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Economic problems of Georgian tea

Reasons and consequences

Zurab Paresishvili,
GTU Professor

Summary

The article studies the economical problems faces during the east decade in Georgia conceruing tea cultivation

and pressing, proceding from the present situation.
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From the perspective of the <<principal-agent theory>>, in the context of management ethics is special problem
the relation aspect between the shareholders and employed ruler. Namely, if the shareholders wish to control of the
behaviors of managers in order to get a high profit, managers first typically have the following interest: ensuring
personal profit maximization. This situation automatically arises the concrete conflicts of interests.

In contrast to this exists << stewardship-theory>>, which is considered alternative to the above mentioned theory.
<<Stewardship-theory>> means to overcome the pure selfishness of manager with pro-social behaviors of Steward.

Although << stewardship-theory>> is probably more idealistic. There are many corporate scandals in the Business
World, what is connected with irresponsible and egoistic behaviors of management.
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Tourism development prospects in Mtskheta municipality
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annotation

Tourism is one of the perspective of modern economic development of Georgia. The resurgence of tourism can
create a great opportunity for the development of cultural tourism in the country, taking into consideration the
historical richest heritage of Mtskheta, in terms of sights and views. The presented work is dedicated to the idea of
tourism development, especially in Mtskheta.

The priority aspect of this work is to study and assess the potential of the ancient capital city of Mtskheta near
the capital of Georgia in the direction of tourism development. Mtskheta has rare opportunities to become a tourist
center not only in Georgia, but for tourism in the world as a very interesting place because Mtskheta Municipality
has rare recreational zones with convenient geographical location, landscape, historical monuments, where the pe-
destrian and biking are available. In turn, tourism development will enhance the infrastructure of the village.
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Analysis of factors affecting the quality of audit activity

Lali Buchukuri,
Ivane Javakhishvili Tbilisi State University, Phd in Economics,
Faculty of Business Administration

E-mail: Lali.buchukuri@gmail.com
annotation

Within modern market economy environment, finansial account information transparency and its fulfilment
for external consumers is highly depended on accounting records and impruvment of audit system in the country.
Successful functioning of business depends on management organizational level and structure, as well as on the re-
liability quality of financial information for external customers. This could be achieved without perfect regulation
of audit. Therefore, quality control of audit activity has great importance.

Key words: Auditing activities, quality control of audit activity.
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The paper describes relations between law and economics, the “failures of market economy” and the character-
istics and barriers of competition at the present stage; It also shows theoretical approaches of “Chicago School” and
economic basics for relations between economics and law. Importance of analysis of economic principles in meth-
odology of law describes and indicates that, despite the methodological difficulties, economic mainstreaming provide
theoretical basis for using the concepts of rational behavior of people based on stimulus and benefits, when reviewing
juridical issues. In this regard, the assessment of economical legal actions is complex and is based on the analysis of
relative conditions, “cost-benefit”, efficiency and rational behaviors, that play a key role in determining the impact

of the law through economic criteria.
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The paper aims reviewing the relationship between the structure of the banking sector and level of competition and|

financial stability based on the desk research.

Findings have resulted in the existence of two separate views with absolutely contradictory conclusions. One stating,

that banking concentration has a destabilizing effect (concentration-fiagility or competition-stability hypothesis) — striv-

ing negative relationship between concentration and stability and concentration and competition, but positive relationship

between competition and stability. The opposite one stating stabilizing effect of banking concentration (concentration-
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stability or competition-fiagility hypothesis) — striving positive relationship between concentration and competition and @

concentration and stabrlity, but negative relationship between competition and stability. In spite of these two tendencies =

under specific conditions, competition and concentration can coexist on the market with contestable character. Concentra-

tion does not necessarily imply the lack of competition, given that factors other than competition may drive concentration. =

The results changes country by country specifications, based on the research techniques employed, time period covered H

and sample constructed.

Further stage of the research implys the evaluation of banking concentration’s impact on stability, market structure

50

c

and competition in 6 post-soviet by employing the quantitative methods of analysis. The results of the research will be g

presented in the following article.

Introduction

The structure of the banking sector has long been a sub-
ject of policy interest centered mainly around a presumed
tendency towards concentration and its effects upon com-
petition, economic efficiency, bank profitability, financial
and consequently macroeconomic stability.

The degree of banking market structure that shapes out
competition and performance has been a intensively dis-
cussed topic. The new wave of mergers and acquisitions
after the global financial crisis intensified the interest of
policy makers and academics in bank concentration and
competition and the role of the state in competition policies
and regulations. Some argue that increases in concentra-
tion produced conglomerates that participate not only dif-
ferent field of finance but also in non-financial businesses
seriousely questioning equal conditions of competition.
Others worry that the crisis and government support of the
largest banks raised banking concentration, correspond-
ingly reducing competition and access to finance, and
conceivably contributing to future instability as a result of

moral hazard problems associated with “too big to fail” in-
stitutions.

Competition in the banking system is desirable for ef-
ficiency, effectiveness and maximization of social welfare.
Nonetheless, due to its significant roles and functions, there
are some properties that distinguish banking from other in-
dustries. It is important to not only make sure that bank-
ing sector is competitive, transparent and efficient, but also
stable.

Theoretical models imply contradicting forecasts on
the relationship between bank concentration, competition
and stability. The outcomes of plentiful researches have re-
sulted in the existence of various bank concentration theo-
ries in the literature. These theories could be classified into
pro concentration and cons concentration theories.

The literature covering the relationship between the
structure of the banking sector and level of competition and
financial stability is classified according two separate views
with absolutely contradictory conclusions. They are posi-
tioned according to either they back the theory that banking
concentration has a destabilizing effect (concentration-fra-
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gility or competition- stability hypothesis) or either on the
opposite it has a stabilizing effect (concentration-stability
or competition-fragility hypothesis).

These two tends, concentration and competition seem
to contradict each other, if we accept the theoretical hy-
pothesis according to which a more concentrated market
involves a lower degree of competition due to undesirable
exercise of market power by banks. On the one hand, some
academics state that high competition in banking market
produces decreasing stability levels and results market
failures. High competition will result more pressure on
profits by intention for generating higher incentives banks
will enter into greater (potentially excessive) risk taking,
resulting in greater instability. Alternative theories, such
as contestability theory argue that, under specific circum-
stances, competition and concentration can coexist. The
theory of contestability (Baumol, 1982) assumes that firms
can enter or leave rapidly any market without losing their
capital and that potential competitors possess the same
cost functions as firms that already serve in the market.
These characteristics imply that in the contestable market
the threat of potential entry constrains firms to price their
products competitively. If these conditions are met, then
external conditions will dominate internal conditions and
guarantee non-collusive behaviour within that market.

Concentration and Competition; Concentration and
Stability

Proponents of banking sector concentration argue that
economies of scale drive bank mergers and acquisitions
(increasing concentration), so that increased concentration
goes hand-in-hand with efficiency improvements (Demir-
guc-Kunt & Levine, 2000). Some theoretical arguments
and country comparisons suggest that a less concentrated
banking sector with many small banks is more prone to
financial crises than a concentrated banking sector with a
few large banks. Carletti et al. (2002) examined the impact
of mergers on stability in the banking sector, the results
justified the expectation, that mergers lead to high concen-
tration and less competition. Findings proved both views.
One, mergers enhance the market power of the banks,
which decreases bank’s risk taking incentives. Conse-
quently, the effect of such situation is more stable banking
market, consisting with the concentration-stability view.
Second, due to the mergers, product banks become even
larger and therefore more important to the financial system
causing aggravation the “too big to fail” problem linking
to agency problems and less stability. The results are con-
sistent with the concentration-fragility view. Vives (2010)
states that merger policies should follow and consider the

relevant degree of competition.

