years of its existence is not
available mainly because of two reasons: the inexperienced
system of the statistical agencies and not well developed
and organized financial system.

Estimation and Results

Finally, for the GDP growth analysis was done based
on the following main regression equation and the dataset
of the period from January 2005 to December 2015.

GDPgrowth=cons+f 1_rate_amd+f,]1_rate_usd+f, inf_
prevmonth+f, trade+f,11debtgdp+B, dexch+B, dremm-+e

Where, GDP growth is the dependent variable standing
for the real GDP growth rate, | rate amd and 1 rate_usd
are respectively showing the interest rates on the loans in
Armenian drams and US dollars, inf prevmonth is the in-
flation rate (comparing prices of the current month with
the prices of the previous month), trade is the variable of
the trade level, which is the sum of imports and exports,
11debtgdp variable is showing the first lag of the division
of consumer loans level and the level of GDP, dexch is the
first difference of the AMD/USD exchange rate, dremm is
the first difference of the remittances.

The reason why the first differences of the AMD/USD
exchange rate and the remittances are taken is that these
variables failed to pass the Augmented Dickey-Fuller test
of unit root processes. There average did not change over
time, and taking the first difference solved that problem.
The variable showing the ratio of the level of consumer
loans and the GDP is taken with its first difference by the
economic intuition that time is needed to transfer the effect
of household indebtedness to GDP growth.

Table 1 shows the regression output of the abovemen-
tioned model, which is done using OLS. One can notice
that the R-squared is quite low in the model, however one
needs to pay attention to the value of the F statistic, which
shows that jointly all the included variables in the model
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are statistically significant. The signs of the explanatory
variables are what were expected before the analysis be-
sides the one, trade variable. Minus sign in front of the
variables 1 rate amd and 1 _rate usd shows that when the
interest rates on loans go up the real GDP growth is going
down, which is quite logical, as it means that the loans
are getting more expensive and the income generated from
the economic agents may not be enough to pass the credit
scoring. Inflation rate and the exchange rate also have
negative effect on the real GDP growth but they are not

Table 1. Regression output: Armenia

OLS
Dependent Variables Linear
I rate amd -2.93 %%
0.61
I rate usd -0.71
0.64
inf prevmonth -0.72
1.69
Trade -0.02*
0.01
11debtgdp -1.38%%*
0.46
dexch -0.095
0.08
dremm 0.00004
0.0000314
Constant 82.6%**
19.8
R-square 0.29
Number of observation 130

where * means significant at 10%,
** means significant at 5%,
*#* means significant at 1%

18, 821-856.

Amsterdam: Elsevier, pp. 1341-93

statistically significant. The variable of our interest shows
a negative effect on the real GDP growth by taking a minus
sign. This means that the deepening heavy load of the cred-
its on households is having a negative effect on the overall
real GDP growth. The only variable that shows a positive
effect on GDP is the variable, remittances. This was also
expected, as far as the capital inflow must have a positive
effect on the economic growth. However, remittances also
do not prove to be statistically significant.

Conclusion

Recent developments in the global financial markets put
a start to a new wave of banking regulations. In the pursuit
of achieving financial stability regulatory authorities build
a new framework which may assume tightening the credit
standards and restricting credit supply. Here comes a need
to analyze whether the level of credits may have a signifi-
cant effect on the real economy or not.

Current work has tried to answer the question whether
the level of consumer loans in Armenia bring to a real GDP
growth or not. What triggered the interest towards this issue
is the trade balance of the Republic of Armenia. Armenia
imports almost three times more than exports goods and
services, which give a rise to the suspect that consumer
loans trigger the import of goods mostly, hence having not
so high or even negative effect on the real GDP growth.
In the process of research it became clear that the level of
consumer loans relative to the level of GDP has a nega-
tive effect on the real GDP growth rate. This result can be
backed with the explanation that the credit load has already
reached higher levels than households can bear. Here rises
another question at which level do consumer loans have
positive effect on real GDP growth rates. That is already a

question of another research.
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Aspects of practical implementation of the competition policy in Georgia

Lasha Mgeladze
Magister of economics

Considering broad public interest in the country, the article is about the subject of competition (anti-monopoly) policy.
People often talk about nonexistence of the authority regulating competition, or its improper functioning or insufficient
sophistication of the respective legal base, ineffective management of various processes taking place in the economy or
its different branches.