The creation of internationalized bank performing mul-
tiple activities based on diversification can promote finan-
cial stability, due to such banks are less sensitive to national
economic conditions. Proponents of the concentration-sta-
bility view argue that larger banks can diversify better so
that banking systems characterized by a few large banks
will be tend to be less fragile than banking systems with
many small banks (Allen & Gale, 2004). The concentration
as result of dynamic process of mergers and acquisitions
promotes achieving economies of scale of banks encour-
aging them to increase banking diversification. Plentiful
studies underline the crucial role of diversification in risk
mitigation, especially loan portfolio diversification. Stever
(2007) highlight that small banks are more risky due to they
have less opportunities for diversification, which can be
prerequisite for higher profit volatility. Beck et al. (2007)
in their study find that diversification is the main factor that
links concentration’s positive and significant impact on fi-
nancial stability, supporting the theory implying that highly
concentrated banking markets with big and more diversi-
fied banks enhance the stability of the whole financial sys-
tem. Besides, a banking system presented with larger bank-
ing institutions could ease access to the information, reduce
adverse selection and moral hazard problems (Fernandez,
Gonzalez, & Suarez, 2010).

The cross-country literature has found that more con-
centrated banking systems are less likely to suffer a system-
ic banking crisis as are more competitive banking systems
(Schaeck, Cihak, & Wolfe, 2009). In the same line, several
evidences prove that banks in highly competitive banking
systems maintain high levels of capital for compensating
of perils of higher risk they are taking (Schaeck & Cihak,
2007); (Berger, Klapper, & Turk-Ariss, 2009).

More concentrated banking markets are less vulnerable
to liquidity or macroeconomic shocks. In their research on
a sample of 134 countries over the period 1993 to 2004,
(Boyd, De Nicolo, & Jalal, 2006) find that concentrated
banks enjoy higher incomes. The like outcomes were un-
covered by (Uhde & Heimeshoff, 2009) for 25 countries in
the European Union over the period 1997-2005. Berger et
al. (2009) on the same direction, highlight the set of risks
influenced by the positive relationship between concentra-
tion and stability. They state that the overall bankruptcy
risks have decreasing tendency with the increase of market
power of the banks. Higher profits sourced by the market
power can increase banks’ capital and respectively their
ability to deal with shocks in a less stable financial frame-
work (Vives, 2010).

Concentrated banking systems may also enhance prof-
its and therefore lower bank fragility. High profits provide
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a buffer against adverse shocks and increase the franchise
value of the bank, reducing incentives for bankers to take
excessive risk. Furthermore, a few large banks are easier to
monitor than many small banks, so that corporate control
of banks will be more effective and the risks of contagion
less pronounced in a concentrated banking system (Beck,
Demirguc-Kunt, & Levine, 2003).

Contradictorily, according to the concentration-fragil-
ity hypothesis, there is evidence linking increase in bank-
ing concentration to reductions in credit supply. It has also
been argued that the higher the concentration in the local
bank market; the higher prices are for financial services,
and consequently the higher the banks’ profits. This is be-
cause banks in less competitive environments charge high-
er interest rates to firms. Boyd and De Nicolo (2005) argue
that the actions of borrowers are unobservable or observ-
able at a costs, is a better description of the environment in
which banks operate. Their model takes into account that
banks compete with other banks in both deposit and loan
markets. Less competition in the loan market implies that
banks can use their market power to charge higher inter-
est rates. First of all, higher interest rates on loans to the
private sector themselves increase the bankruptcy risk for
these firms, due to the stochastic element of the entrepre-
neur’s return. Furthermore, higher interest rates give rise
to adverse selection and moral hazard. These both effects
contribute to an increase in the probability of default.

If concentration is positively associated with banks
having market power, then concentration will increase both
the expected rate of return on bank assets and the stand-
ard deviation of those returns (Beck, Demirgiic-Kunt, &
Levine, 2004). The policy implication is that higher mar-
ket concentration is associated with lower socio-economic
welfare and, therefore, higher concentration is undesirable.
Another cons concentration position is that a more concen-
trated banking structure enhances bank fragility. Advocates
of this concentration-fragility view note that larger banks
frequently receive subsidies through implicit “too big to
fail” policies that small banks do not enjoy (Boyd & Runk-
le, 1993).

Mishkin argues that the presence of large financial in-
stitutions is dangerous for the soundness of the financial
system because failures of large financial institutions ex-
pose the financial system to systemic risk. Financial con-
solidation increases the pressure for governments to adopt
a “too big to fail” policy. The adoption of this policy in-
creases moral hazard because it reduces the incentives for
depositors and other debt-holders to monitor the bank. This
increases the scope for the bank to engage in excessive
risk taking. This is also confirmed empirically by (Boyd
& Gertler, 1994). They argued that the main stress on the

BSGSOUﬁﬁbb/SCIENCE‘l%

financial system has not been the raw number of ba
failures; rather, it has been the poor performance of large
banks. Eminently, when concentration level is quite high,
some banks accumulate so much weight and market power
that their failure would result in the collapse of the entire
financial system. Confirmed with lots of fact during global
financial crises.

Berger et al. (2009) argue a negative impact of in-
creased market power on the banks’ portfolios risk and
support the destabilizing concentration view. Banks hold-
ing market power will rise interest rates on loans, subse-
quently in response to the situation the least risky part of
the banks’ customers will be eliminated from the process.
The bank’s loan portfolio risk will dramatically increase,
which in turn will increase the probability of bankruptcy of

the bank. Thus, the more concentrated the banking system,
the more risky the loan portfolio.

The study of (Boyd, De Nicolo, & Jalal, 2006) on data
from 134 countries over the period 1993-2004 highlight
that, the effect of increased risks of portfolios outweighs
the increased revenues effect sourced with the concentra-
tion of the banking sector. Market power that is grounded

NEW ECONOMIST

on the banking concentration intends to have a destabiliz- 1
ing effect on the financial system. Such situation will add E
even more risk to the market as those big banks mainly try =
to minimize the costs of monitoring. They will concentrate g
their lending in a single industry to achieve economies of %
scale in information gathering. As a result diversification LSD
of loan portfolio will decrease even more making banks
much more vulnerable to systemic shock with a negative
impact on financial stability.

The increased tendency of banking system concentra-

OboR(O 33M

tion, results in size enlarging of the banks. Followed the in-
creased size, financial institutions become able to improve
sectorial and geographical diversification. On the theoreti-
cal level, (Wagner, 2010) shows that diversification can
make large financial institutions look alike, which will hurt
in times of crisis. Growth in bank size increases the moral
hazard risk of becoming “too big to fail”, a risk which will
only become obvious in times of crisis. The transition to
Basel II allowed banks to reduce their capital cushions,
which seemed adequate in normal times but have proven
too small in the current global distress.

Proponents of the concentration-fragility view disagree
with the proposition that a few large banks are easier to
monitor than many small banks. If size is positively cor-
related with complexity, then large banks may be more
opaque than small banks, and therefore more difficult to
monitor. This would tend to produce a positive relation-
ship between concentration and fragility. Theoretical re-
sults demonstrate that monopolistic market power of banks
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raises the opportunity costs of capital and thus, tends to
make financing more expensive (Smith, 1998). Beck T.
(2008) points out that the recent trend of consolidation in
the financial sector created financial conglomerates which
offer a broad array of services. This makes the work for
supervisors harder.

The effect of regulation on bank stability as well as its
effect on the concentration-fragility interplay is a field of
research on which less literature is available. Vives (2010)
gives the implications of an analysis of regulation and
competition. He tries to answer the question whether the
competition-stability trade-off can be regulated away or
not and found that the intensity of competition could de-
termine the optimal level of regulation. For instance, regu-
latory initiatives to increase capital may spark off a wave
of mergers that considerably increases the level of concen-
tration in the industry. Moreover, a banking system with
high entry barriers, in which a small number of institutions
dominate the industry, can nevertheless be characterized
by competition. Lack of adequate competition in banking
could thus, adversely affect economic development.

Beck et al. (2013) found significant cross-country het-
erogeneity in the concentration-fragility relationship; vary-
ing from significantly negative to significantly positive re-
lationships between market power and stability. Although,
they argue that the evidence supporting the concentration-
stability view dominates the evidence supporting the con-
centration-fragility view.

Ben Ali et al. (2015) investigate and evaluate the re-
lationship between concentration and financial stability in
banking markets for a sample of 173 developed and de-
veloping countries over the period 1980-2011 by examin-
ing both the direct and indirect channels. The outcomes
highlight that concentration does not directly influence
on the stability of the banking and financial system. Yet,
concentration has a positive impact on financial stabil-
ity through the channel of increased profitability and a
negative impact through the channel of holding power
for charging high interest rates. Stabilizing notion is sup-
ported by additional revenues related to banking concen-
tration resulted increase in banks’ capital and subsequently
having capital buffers in case of shocks during financial
crises. Channel for destabilizing notion confirm that bank
concentration has a destabilizing effect on financial stabil-
ity. Concentrated banks having power of charging higher
interest rates, will result in elimination of the least risky
part of the customers who prefer not to borrow at those
rates. Accordingly, the quality of banks’ loan portfolio will
be downgraded and deteriorated due to the increased prob-
ability of default. In comparison cross country heterogene-
ity, concentration-stability effect for developing countries

is supported based on the results and on the same line, the
concentration-fragility hypothesis does not hold for these
countries. However ambiguous results are uncovered in
case of developed counties. The results of analysis firmly
confirm the existence of both effects: the stabilizing and
destabilizing effect of concentration on financial stability.
Thus, the case for using concentration as a proxy for
competition can be seriously disputed. This is critical for
the inference of policy implications since concentration
does not necessarily imply the lack of competition, given
that factors other than competition may drive concentra-
tion. The results from various literature confirm that high
level of concentration promotes high profitability of bank-
ing institution trough their ability of charging high interest
retes on loans and low rates on deposits earning supernor-
mal profits from big interest rate spread on the bases of low
competition; at the same time high profitability guarantess
high levels of capital buffers, increases ability to absorb
shocks during financial crises, resulting in the stability of
the financial system. Situation results large strong bank-
ing institutions with diversification abilities and facilitating
jobs of regulation of monitoring. However, looking from
the other side high concentartion makes expensive the fi-
nancial sources on the market, limites access to the finance
and impacts on the financial stability through the loan port-
folio deterioration as in good times, perceiving their power
large banking institutions do not give prorer attention to the
quality of portfolios, increasing probabilility of default. On
the same line, presence of large institutions feeds too big to
fail problems resulting low stability of the system with the
same tendency to increase infuence on the whole economy
and make more difficult job of regulators to control such
complex conglomerates under possible lobbying preasure.
The relationship between competition and stability is more

contrasting.

Competition and Stability

The relationship between competition and stability in
the academic literature is presented with two contradicting
views. First, denoted as the “charter value” view, states a
negative relationship between competition and stability.
The second, states a positive impact of competition on sta-
bility. The empirical works provide a series of ambiguous
and contrasting results, changing country to country, re-
lated to the sample and period analyzed, and the alternates
used for competition and financial stability.

Keeley (1990) was one of the first, who investigated the
relationship between competition and financial stability in
the banking sector. He states that competition in the bank-
ing sector reduces financial stability. The channel which
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explains this negative relationship between competition
and financial stability is often described as the “charter
value” channel. Guttentag & Herring (1983) define char-
ter value as: the present value of the net income the bank
would be expected to earn on new business if it were to
retain only its office, employees and customers. A bank’s
charter value can thus be interpreted as the discounted val-
ue of the future profits the bank is expected to earn based
on its reputation, its markets and its superior information
about its customers. Alternatively, a bank’s charter value
is an intangible asset from which the bank derives profits,
but the value of this intangible asset would be foregone
once the bank goes bankrupt or is closed by the supervisory
authority. Keeley (1990) states that increased competition
reduces banks’ charter values. This is because increased
competition reduces banks’ market power (Berger, Klap-
per, & Turk-Ariss, 2009). Banks with higher charter values
face higher opportunity costs of going bankrupt. Therefore
these banks have little incentive to engage in excessive risk
taking and behave more prudently and hold more capital,
hold less risky portfolios or originate a smaller loan portfo-
lio (Berger, Klapper, & Turk-Ariss, 2009).

Based on the charter value implications can be pre-
dicted that more concentrated and less competitive bank-
ing systems are more stable, due to high level of revenues
acting as a buffer against fragility and providing incentives
against excessive risk taking. Reversely, monopoly power
can result in increased interest rates accordingly intensify-
ing principal-agent problems between bank and borrower
resulting in fragility. The same relationship is similarly am-
biguous on the liability side.

Competition between banks in the deposit market tends
to increase the interest expenses of banking institutions.
This is related with increased competition, forcing them
to attract depositors offer slightly higher interest rates than
their competitors. This kind of competition leads, ceteris
paribus, to an erosion of profitability and thus a decline in a
bank’s charter value. This provides an incentive to engage
in risk taking and might further be enhanced by compe-
tition in the loan market. Demirgiig-Kunt & Detragiache
(2002) examined how interest rate ceilings affect financial
stability in an environment with deposit insurance. They
found that explicit deposit insurance tends to be more det-
rimental to financial stability in countries where interest
rates are deregulated. Interest rate ceilings might thus con-
tribute to financial stability.

According to Allen & Gale (2004) results, due to in-
creased competition, assumed as an increase in the number
of banks that compete, each bank attracts a smaller amount
of deposits and therefore the effect an individual bank has
on the interest paid to depositors becomes negligible. As

the number of banks increases the market becomes mor%

similar to a situation of perfect competition in which firms
have an incentive to increase their business as long as their
expected profits are positive. These competitive forces en-
sure that the profit of each bank approaches zero and there-
fore banks have extreme incentives to take risk. Authors
highlight that fragility also depends on the structure of the
interbank market: Contagion effects arising from small li-
quidity shocks in a perfectly competitive interbank mar-
ket where all institutions are price takers can force all the
banks to liquidate assets.

Boyd et al. (2004) also put forward that the probabil-
ity of observing a banking crises does not only dependent
on the degree of competition. Rather, monetary policy is a
major determinant as well. Monopolistic banking systems

are found to be more fragile if the rate of inflation is be-
low a certain threshold, whereas more competitive bank-
ing markets are more vulnerable if inflation is above this
threshold.

Northcott (2004) argues that a more consolidated bank-
ing system with fewer large and stable banks is more likely
to maintain complete and fully connected linkages than a
perfectly competitive market. This implies that perfectly
competitive banking systems are more vulnerable to wide
spread banking failures. Also, Saez & Shi (2004) state that
a more consolidated banking system is better able to coor-
dinate its actions. In these circumstances banks are more
likely to provide liquidity to the troubled bank. This pre-
vents financial contagion and makes the liquidity provid-
ing banks better off.

The competition-fragility view expects that high com-
petition in banking enhances a decrease in stability and
thus more fragility in banking (Berger, Klapper, & Turk-
Ariss, 2009); (Carletti, Hartmann, & Spagnolo, 2002).
This fragility is caused by the fact that if banks lose market
power due to high competition, they will take on more risk
in order to increase return.

High competitive and contestable financial systems
promote financial innovation and reduce the risk of regula-
tory capture, thus ensuring stability during normal times.
However, such competition might also subsidize to the
build-up of bubbles and herding behavior that are not taken
into account in the banks’ cost of funds and risk manage-
ment systems. When leading banks invest in certain type
of product, like it was before subprime mortgage crisis
period, generating high profits, other banks are forced to
imitate and follow them, as otherwise their shareholders
will hold them responsible for the lower profitability of the
institution. One serious mistake of leaders will ultimately
result in a too many to fail situation, as was observed in
the global financial crisis (Acharya & Yorulmazer, 2007).
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Competition and the market structure might have an
effect on the effectiveness of prudential supervision. If a
more concentrated banking system implies a smaller num-
ber of large banks, then Beck T. (2008) suggests that in
such market the burden for the supervisory authority is
lower. This would enhance the stability of the banking sys-
tem. Furthermore, Beck T. (2008) states that proponents
of the competition-fragility hypothesis argue that larger
banks are better able to diversify their portfolio and thus
lowering their exposure to idiosyncratic risk.

Beck et al. (2006) using a cross-country data set on
69 jurisdictions provides strong empirical evidence that is
consistent with the competition-fragility view. They report
that increases in national bank concentration do not feed
into increased fragility of the banking system and that the

results are robust subject to a broad array of robustness
tests. In addition, they show that less contestable markets,
approximated by a set of regulatory variables such as ac-
tivity restrictions for banks, are more prone to experience
episodes of systemic crises.