Because of the above said, the article reviews the aspects of practical implementation of the competition policy in
Georgia which is conditionally divided into 4 parts and covers the period from 1992 up to now. The history of creation
and development of the competition regulatory authority and legislation is reviewed at each stage. Author’s assessment
of each stage is provided. At last, author’s view about legal model, as well as the institutional arrangement is briefly pre-
sented in form of a conclusion.

In the conclusion it is mentioned that it is recommended to create a single independent regulatory authority which will
cover all segments of the market, among them the regulated economic sectors, as well as the state procurement market.
The authority must be as transparent as possible and it must be equipped with minimal functions (critically necessary
only) required for regulation. It is also explained that the issue of appropriateness of the model given in the conclusion is
the subject of further research.
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Abstract

The present article describes the role and importance of communication in international relations. More concretely; it
refers to one of the main issues of international communication - language barrier.

Today, we are living in a society of cultural diversity due to globalisation. As our world is becoming more and more
connected, the value of intercultural relations is increasing greatly. People are more frequently involved in situations
where connections among them are highly required. When societies fiom different nations interact with one another,
cultures and social groups create international relationships. People, of different origin, religious, ethnic, educational
background share information, exchange ideas, make a various interpretation and understanding of all the circumstances
which is considered highly acceptable for their culture and philosophy.

As mentioned before, one of the main obstacles that surround international communications 1s language barrier. Since,
language itself presents a key element of effective communication the question of language barrier is getting more and
more problematic, lately.

The objective of the article is to emphasize the main challenges and perspectives of the mentioned issue of Interna-

tional communication and find a solution to the problem, respectively.

Introduction is more than communication tool. [4, pp. 2].
The total number of languages in the world is more than
21st century is the epoch of digital revolution, global 7000, but as Wikipedia shows us, it is practically unknown
economic prosper and success, the era of great scientific the exact amount languages, existing. After thousands of
and technological achievements. In the 21st century, Mar-  years of evaluation we reached the age of globalisation.
shall McLuhan’s ideology of a “global village” is not con-  Although, mankind still has some kind of borders that
sidered an abstruse idea, but the real fact. Technological cannot be overcome by the powerful internet, electronic
changes turned the world into a small planet to inhabit. mail or other means of communication. Language is still
Cutting-edge jets carry people from one part of the world an important barrier in communication and translations is
to another at an amazing speed, which obviously reduces absolutely required and helpful for the successful commu-
the distance between people of different cultures and socie- nication. Translation is a cultural fact as well, we cannot
ties. differentiate language from culture and translation gives us
In the era of global revolution the significance of com- an opportunity to cross the borders, increase the level of
munication, on an international level, has increased greatly. understanding etc.
The role of language has become more and more valued According to Collins English dictionary (1991) lan-
and appreciated. Language is what separates human from guage barrier is the absence of communication between
other animal species and what makes us to maintain our people of different languages. Although, it is worth noting
individual uniqueness. Language is a principal element to a  that the language barrier might also occur among the socie-
person’s self-identity. It gives the possibility to a person to  ties of the same culture. From this point of view the subject
express emotions, share feelings, stories. It is defined as the  is extremely problematic and one of the most serious issues
main mechanism that allows us to communicate. Language of international communication.