On the other side, the competition-stability hypothesis
states that competition in the banking system promotes fi-
nancial stability. Boyd & De Nicolo (2005) argue that the
(= inference of the portfolio problem, that banks face is that,
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c banks determine their asset allocation based on given re-
turns and prices, does not take into account the information
asymmetries that are common in financial markets. They
argue that one of the core problem - the actions of borrow-
ers are unobservable or observable at a costs, is a better de-
scription of the environment in which banks operate. Their
model takes into account that banks compete with other
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banks in both deposit and loan markets. Less competition
in the loan market implies that banks can use their market
power to charge higher interest rates. First of all, higher
interest rates on loans to the private sector themselves in-
crease the bankruptcy risk for these firms, due to the sto-
chastic element of the entrepreneur’s return. Furthermore,
higher interest rates give rise to adverse selection and mor-
al hazard. These both effects contribute to an increase in
the probability of default. Thus allowing for competition
in the loan market can reverse the above described relation
between banking sector competition and financial stability.

Caminal & Matutes (2002) show that competition in
the banking sector not necessarily decreases financial sta-
bility. They argue that banks in more monopolistic markets
are more likely to monitor their borrowers than banks in a
competitive market. These monopolistic banks have mar-
ket power and are therefore able to appropriate a larger
part of the rents created by monitoring. The market struc-
ture therefore explains why banks in a more monopolistic
banking sector are more willing to solve the agency prob-

lem in banking. Monopolistic banks therefore rely less on
credit rationing compared to banks in a more competitive
environment. This lack of credit rationing increases their
exposure to aggregate portfolio risk or non-diversifiable
risk, which increases the probability of a banking failure.

Furthermore, Petersen & Rajan (1995) argue that banks
in a more concentrated banking system are more willing
to finance smaller credit-constrained firms because rela-
tionship banking allows them to internalize the benefits of
these firms later on in their relationship. It is well-known
that these small firms are riskier than larger firms; therefore
banks in concentrated banking systems that engage in rela-
tionship banking might be more risky than banks in a more
competitive environment.

Based on the literature review results, some studies
stress the positive link between banking competition and
banking crises in individual countries, arguing destabiliz-
ing effects of high competition by the “charter value” chan-
nel, implying that banks losing market power due to high
competition, forces them to take on more risk in order to
increase return. Vice-versa, the economists e.g. (Schaeck,
Cihak, & Wolfe, 2006) use cross-country data to show that
competition in the banking sector reduces the likelihood of
financial crises. Also, Berger et al. (2009) argue that there
is theoretical and empirical support for the competition-
stability view, stating that high level of competition makes
banking institutions behavior more transparent and conven-
tional with increased attention to the risk management, thus
ensuring sustainability of the system. These contradicting
findings in the economic literature make it difficult to de-
rive precise policy implications.

Conclusion

There is a continuing dispute in academic literature on
the relationships between competition, concentration and
stability in the banking sector. According to the concentra-
tion-stability or competition-fragility theory, there is posi-
tive relationship between concentration and stability, but
negative relationship between concentration and competi-
tion, and competition and stability. On the one hand, there
are academics and policy makers who believe that more
competition in banking results in greater instability and
more market failures, other things being equal. This theory
suggests that banks operating in a highly concentrated mar-
ket (or in a market that restricts entry) will earn profits that
can serve as a buffer against fragility, and as an incentive
against excessive risk taking. More competition, which puts
more pressure on profits, is thought to create higher incen-
tives for banks to take greater (potentially excessive) risks,
resulting in greater instability. This theory predicts that de-

Ni2-3(50), 2018 §geo0, year



regulation, resulting in more entry and competition, would
ultimately lead to more fragility. It also holds that a more
concentrated banking system might reduce the supervisory
burden of regulators, thus enhancing overall stability.

The opposing view is that a more concentrated banking
structure in fact results in more bank fragility, supported
by concentration-fragility or competition-stability theory.
According to this theory, there is negative relationship
between concentration and competition and concentra-
tion and stability, but positive relationship between com-
petition and stability. In such environment fragility of the
market is increased due to banks power to boost the in-
terest rates they charge to firms rising firms default riski-
ness connected to a higher probability of non-performing
loans, which will result in expensive financial product and
limited access to finance, consequently affecting economic
processes. Beside, high concentration of larger firms is pre-
condition for increased contagion or systematic risk. In the
highly concentrated markets, huge conglomerates become
very important for the sustainability of the market and is
presumed that such banks will receive larger subsidies via
“too big to fail” policies, thereby intensifying moral hazard
problems by additional risk-taking incentives and conse-
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quently increasing banking system fragility. This intensio
destroys the argument of less need for supervision of big
banks in a highly concentrated market with the evidence
that highly concentrated banking systems with conglomer-
ates offering a wide array of services, makes them more
complicated and difficult to monitor. On the same line high
level of competition makes banking institutions behavior
more transparent and conventional with increased atten-
tion to the risk management, thus ensuring sustainability
of the financial system.

As shown in the recent financial turmoil, regulation
affects the resilience of financial institutions to a crisis.
Countries with strong regulatory and institutional frame-
works have been less prone to financial distress. A well-
designed regulatory framework can also help reduce the
potential detrimental effects of competition on financial
stability in particular by improving banks’ risk taking in-
centives. In other words, regulation can make banks less
inclined to take on excessive risk. At the same time, ensur-
ing transparency and equally treatments of all participants
will promote high performance of overal sector and eco-
nomic development.
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Passed measures for attraction of FDI and provement of their consistency

Zurab Kirkitadze
Doctoral Student
Ivane Javakhishvili Thilisi State University

The content of the article consists of: explanation of passed measures for attraction of FDI, provement of consist-

ency of this measures and also representation of factors that hinder attraction of FDI to Georgia. The aim of research

was to find out the factors by which our country was traying to attract FDI and to prove the consistency of this

measures for attraction of FDI. If government of Georgia will try the retention of the existing conditions that exist

after reforms then Georgia will attract additional FDI.
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IS DEMOCRACY INCOMPATIBLE WITH UBUNTU?

Anténio dos Santos Mabota

Antonio dos Santos Mabota. Lecture at Uniersidade Ped-
agogica — Mozambique, PhD candidate at Uniersidade do
Minho -Portugal

Knowledge is produced within culture and may be expanded outside it. Within cultural knowledge are included
forms of social, political and economic organisation. In contemporary Africa there are coexistent of African socio-

political and economic forms of organisation with Western ones which sometimes results in conflict of values such

as the one between communal solidarity and individual sovereignty, inherent to African communitarian society,
based on communal solidarity and Western Democracy, grounded in Human Rights, namely individual sovereignty,
including participation in decision-making on the rules and collectively binding policies. If there is a tendency to
sacralising Democracy as the best political model due to its engagement with the Human Rights and diabolising non-
democratic political models and cultures as a danger for peoples Human Rights, there is also a need to submit both

political model and culture to a Kind of “devil’s advocate” strategy to find out what they really worth as their prac-

W ECONOMIST

tices can both promote as well as harm the Human Rights. Considering that Ubuntu was used as a platform for the
establishment of Democracy in post-apartheid South Africa in such a way that it served as a model of sharing political E
power as social good. If one may speak of success of this use of Ubuntu, it is necessary that the sharing of political K
power to be articulated with the sharing of the economics as social good, so that its success can be confirmed as a good
model of socio-political organisation. considering the importance of cultural values inside communities, we suggest &
an articulation between political and economic spheres of the community’s life in the ambit of Ubuntu that harms
neither individual rights nor communal solidarity; thus, inspiring a democratic model rooted in the African culture.

Key-words: Culture, Clash of Knowledge, Democracy, Ubuntu and Devil Advocate Strategy.

Introduction

In this article we will argue about Knowledge as
something produced within culture and that may be
expanded outside it. Within cultural knowledge forms
we include socio-political and economic organisation
Then, we assume that in contemporary Africa there are
coexistent African socio-political and economic forms of
organisation with those borrowed from other cultures
as the Western one. This coexistence sometimes results
in conflict of values such as the one between communal
solidarity and individual sovereignty, inherent to Afri-
can communitarian society, based on communal soli-
darity and to Western democracy, grounded in Human
Rights, namely individual sovereignty, including partici-
pation in decision-making on the rules and collectively
binding policies.