S Ne3(42),2016 §gemo, year



The role of communication in intercultural relations

History teaches us that culture is an extremely change-
able phenomena due to internal and external influences.
International communication is the most valuable qual-
ity for everyone who belongs to the part of international
society. Communication is an extremely challenging pro-
cess. The importance of the international communication
is getting more and more valued, lately. Today’s business
environment, which is apparently, in its competitive edge,
reaches the peak of development. Business creates excel-
lent intercultural interaction among the different nations of
the world. People are negotiating about the different issues
of primary importance, signing contracts, giving presen-
tations. All these are essential tools in the era of massive
development and revolution of the 21st century. Obviously,
communication is the fundamental basis all kinds of hu-
man relationships. While modern technology has made it
easier for us to communicate with people coming from dif-
ferent part of the world, such interactions might be difficult
if we do not know how to deal with the people and cultures
different from our own.[9]

The United States is a clear example of international
communication, as thousands of people migrate to the
States yearly and they have a great opportunity to get to
know and communicate with people of different cultures,
values, and customs. International communication also in-
creases our knowledge and awareness and helps us to adapt
in various societies, teaches us to understand the positive
and negative sides of the culture in many ways.

Communication is the successful form or interacting
when the both parties understand the message of each other
properly. “A good interpersonal communicator, therefore,
need to be aware of issues surrounding the concept of
identity. Before we can communicate with people who are
different to ourselves, we need to understand something
about how they present themselves as being or belonging
to certain groups”. [3, pp. 19] It should also be emphasized
that the form of making a communication differs from cul-
ture to culture. Some cultures are quick to build the rela-
tionships and getting the main points easily, while some
of them are comparatively slow in understanding the facts
and even need the support of another person greatly.

The main issues that surrounds international communi-
cations are divided into following aspects: Language barri-
ers, cultural diversity and ethnocentrism.

In the article I am concentrating on studying the issues
of language barriers in communication.

LAIRIEBIMHO bIV3S/ STUDENT’S VISION%

The issues of language barrier in communication

The tower of Babel In Babylon in the book of Genesis
explains the origin of different languages of the world. Af-
ter the great flood, the humanity was speaking the same
language. In Babylon (Mesopotamia), People forget the
punishment, sent to the world by the sign of flood, from
the God and their conceit and egoism reached to the com-
plete level of arrogance and they became so egoists that
they decided to build the tower so that it could reach the
heaven. God confounded their words, so that they could
not understand each other. People started speaking differ-
ent languages and as a result they could not reach the main
point of understanding. They ceased building the tower.
God scattered them all the earth. Therefore, created dif-
ferent languages, different dialects and tongues. (Genesis 2
11:1-9). %

Within the project of the United Nations, that promoted £
the excellent opportunities of getting high education, for O

youth living in less educated and far away districts of the
different parts of the world, the requirements for registra-
tion has been the following: good knowledge of a com-
puter, the certificate of a secondary education school and
good knowledge of English. We can take many examples
of different cases which would highlight the importance
of English language in 21st century. Around 500 million
people speak English nowadays as their mother tongue,
including the United States, Great Britain, Australia etc.
without doubt, English is becoming the language of sci-
ence and technology, “Lingua franca”.

Other widely spoken languages such as: Hindi, Span-

SbOR( J3M6MINLBEN THE NEW E

ish and Arabic also play an important role in international
communication, but their influence from the globalisation
point of view, is much less than the influence of English.
“English is the de facto language of international commu-
nication today” [8, pp.153].

What happens when the problem arises connected with
the language barrier? When language becomes the main in-
terfering element in communication? The language barrier
can occur among the people of the same culture as well as
from the intercultural point of view. If two people, holding
a conversation, do not speak the same language or do not
have any language in common in which they both speak,
there is not any sense of interacting with each other. For
instance, an American person goes to India, he does not
know Indian language and the majority of the people in
India do not speak English. Obviously, communication in
such a case is absolutely ineffective and worthless (unless

Ne3(42),2016 §gano, year
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the person uses mimes and gestures to make the people get
his message).

Of course, the language does not make the difference in
perceptual world. We all have the same basis of thoughts,
changing the ideas, opinions but we have different lan-
guages of expressing them. After all, the house might be
“Bobero” in Georgian, “mom” in Russian, “casa” in Por-
tuguese but what is the main idea is that we all perceive
the house in the same way [5, pp. 221]. As English has
been recognized the worldwide language, the significance
of the language in communication increases enormously,
but what happens to societies who do not speak English as
a native language? The problem arises even if they speak
English as a second or third language, as the variety of the
languages is unlimited. The language as a “living organ-
ism” makes significant changes daily. The process is unfin-
ished as long as the language is existing.