Our discourse will revolve around Ubuntu as mani-
festation of African communitarianism that was used as
a platform for the establishment of the Democratic State
of Law in post-apartheid South Africa, in which ambit

it served as a model of sharing political power as social
good. Based on Michael Walzer 's theory of distributive
justice, the John Mbiti ‘s asserted: “I am because we are,
since we are, therefore I am”, as stated by the Swabhili
people’s say: “mkomo mmoja haujikuni mgongoni [a
hand does not scratch its own back]” referred by Masolo,
and the Zulu say: “ubuntu ungumuthu unga bantu [per-
son is a person because of persons]” referred by Shutte,
we will claim that If one may speak of success of this use
of Ubuntu, it is necessary that the sharing of the political
power as social good to be articulated with the sharing
of the economics as social good, so that its success can be
confirmed as a good model of social organisation, as this
sharing would favour a socio-economic development
which is said to be the advantage of free market that ac-
companies democratic political system.

Therefore, we will suggest a path for articulation be-
tween political and economic spheres of the community
life in the ambit of Ubuntu that harms neither individ-
ual rights nor the communal solidarity, thus inspiring a

democratic model rooted in the African culture.
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As an approach methodology we will confront De-
mocracy as a cultural element that shapes Western
socio-political model, with Ubuntu as a manifestation
of African culture that shapes African traditional socio-
political models. Our fundamental objective is to stress
on the so-called “devil’s advocate” strategy from the
perspective of both Western and African cultures, that
what is really important in socio-political models is not
the political system itself, nor the type or name of insti-
tutions it adopts, but the values it defends, which should
be the Human Rights to be translated in the well-being
of people or, simply, in socio-economic development of
political communities. Thus, we will consider the fact
that some non-democratic states do provide a relative
well-being to their citizens, while some democratic
states do not. Yet, we will consider the fact that some
democratic states” practices in home and foreign police
violate Human Rights of people. Hence, our argument
will be that if Ubuntu as a communitarian system can
preserve Human Rights, it can serve as a basis for the
construction of African democracy.

In the discourse first, we argue that while democracy
is said to be a political system that favour Human Rights,
there are non-democratic States® cultural practices that
promotes Human Rights, and because democratic and
non-democratic states practices may violate Human
Rights, both should be submitted to the “devil advocate”
strategy; secondly, we concentrate on Politics and Eco-
nomics as social goods to be shared within society ac-
cording to their social meanings. Then, we present the
differences between Western and African communities,
and further, the Ubuntu’s challenge in face of the West-
ern culture. Furthermore, we concentrate on the South
African Impasses with Ubuntu. Finally, we suggest the
possibilities of Ubuntu as Political model that can pre-
serve the values defended by Democracy.

Is Democracy Incompatible With Non-Western

Cultures?

Human Rights (HRs) present a widely consensual
moral paradigm among people. In this sense they con-
stitute a very strong argument for overcoming cultural
relativism that threaten its achievement, thus emerging
as a requirement for the necessary establishment of a
universal morality. Alongside relativism there is a risk
of a compulsory unanimity, therefore, instead of stress-

ing on a single culture, the universal morality should be
based on an articulation of values from different cultures,
expurgating beliefs and practices that undermine human
dignity and preserving those beliefs and practices that
promote human dignity where HRs are rooted.

Yet, Democracy is a governance model which abide
by the Universal Declaration of Human Rights (UDHR)
that emerges as a conquest of the Western tradition, and
seen as a good model of governance that as such should
be expanded across the world. Due this view, socio-po-
litical and economic practices shaped by values and be-
liefs from non-Western cultures are considered a threat
to HRs which are perceived as the banner of democratic
political model.

An interesting way to look at this question is to eval-
uate the governance model by its capacity to produce
socio-cultural development of a political community. In-
deed, if a model of political organisation is of decisive im-
portance for the development of a political community,
a governance system that promotes individual freedoms
has been advocated by classical economics theorists
(Hume, 1741/1742; Smith, 1776; Ricardo, 1817) and neo-
classical (Hayek, 1944; Friedman, 1962), by neoliberal
institutions, e.g. Bretton Woods Institutions (IMF, WB
and GATT - WTO) and by the rulers of the great capital-
ist countries such as Margarethe Thatcher' and Ronald
Reagan?, as conducive to cultural and economic develop-
ment. Yet, Democracy is regarded as a political model
that par excellence promotes freedom due its reference
to HRs. As UDHR includes civil rights or fundamental
freedoms (Articles 3 to 20); political rights or sovereignty
(Article 21) and collective rights: economic, social and
cultural (articles 22 to 27), democracy appears alongside
liberal capitalism as an excellent promoter of HRs, since
both apparently would promote socio-economic and cul-
tural development. In this sense, democracy would pro-
vide an institutional arrangement that would be suitable
for economic liberalism.

Notwithstanding this belief in democracy, it should
be noted that, on the one hand, there are facts in his-
tory that show the use of democracy in function of
States® selfish interests, violating thus other States® Hu-
man Rights, and on the other hand, counterexamples
that show economic and cultural development of auto-
cratic political communities which, therefore, could be a
source for promoting fundamental human rights of their
citizens. In the first case, one may point to the violation
of citizens’ human rights by rulers of democratic but cor-

1. A British stateswoman who served as Prime Minister of the United Kingdom from 1979 to 1990.
2. An American statesman who served as the 40th President of the United States from 1981 to 1989.
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rupt states like many African states (Ochola, 2007) and
by some States to other States because of their foreign
policy, e. g., United States of América (Archibugi, 2017).
In the second case, the case of China and Islamic states
such as Saudi Arabia can be pointed out. China, not being
a Democrat state, its today’s economic success is due the
borrowing of Western technology and economic model
coupled with traditional moral and discipline (Schell &
Delury, 2013). In turn, one of the Saudi Arabians secrets
of success are the traditional values embodied in Islam,
such as the practice of consensus (jjima) and consultation
(shura) in decision-making (Long, 2002). This success fa-
vours the promotion of a decent life for its citizens, ex-
pressed by the rights to health, housing and education.

In addition to these facts, it is possible to identify
within democratic states practices not based on demo-
cratic institutions, which, however, are not contradic-
tory to the democratic system itself. An example is the
case of mutualism.?

Mutualism is not an institution established by the
democratic political model. However, its nature is not
contradictory to the democratic political model since it
is framed in the light of the democratic principle of free-
dom of expression and association, which is a political
right enshrined in the Universal Declaration of Human
Rights. Even though there are references to previous sit-
uations, knowledge of mutualistic forms of organisation
are clearly pointed out in Ancient Greece and the Ro-
man Empire (Unido das Mutualidades Portuguesas, n.d).
However, it is only after the middle ages that the prin-
ciples of Mutuality (mutual aid, solidarity, opposition to
established powers) have begun to be demarcated and
more concretely defined in practice in three main ways:

. The “Ghildas”, a form of associations originating
in the Scandinavian countries, introduced by the Franks
around the 8th century, practicing solidarity in the face
of financial insecurity and aiming at the mutual assis-
tance of its members, mainly made up of merchants and
peasants. It had influence in the north of France;

. The confraternities, which result from the ef-
forts of Christianity to assimilate the associative currents
of Antiquity and those of pagan peoples. They incited
the men of the Middle Ages to practice acts of provi-
dence for the salvation of his soul. Through associations,
created under the aegis of the Clergy, they were careful

to maintain religious rites and ceremonies, and, as a sup-

1. Private social protection system that aims at mutual assistance in situations of lack or improvement of the living conditions of
members, as a voluntary way of achieving the ideal of solidarity. These general objectives of social solidarity protection are pro-

moted by mutual institutions, generally of an associative type and

which specialize according to the modalities of protection to be carried out. This system is fundamentally characterized by a lack

of profit-making spirit (Unido das Mutualidades Portuguesas, n.d).

plementary duty, they imposed charitable duties on th%
sick, widows, orphans and the elderly. [...].

. Associations of companions (compagnonnage):
a form of associations begun with the construction of ca-
thedrals in the twelfth century, in which the prolonged
conviviality of artisans, employees and companions of
various mysteries led to the need to group together in a
social base close to the mutualist solidarity organization,
establishing as a duty mutual assistance in case of illness,
old age and death (Unido das Mutualidades Portuguesas,

n.d)

Despite its distant origin, mutualism continues to be

practiced within modern democratic states like Portu-

gal, and is presented in the form of “mutualist associa-
tions”, which are “private institutions of social solidarity
(IPSS) and have a legal nature of legal persons of public
utility “and” are governed by the Code of Mutual As-
sociation, * approved by Decree-Law no. 72/90 of March
3, and additionally, by the Statute of Private Institutions
of Social Solidarity, approved by Decree-Law no. 119/83
of 25 February.
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As we have seen, this type of institution is not itself E

an element of the democratic political system, nonethe- <
less its action, while not contradicting democracy, ap- g
. . c

pears as an element of promotion of Human Rights. ©
e

)

Given these facts, we can ask ourselves if Democracy %

is valid for itself as a political system or for the values 2
it defends, nominally Human Rights? If its value results g
V)

from the values it defends, can we legitimately claim &
that if Ubuntu as a manifestation of African humanism
can promote HRs it is not necessarily incompatible with
democracy as a political system, thus it can serve as a
basis for building African democracy or African model
of promoting HRs?