The language barrier becomes even more complicated
issue when it comes to abbreviations, idioms, slangs, bar-
barisms, jargons. We can take an example of the internet
abbreviation “lol”. When the abbreviation first appeared in
a language, it used to mean “lots of love”. After a certain

period of time the meaning has changed to “laugh of loud”.
For a person, not being aware of the changes or not know-
ing English well, using the abbreviation might cause seri-
ous confusion, if he receives the message “lol” with the
meaning of lots of love but another person interprets it with
“laugh out loud”.

English language is totally rich and outstanding in terms
of idioms. They all require the knowledge and the level
of understanding from the side of a speaker and receiver.
English person uses the following idioms a lot: “hang on”-
with the meaning of wait, “you are full of beans”-with the
meaning of you are full of energy, “I really dig your new
style”-with the meaning I really like your new style. Above
mentioned idioms might be very confusing for those do not
speak English well.

Jargons are special combination of words which are
widely used in everyday, informal communication. They
become even more complicated when talking about a spe-
cific profession.[10] For instance, the jargons used by a
doctor will never be the same as those used by a lawyer
and if those two people of different professions start talk-
ing using professional vocabulary, they definitely will not
understand each other. It causes a language barrier too. The
same barrier occurs when talking about slangs in a lan-
guage, for example the word “grass” expresses marijuana
in other words. For people, who do not know it, the word
might become a question of misunderstanding as well.
Many languages have more than two or three meanings at

the same time, if the person does not have high level of

literacy in a specific language it could be serious problem
while making a conversation. Literacy is “not in isolated
bits of knowledge but in students’ growing ability to use
language and literacy in more and broader activities” [6, pp.
202]. Literacy and education automatically increases a per-
son’s ability to use complicated, high level, advanced vo-
cabulary. The person, having low competence in language
might not understand a number of difficult words that lead
them to misunderstanding as well. Grammar and spelling
also become a barrier for people in many cases. Incorrect
spelling and pronunciation of the words cause huge misun-
derstanding. For example the words “heat” and “hit”, “eat”
and “it” “meal” and “mill”. In case a person pronounces
them incorrectly the meaning of the word is changing com-
pletely. Another case are the words with exactly the same
pronunciation but different meanings are like “peace” and
“piece”, in this case, the receiver gets the right meaning of
the word from the context.

The variety of accents makes it difficult to communicate
even for people speaking the same language. I remember,
how my English friend was complaining about the “lan-
guage” Scottish people were speaking, according to him
Scottish people have a tendency to speak with extremely
specific, incomprehensible accent. I also remember my as-
tonishment when he told me, he could not understand the
Scottish person in the street at all and seemed very irritated
about the fact. We see the similar barrier in case of China
which is one of the largest countries in the world. China
has many dialects, including Cantonese and Mandarin dia-
lects. It is quite known fact that people speaking with the
Cantonese dialect find it extremely hard to understand peo-
ple speaking with Mandarin dialect. We can take the same
example from India.

Norma Mendoza-Darton, famous anthropologist and a
professor at the University of California in one of his works
gives us an example of a language barrier, caused between
the teacher of Biology and the parent of one of the pupils
at school.

“When I first came to Sor Juana, I was not doing well in
biology. My mum talked to my teacher about it. My moth-
er has a very thick Spanish accent. When she asked my
teacher what was wrong, re replied that...my junior high
probably did not prepare as well as others for this course.
When my mum said that I went to a prestigious school and
I had 4.0 he said...”oh, Oh. Laurie’s your daughter? I’'m
sorry, I thought you were someone else’s mother”. My
teacher made an obviously racist assumption that because
my mother was Hispanic I went to an inferior junior high
and that was the reason for my problems in Biology”. [5,

pp- 219]
In this specific situation, both, the teacher and parent

— 0/
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could communicate English easily, but the misunderstand-
ing has been caused by the “way” the language was spo-
ken. Parent’s specific accent lead the teacher to a confusion
which made her thinking absolutely wrongly about the stu-
dent’s academic evaluation, her social class in society etc.

United States of America and United Kingdom are
two countries of different cultures, traditions, way of life,
thinking etc. but they have the biggest thing in common-
language. Both countries are using English as an official
language. Obviously, the differences in languages are
enormously huge. Conservative Brits, raised to speak the
queen’s language, find it almost impossible to understand
the English of liberal, radical Americans. Huge difference
in languages became even the matter of numerous jokes.
Italian man is boosting in Rome that he speaks four lan-
guages, Italian, French, English and American.[11] Ameri-
cans have their own variation of English of many of the
nouns they are using daily, which without doubt, creates
a language barrier for not only British person in America
but also for the rest of the world. People find themselves
in a great confusion and feeling lost, in terms of language
when they arrive to America. They might assume, they
speak English and can communicate the language easily
but America is “offering” them absolutely new interpreta-
tion of the words, phrases, idioms, slangs etc.

The social science has directly focuses on languages
and their role to international communication. Language
is a complex system which identifies different components
within the same language in a broader sense. [12] The main
aspects of the language are defined as the combination of
perception and thought. In is worth nothing that some an-
thropologists think the specific language, someone speaks,
simply shows us his or her understanding of the world,
in other words, how he sees the world. Arabic, Chinese,
Indian people have the different perceptibility of the uni-
verse, greatly depending on the language they speak. Com-
munication diversity and language barrier creates huge
problems for the modern society. Especially, in the epoch
of technological and scientific revolution. Language bar-
rier is and always will always be the main issue connected
with the effective communication as long as the languages
are existing in the universe, which, on the other hand, is an
endless process. Psychologists suggest the following ad-
vice that should be taken into account in order to overcome
the language barrier. They are as follows: [13]

- Speak slowly and clearly: We should separate the
words from each another carefully, in order our accent not
to be incomprehensible for the listener.

- Always show respect for the local language: Very
important aspect of communicating with foreign people,
effectively. As by showing our appreciation and respect to
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the culture of the local people, we increase the level of tru
and belief from their side and they will not be suspicious to
us anymore.

- Know which language is spoken: We should learn
carefully the languages, people communicate in a specific
country before arriving there, as, in one country a number
of languages can be spoken.

- Make an effort to learn some words and phrases
of importance: It will help us much in the long run. We

LEINT3

should try to learn how to say “good morning”, “good
bye”, “hello” etc. on a target language.

- Use technology, carry a notebook: If we have a
smartphone, it is a good idea to download a language app
of local words and phrases or in case we need using a spe-

cific word in a shop, or in the street, we can use the Google

translator as well. 21st century is offering us various op-
portunities to overcome a language barrier in some ways.

- Learn local customs: we should be aware of how
the locals behave. Try to learn beforehand what is insulting
or likeable for the culture of a target country. For example,
in India we should not point with our feet and in Japan we
should try to avoid entering a house with our shoes on.
They assume it with a serious insult obviously.

- Use gestures wisely: using gestures might be re-
ally helpful to convey what we want to say but using it
should be appreciated as long as we are respectful. e.g.
France and Italy are countries in which using gestures is
considered a normal thing even in everyday relationships,
as they are considered being “emotional” nations, they re-
ally find it useful in certain circumstances. We cannot say
the same for the Indian, Chinese or Japanese cultures. For
them, it might be considered inappropriate.

- Ask for clarification: we should make sure that
we understand the information correctly and never pretend
that what we have been told is absolutely clear for us, even
in reality we really did not get the point. Misunderstanding
of the conversation might lead us to a more serious, shame-
ful situation than asking for clarification.

- Avoid using idioms, slangs, jargons: English has
many idioms and their understanding is extremely com-
plicated process for someone does not speak English well,
as the idiom “hit the floor running” might cause a blank
expression on the face of a person we are having a conver-
sation with.