The possible objection to Ubuntu is that, like auto-
cratic government systems that are accused of repressing
fundamental freedoms of their fellow citizens, the tradi-
tional African model of political organisation is connot-
ed as repressor for sovereignty and individual autonomy
as Human Rights, once it seems that the community
precedes and succeeds the individual. Based on the as-
sumption that HRs constitute a universal paradigm, it

is necessary to evaluate the extent to which Ubuntu

voluntary inscription, Mutuals or Associations of Mutual Aid,
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can promote an articulation of Universal values of HRs
with the locally African culture of Ubuntu, embodied
in democracy as a political system, without, therefore,
violating individual and community solidarity which
is important for socio-economic development. For this
propose it should be interesting to submit to the “devil

advocate” strategy both democracy and Ubuntu.
The “Devil’s Advocate” Strategy

‘While it is true that there are beliefs and practices
within non-democratic political models and non-West-
ern cultures that endanger human rights, it is also true
that there are practices of democratic governments that
violate HRs. Yet, some HRs enshrined in the UDHR are
not incompatible with values, beliefs and practices from
non-Western cultures and non-democratic states.

These truths, in themselves, justify the need to eval-
uate Democracy as a political system engendered from
the Western tradition and Ubuntu as a manifestation of
African culture. An interesting way of doing this evalu-
ation may be to submit to “devil’s advocate” strategy,
both democracy as a political system and Ubuntu as a
manifestation of African culture, taking into account the
values it defends and the realisation of these values in
practice.

The term ‘devil’s advocate’ (in Latin: Advocatus Di-
aboli) has its origins in the Catholic Church. The term
referred to an official whose ostensible position was to
represent the devil in discussions concerning the award-
ing the titles of ‘blessed’ or ‘saint’ to candidates due to
enter the church’s pantheon. The devil’s advocate, who
consistently opposed every candidate, was faced by a
second official who played the role of ‘God’s advocate’
(Advocatus Dei) and spoke in favour of the candidates
(Burtsell, 1907).

In modern times, the term ‘devil’s advocate’ is used
metaphorically to refer to a person who presents — often
artificially — a contrary position to the dominant posi-
tion in a given discussion. The purpose is to prevent the
emergence of unanimity and to stimulate fresh thought
regarding the accuracy of the dominant position (Pas-
covich, 2018)

To explain what we are calling the devil 's advocate
strategy which should be applied to Democracy and
Ubuntu, we are going to consider the Israel intelligence
service case, for instance. Thus, we will consider the
1973 Yom Kippur War, referred by Eyal Pascovich. In-
deed, this war is considered the most serious failure of

Israeli intelligence, and especially of AMAN, the mili-
tary intelligence agency (Pascovich 2018, p. 4). Accord-
ing with Eyal Pascovich,

Just before the war, the AMAN researchers insisted
that Egypt was not ready for war with Israel and was
aware that any attack would end in defeat. No-one out-
side AMAN could challenge this analysis of the enemy’s
mindset since AMAN was the only intelligence agency
in Israel involved in intelligence research in any field
(including political intelligence). AMAN maintained
this assessment even at the beginning of October 1973,
when its information collection agencies brought count-
less reports suggesting increasing activity by the Egyp-
tian and Syrian militaries. Under the influence of its
own conception, which had by now become fossilized,
AMAN interpreted these preparations as a military ex-
ercise rather than evidence of impending war. Isolated
voices in AMAN that attempted to challenge the domi-
nant assessment were quickly suppressed. An example
of such a voice was Lieutenant Binyamin Siman-Tov,
who served before the war as a junior intelligence of-
ficer in the Southern Command. Siman-Tov’s exposure
to the unusual activities of the Egyptian military moti-
vated him to attempt to warn of imminent war, but his
commanders immediately silenced him. He was not al-
lowed to present his opinion to his superiors in the sen-
ior military or political echelons, and his commanders
even sought to punish him for his ‘disobedient conduct’.
On the morning of Yom Kippur, 6 October 1973, AMAN
suddenly and dramatically changed its assessment. The
change came after a report from a senior source in the
Mossad, the foreign intelligence agency, stated that war
would break out within a matter of hours. However, the
short timeframe remaining before the outbreak of hos-
tilities at noon on the same day did not allow the Israel
Defence Forces (IDF) to prepare properly. As a result,
the Israeli forces suffered severe losses during the early
days of the war. Although the war ended in an Israeli
military victory, after 19 days of bloody combat, this did
not compensate for the massive failure in Israeli intel-
ligence. The Agranat Committee — the official committee
of inquiry established in Israel following the war — found
that the roots of the intelligence failure lay in a fossil-
ised intelligence conception held by AMAN, and in the
fact that this agency held a monopoly over intelligence
assessments in Israel. The Agranat Committee recom-
mended that this monopoly be broken and that an ele-
ment of pluralism be created in the Israeli intelligence
community. It suggested that this could be achieved by
establishing an intelligence research agency in the Mos-
sad and by upgrading the Foreign Ministry’s intelligence
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department (Pascovich 2018)

Now, one may ask what the devil’s advocate strategy
and the intelligence service, namely the related Israel’s
case, has to do with the clash of Knowledge and Indig-
enous Cultures in Contemporary Africa, more precisely,
with the clash between Democracy and traditional Af-
rican values and practices. First, as intelligence services
are for the crucial importance in security of any coun-
try, Human Rights imply a commitment with people’s
security. Second, as democratic and non-democratic
practices, while violate, they can promote people’s Hu-
man Rights, both should be submitted to the scrutiny of
devil “s advocate strategy to find out the really value of
democratic and non-democratic models of socio-political
and economic organisation. The Israel case shows how
an arrogant defence of a positions can lead to a mistake
which result in huge human and economic losses. Ac-
cordingly, a blind defence of democracy or other model
can lead to the same kind of losses.

Consequently, the devil’s advocate strategy proce-
dure would avoid a kind of unanimity which putts at
risk Human Rights said to be a condition of world se-
curity, by suffocating the values of particular cultures,
and allow all cultures and traditions to contribute in
producing a model that can well promote Human Rights
everywhere, regardless the name or if this model should
be or not applied in the same way in different political
communities. From this we should conclude that what is
being a clash of values, should be an opportunity to build
a strong model or vision which can make easy the task of
promoting Human Rights all around the world.

Therefore, the purpose of this devil’s advocate atti-
tude is to purge the negative aspects of both Democracy
and Ubuntu to evaluate if they deserve the “canoniza-
tion.” However, before entering this discussion, let us
consider politics and economics as social goods that must
be shared among citizens of a political community.

Politics and Economics as Social Goods to be Shared

For articulating the universal values of Human Rights
in Democracy and Ubuntu as political models we will re-
lay on the Michael Walzer’s theory of distributive justice
he proposes in Spheres of Justice: a defence of plural-
ism and equality (1983). For this propose, three ideas are
worth to be exploited from this book: (1) the theory of
distribution of goods; (2) monopoly and dominance; and
(3) simple equality and complex equality.

Walzer 's theory of distribution of good comprises 6
principles that can be summarized as following:

1.  All the goods with which distributive justice
is concerned are social goods. These goods have social
meanings and they have different meanings in differ-
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ent societies, which means that the same thing is value
for different reasons, or it is valued here and disvalued
there;

2. Men and women take on concrete identities be-
cause of the way they conceive, create, possess and use
social goods;

3. There is no a set of primary or basic goods con-
ceivable across all moral and material world or any such
set would have to be of little use in thinking about par-
ticular distribution;

4. Itis the meaning of goods that determines their
movement. Distributive criteria and arrangements are
intrinsic not to the good-in- itself, but to the social good.