- Don’t be too sensitive: we should remember, we
are a foreigner in a foreign country. The local people might
use some gestures or make comments about our low com-
petence or our inability to communicate in their own lan-
guage.

Language barrier still can be overcome if the person
understands exactly what to do about. Psychologists and

ObOR(O J3M6MINLGO THE NEW ECONOMIST

Ne3(42),2016 §gano, year



‘%)b@)?]QOB@)'ZJ(f)O bJdR35/ STUDENT’S VISION

ObOR(O J3M6MIAINLAGO THE NEW ECONOMIST

anthropologists emphasize the importance of the above
mentioned advises and suggestions to make it easier for us
to overcome the problem.

Cross-cultural communication
1. High and low communication contexts;
2. Polychronic and Monochronic cultures

The primary and the most important way in which the
cultures differ from one another in terms of communication
style is the high context and low context communication.
The concepts of high context and low context designate
how people communicate in different cultural society. Ac-
cording to Edward D. Hall “A high context communication
is in which most of the information is either in the physi-
cal context or internalized in the person, while very little
is in the coded, explicit, transmitted part of the message”.
[2, pp.78] . In other words, high context implies that lots if
information that is simply unspoken is totally understood
during the conversation. Whereas low context implies that
the main information is transferred through the message
and nothing is implicit or hidden beyond it.

Saudi Arabia is a classic example of a high context cul-
ture. People in long-term relationships, as usual, communi-
cate in this form of exchanging ideas. They understand the

High context and low context cultures as usual have the
direct connecting chain with the polychromic and mono-
chromic cultures. In “silent language” Edward Hall used
the terms “polychromic” and “monochromic” to define the

messages of one another without any verbal form of com-
munication. For instance, a person should send his partner
the message of ““it is time to go home” with only one glance
at her. It is a clear example of non-verbal communication
that high-context societies belong to. “Low context com-
munication is when the mess of the information is vested in
the explicit code” [2, pp. 78]. The classic example of low
context communication is the culture of the United King-
dom. In the country, people are bound to have short-term
relationships and they are especially careful to follow the
rules properly. “The difference between the high context
and low context cultures can cause communication diffi-
culties, even more when the participants share the same
mother tongue”. [7, pp. 44].

High context and low context communications play
a key role in international relations. Especially, when it
comes to the society, or groups of people we do not have
any close relationships with. For instance, at the workplace
we meet the people of absolutely from absolutely differ-
ent cultures. Knowing which culture they belong, will help
us to build a relationship with them effectively. From this
point of view Hall’s ideology is enormously helpful in
many ways.

Below is the list of some characteristics, typical for the
high context and low context cultures: [14]

differences among cultures in terms of time. According
to him, monochronic cultures have a tendency to do one
thing at a time. They don’t consider factors connected with
the time as long as they are stick to their work maximum
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while, polychromic cultures, on the other hand, like to do
many things at the same time as they really find themselves
motivated to do various things simultaneously. Cultures,
such as: the United States of America, Canada belong to
monochronic cultures as distinct from the people of Latin
America or sub-sahara Africa who have a deep tendency

VS

Verbal and non-verbal communication

All forms of communication could be divided as verbal
and non-verbal communication. Verbal communication is
the process of exchanging the opinion either orally or in a
written from. Therefore, verbal communication is divided
into written and oral forms.

Verbal communication occurs while having face-to face
conversations, interviews, reports, letters, emails etc. Any
language, consisting the letters and alphabet belongs to the
verbal form of communication. For instance, in the English
alphabet the letters are the set of symbols that represent
sounds. The letters alone do not give us any significance
but if we combine them they become absolutely meaning-
ful. For example (h-o-r-s-¢), the letters do not represent any
sense but if we say “horse” with the combination of letters,
we say the name of an animal. Therefore, by using spe-
cific symbols we can easily express our thoughts and ideas.
Symbols do not have any connecting link with the words
they represent, the letters in a word “horse” do not express
any sound or behavior that horse makes, they are used as
a tool to form a word. We can also express our thoughts or
simply communicate with people without using any oral
or written form of communication. It is called, non-verbal
communication.

Non-verbal communication is the way of sending and
receiving messages without words, in case it becomes nec-

essary. Non-verbal communication occurs when people
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to live in polychromic culture. Misunderstanding between!
the two types of people is created especially if they have
“common work”, like the same business, as they almost
never understand each other’s values and priorities.

Below is the list of some preferences of the people be-
long to polychronic and monochronic societies. [15]

are using gestures, direct eye contacts, smile, some body
languages which defines various things. In other words,
it is taking place in a situation where there is no neces-
sary or helpful using the words. Non-verbal communica-
tion does not follow any rules, its roots are coming right
from the far childhood, acquired by a person even without
realizing it. it should also be emphasized that the role of
non-verbal communication is very huge, depending on a
particular situation. Non-verbal communication is deeply
bound into the culture as different cultures represent the
non-verbal form of communication differently. From this
point of view, the use of non-verbal communication sim-
ply depends on the culture, it should be used by the same
groups of people who understand the gestures, manners,
mimes of each other perfectly. People, in such a case use
their own “secret code” that the other societies do not un-
derstand. For instance, it is known that criminal world has
their own non-verbal language. The phrase “blow a split”
symbolizes “to smoke a marijuana”.

Specific categories are studying the types of non-ver-
bal communication. Studying field is divided into differ-
ent categories according to the specific form of non-verbal
communication such as: Body language, mimic, facial ex-
pressions etc. Smile expresses the feeling of happiness and
satisfaction for many cultures but for the rest of the people
it might be the “mask” to hide sadness or embarrassment.
In China and Indonesia the direct eye contact is considered
as disrespectful, uncomfortable form of acting as distinct
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from the Arabian cultures where the both a speaker and lis-
tener make an eye contact during the whole conversation,
as it is considered the respect, consideration and interest of
what is being said by the side of a speaker. For the Medi-
terranean and Latin American cultures, much physical
contact, embracing and hugging are considered a normal
behavior unlike the Asian countries, where the touching is
not used that often. Obviously, non-verbal communication
is deeply bound into the culture and different cultures rep-
resent the non-verbal form of communication differently.

Conclusion

As we have seen, the language barrier is one of the most
problematic issues of International communication. The
significance of communication and knowing languages
become the main agenda in the 21st century. Obviously,
learning a language is a complicated process which re-
quires lots of time and effort. The process is getting more
and more difficult when it comes to slangs, idioms, jargons
which every language has in common.

The Language barrier occurs between different cul-
tures and languages, as well as, within the same culture.
The latter happens when there are many dialects spoken in
the same country like India and china for example. In this
case, the people from one specific part of the country find
it almost impossible to understand those who come from a
different part of the same country.

I can take an example of my country, Georgia, which
is a small republic in the Caucasus region with the popula-
tion of only 4 million people. The West part of Georgia

is absolutely different from the East in many ways. Peo-
ple in the West are more conservative, traditional, strictly
follow the rules left from the ancient ancestors as distinct
from the people living in the East where people tend to
be comparatively open-minded and modern. Georgia has
many dialects, in the West we have “Megrelian” language
with its specific dialect which is absolutely different from
the official language of the country-Georgian. In General,
the people from the capital do not understand what the peo-
ple of the West are talking about. It is also worth noting
that Georgian language, spoken by a Megrelian person, is
quite different, in terms of accent, from the one living in
the capital.

The above mentioned case is an example of a language
barrier too, occurring within the same culture. We can im-
agine how strong the language barrier is in big countries
like: The United States of America, Great Britain, Austral-
ia, China etc.

According to psychologists and anthropologists, the
best way to overcome a language barrier is to increase the
general knowledge and awareness of all the people of the
specific culture we are going to communicate with. Avoid
using slangs and jargons and speak slowly and clearly.
Technological development might be a great help too, we
can download special software to both facilitate our learn-
ing and increase out speed and understanding.

From my point of view, we all represent a small words
in a big universe and we are all equal, absolutely unique
creatures. Communication obviously increases our indi-
vidual development as along as we respect the origins of
one another.
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