If we understand what it is, what it means to these for

whom it is good, we understand how, by whom, and for
what reason it ought to be distributed;

5.  Social meanings are historic in character, and X2
so distribution, and just and unjust distribution change
over the time; and

6. 'When meanings are distinct, distribution must
be autonomous. Every social good or set of goods con-

W ECONOMIST

stitutes, as it were, a distributive sphere which only cer-
tain criteria and arrangement are appropriate: Money is
inappropriate in the sphere of ecclesiastic office, it is an E
intrusion from another sphere. And pity should make of &
no advantage in the market place has commonly been 3
understood. [...] what happen in a determined sphere
affects what happen in another [...] there is no single
standard. But there are standards [...] for every social
good and ever distributive sphere in every particular
society; and these standards are often violated, goods
usurped, and sphere invaded by powerful men and
women (Walzer, 1983, p. 7-9).

From these principles of distribution of good Walz-
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er explains the difference between Dominance and
Monopoly which is his second important idea for our
discourse. His standing point is that many societies are
organized in What we might call of a social version of
“gold standard”, meaning that “one good or one set of
goods is dominant and determinative of value in all the
spheres of distribution” (Walzer, 1983, p. 10). Then,
he calls “a good dominant if the individuals who have
it, because they have it, can command a wide range of
other goods; and monopolized “when whenever a single
man or Woman or a group of men or women [...], suc-
cessfully hold it against all rivals” (Walzer, 1983, p. 10).
Thus, while dominance “describe a way of using social
goods that isn’t limited by their intrinsic meaning or
that shapes those meanings in its own image”, monopoly
describes “a way of owning or controlling social goods
to exploit their dominance” (Walzer, 1983, p. 10-11).
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Therefore, a monopolistic control of a dominant good
makes a ruling class whose members are in the top of the
distributive system.

From the ideas of monopoly and domination Walz-
er defends what he calls a complex equality, which he
contrasts with what would be simple equality. Simple
equality would be characterised by a concern to avoid
monopoly through greater sharing of wealth, so that
no good is monopolized. This kind of equality “needs
continued intervention by the State to break the mo-
nopoly trend.” However, because democratic system
which characterizes our present societies “is weak to
deal with the reappearance of monopoly”, simple equal-
ity will disappear due to “the progress of conversions,
favoured by free trade in the market place, which will
certainly bring about inequalities” (Walzer, 1983, p. 12-
16), so that a good of a given sphere can be converted
into goods of other different spheres, thus establishing
the dominion of the individuals who control that good.

Therefore, Walzer defends a complex equality soci-
ety, one in which different social goods are possessed in
a monopolistic fashion, but no particular good is usually
convertible. Thus, he argues that we must focus on the
reduction of dominance, not primarily on repression of
monopoly. Here we have an ideal way of sharing social
good that would suit to the ideal of Ubuntu as a mani-
festation of African Communitarianism as we will try to

show in the next section.
African Communitarianism
D. A. Masolo (2010) claims that

[A]lthough communitarianism has long been used
by communities around the World as paradigmatic and
spontaneous principle of social organizations and guid-
ance of moral conduct, it has fairly recently emerged as
a doctrine or school of thought in social and moral phi-
losophy (Masolo, 2010, p.222).

If this is true, it also becomes obvious that there are
differences between the communitarian models of so-
cial organization in different places, which revel specific
cultural characteristics and intellectual tradition. Nev-
ertheless, it seems like all communitarianism possesses a
common feature that favours what we name “a logic of
collective rationality”: the fact that it is the antithesis of
individualism or systems and values built on that prin-
ciple (Masolo, 2010, p. 222). This is the case of Western
and African communitarianism. We will consider Afri-

can communitarianism based on John Mbiti and Masolo.

While Mbiti (1969) is not concerned directly in Af-
rican communitarianism, Masolo (2010) discusses com-
munitarianism as a philosophical theory. In this sense,
Masolo makes a comparison between Western and Afri-
can communitarianism. However, both Mbiti and Maso-
lo believe in what can be called the communal nature of
the African people.

The above referred John Mbiti s book is unavoidable
for anyone who wishes to speak of African communi-
tarianism, although communitarianism was not the main
concern of the author, since he was concerned in com-
paring traditional religion of African people making a
descriptive and interpretive analysis of their representa-
tive elements. But from the general character of the re-
ligions that Mbiti concludes in his study, precisely the
fact that Traditional African Religions are not primarily
for the individual but for the community in which the
individual is a part, one can infer his belief in the com-
munitarian African nature.

Indeed, in the tenth chapter: Ethnic Groups, Kinship
and Individual, Mbiti states that God made the first man,
and this man, in turn, made the individual who became
the corporate or social man. So, only in terms of other
people, the individual gains consciousness of his own be-
ing, his own duties, his privileges and his responsibilities
towards himself and other people. In this way, when the
individual suffers, he does not suffer alone, but with the
group in which he is incorporated; when he rejoices, he
does not rejoice alone, but with his kinsmen, his neigh-
bours and his relatives, alive and dead. When he marries
he is not alone, not even his wife belongs only to him.
Likewise, their children belong to the corporate body of
kinsmen, even if they bear the name of the father or the
mother. Whatever happens to the whole group, it also
happens to the individual. Thus, the individual can say:
“I am, because we are; and since we are, therefore I am”
(Mbiti, 1989, p.106).

This position of Mbiti is seen by many defenders
of the communitarian nature of the African people, as
fundamental for the theorisation of African as naturally
communitarians.

In turn, Masolo (2010), comparing western and Af-
rican communitarianism he argues that, while, “the col-
lectivist European society, [...] “places the emphasis on
the individual, on his original activity and needs” [...],
Negro-African society “puts more stress on the group
than on individual, more on solidarity than on the activ-
ity and needs of the individual, more on the communion
of persons than their autonomy”. This means that, while
“the European collectivist society bases solidarity on the
activities of individuals, the African community society

— [0/

Ni2-3(50), 2018 §geo0, year



bases solidarity on the general activity of the group”
(Masolo, 2010, p. 231).

From this follows that the “idea of our need to pro-
tect our interests and needs relates directly to our ability
to recognize similar interests and needs in others”. Here
lay the African communitarian ideal from which comes
several African says as the Swahili peoples say mkomo
mmoja haujikuni mgongoni [a hand does not scratch its
own back] (Masolo, 2010, p. 241); Zulu people: ubuntu
ungumuthu unga bantu [person is a person because of
other persons] (Shutte, 2014, p. 3), which express the
humanistic values of solidarity.

If one can claim that this communal solidarity risk
to repress individual sovereignty and autonomy, we can
answer that if this behaviour favours communal well-be-
ing, there would be granted fundamental Human Rights,
as the individual well-being should be the consequence
of Democracy as vehicle of Human Rights.

Ubuntu’s and Democracy’s Challenges

The devil’s advocate strategy if it would be applied
to Ubuntu and Democracy, at same time that would
highlights serious challenges, it would shows the need to
overcome the idea of clash or incompatibility between
cultural values and the consideration of articulation as
we will try to demonstrate next.

According to Augustine Shuttle It seems that there
is a clash of values between Democracy as a product of
western culture and Ubuntu as manifestation of African
culture. In his book Philosophy for Africa (1993), he
stets that “the conflict between developed and the unde-
veloped world is not only a political or an economic con-
flict. It is also cultural one, a conflict of ideas about what
is important and how to live, and what will bring us hap-
piness (Shutte, 2014, p. 4). This is a conflict of views of
humanity on which westerns and Africans base what is
valuable in human life. Shutte puts this conflict in four
opposing ideas set in two pairs, more precisely, materi-
alism and dualism, and individualism and collectivism
(Shutte, 2014, p. 8). Then, he claims that African way of
looking at humanity is not a materialist, because human
being is not just an object that can be understood by sci-
ence and controlled by technology; is not dualist, which
is often seen in the dominant culture as the only alterna-
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tive, because a human being is not a pure spirit (a gho

in a pure machine) since African concept of humanity
sees both spirit and matter as aspects of more fundamen-
tal force that is continually producing and developing
people throughout their lives from birth to death; it is
not individualist, in the way that liberalism and capital-
ism are, trying to protect the freedom of the individual
by separating them from community, it is collectivist,
like socialist communism which makes the individual
just a part of the community. In the African conception
persons depend on persons to be persons (Shutte, 2014,
p- 8-9). It means that we become ourselves by making
part to the community, thus, the community is not op-
posed to the individual, nor does it simply swallow the
individual up: the community enables each individual to

become a unique Centre of shared life.

Nonetheless, the most interesting ideas to look at
the hypothesis of the clash of the values of democracy
and that of Ubuntu is posed by the Shutte ‘s distinction
between freedom and community. Being the freedom*
“the glory of the history and culture of Europe”, and
the community® “the soul of Africa”, both ideas have
in common that they are ideas about the human nature.
Ubuntu as ethics that shapes the social relations in the
traditional African political organization is informed by
this African idea of human nature.

Since democracy as western model of political or-
ganization is based on freedom, and African communi-
tarianism is based on dependence of one another, the
defenders of democracy see the claim of African com-
munitarianism that the more one depends on commu-
nity, the freer he is, as contradictory since freedom is
self-determination. It may be that there is not any con-
tradiction in this, rather, it may be that these supposed
differences which Shutte pinpoints constitute, indeed,
an opportunity to enrich both cultures trough articula-
tion of values.

I have already referred the violation of citizens hu-
man rights by corrupt government of democratic and
by democratic states” foreign policy to citizens of other
states as flaws of democracy. Now it would be inter-
esting to consider the flaws of Democracy as a model
of distributing political power. In this very aspect the
position of Jason Brennan is interesting. In fact, Bren-
nan (2017) claims that in spite of the fact that there are

4. Freedom in this both a fact and a value. As a fact it means that human beings transcend the rest of nature; is value insofar as
we develop as a person we become progressively freer [...] the less free we are, the less our actions are our own, the less fully

human we are able to be (Shutte, 2014, p. 11-12).

5. This idea of community means that “personhood comes as a gift from other persons”. It means that community is an inter-

personal network of relationships” (Shutte, 2014, p. 12).
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intrinsically unjust forms or governance, democracy is
not the only intrinsically just form of governance. Yet,
if democracy tends to have a good performance than the
alternatives models that we already have tried, it may be
that some of the alternatives that we didn’t try yet are
better than democracy (Jason, 2017, p. 20). This claim
may mean that, if it is not to replace democracy, at least
it would be enhanced by alternative models. Brennan is
concerned with the way decisions are made in the frame
of democratic system that go through universal suffrage
which allows non-informed people to participate in de-
cision making, creating thus problems to all members of
the community, including the informed. What Brennan
intends is to propose what he calls epistocracy® as alter-
native to democracy. His propose is based on the instru-
mentalism which he opposes to procedurelism. While
procedurelism argues that some ways of distributing po-
litical power are intrinsically just or unjust or are good
and bad in themselves; instrumentalism sustains that we
should distribute political power in such a way that pro-
motes correct ends regardless the procedure, whichever
are these ends (Brennan, 2017, p. 24). Thus, because De-
mocracy as an instrument of distributing political power
do not promote correct ends, he defends that it should
be replaced as such.

Now if we look at the Ubuntu as a model of distrib-
uting political power as social good we will realize that
it is distributed according to the social meaning it pos-
sesses. In this sense, what is important in the distribu-
tion is not the instrument, rather, it is the procedure
because, whichever instrument used it should serve to
the social meaning of the good in play. Nevertheless, this
procedure may seem to violate Human Rights of citizens.
since it gives priority to the community, and sometimes
it gives priority to small communities as extended family
than a political community.

These flaws and strength of Democracy and Ubuntu
suggest a need of articulating their values which can
help to combine instruments and procedures of distrib-
uting social goods which can promote a correct social
end. It seems that the South African process of transition

from Apartheid to Democracy was based on a kind of

this combination as the Truth and Reconciliation Com-
mittees (instruments) were combined with Ubuntu as a
model of justice (procedure), based on a kind of catharsis
7. Therefore, we will try to propose the way to conciliate
the values of democracy and that of Ubuntu in African

democracies.
The South African Experience and Its Impasses

South African Truth and Reconciliation Committees
(TRC) have used the values of Ubuntu for the establish-
ment of the Post-apartheid South African Democratic
Rule of Law, in what was a political transition. Thus,
political power was a social good which the Truth and
Reconciliation Commissions sought to distribute to
South Africans. Consequently, it was not used for the
judgment of who was to blame for the destruction, but
for the construction of the social fabric which had been
destroyed by the Apartheid system. What was sought in
South Africa was not whether it was the African Nation-
al Congress Party or the Apartheid Regime that violated
Human Rights, so that the victims would be compensat-
ed for damages, as the retributive justice demands. The
main concern was to put South Africans together in a
common history of a “rainbow nation” (Cf. Sachs, 2008;
Ngoenha, 2006).

Nevertheless, in ancient Apartheid South Africa,
both politics and economics as social goods were under
the monopoly of the white minority who used them to
dominate the black majority. However, in post-apartheid
South Africa, only politics was shared with the black ma-
jority by the establishment of multi-party democracy,
whereas the economy remained under the monopoly of
the white minority who are the owner of the important
economic enterprise. However, notwithstanding the im-
portance of individual economic assets, what matter the
most in this discourse is economy as public funds.

Hence, since the establishment of multi-party de-
mocracy, African National Congress (ANC), the blacks
Party is the ruler of the country. Therefore, if the politi-
cal power is dominated by black people and economics
was no longer used by white people as a means of domi-

6. By epistocracy Brennan means a political regime in which political power is formally distributed accordingly with compe-
tency, capacity and good-will to act based in this capacity (Brenhas, 2017, p. 29).

7. The procedure used by South African TRC was listening testimonies of the victims, their stories, their sadness and heartache.
There were also heard the stories of the prevaricators themselves as they presented themselves openly in front of the television
cameras, assuming their crimes. The aim of this procedure was to free the victims and the prevaricators, and the recognition of the
occurrence of the atrocities and a need to group all the facts into a kind of significant pattern that would allow them to understand
their genesis and to do as much as possible to minimize any possibility of the situation recurring. This was the cathartic dimension
of restorative justice used by the South African TRC whose goal was rebuilding the healthy social fabric different from what a

retributive justice could establish (cf. Sachs, 2008, p. 85-94).
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nation, the economics as social good was not shared.
South Africans were counting on public funds to be
shared trough inclusive and transparent public policies
and an accountable administration. But, instead, politics
began to be used as a mean to access economic goods
(public funds) by the black political elite, exploiting the
majority, through corruption, by converting the good
belonging to a given sphere (politics), into another good
pertaining to a different sphere (economics). Thus, the
political monopoly is used for domination of the black
majority.

Therefore, Ubuntu fails, because the meaning given
to politics and economics as social goods is different
from that of social goods in African communitarianism
in general, and in Ubuntu in particular. This is the mean-
ing of what we name the impasse of the South African
experience as it has been a failure. This failure may il-
lustrate the risk of African communitarianism namely its
tendency to give priority to small communities as the
extended family than a political community in the sense
of a modern state. It may be because African politicians
tends to be corrupt to coup with the needs of their ex-
tended family. On that question, Brazdo Mazula, a Mo-
zambican philosopher, citing Saint Agustina, speaks of a
Mozambican Orata 's parasite model of happiness, which
is hidden behind African solidarity in which members
of extended family are justified (Mazula, 2008, p. 73).
In fact, in African extended family the best positioned
member tends to be a provider for the worst positioned
ones. To illustrate is assertion, Mazula cites Felicio Zac-
arias, the former governor of Mozambican Province of
Sofala, who talking about the motives of corruption in
Mozambique he claimed that “we know what happen
when we Africans begin to earn a little bit more Money.
Extended family member just come around, then it hap-
pens that what we actually earn is not enough for too
many people” (Mazula, 2008, p. 44). For , this kind of
solidarity which depends on corruption is unproductive
and does not help nobody, on contrary, it ruins the econ-
omy, perpetuates indigence, (...) makes all the poorer,
therefore, less happy (Mazula,2008, p. 73). Thus, if this
African solidarity may be a communal value, in the am-
bit of nation as political community it often leads to the

violation of citizens " Human Rights.

Possibilities of Ubuntu as Basis for African

Democracy

To get out of the flaw of Ubuntu in What we name
the South African experience it is necessary to recover

the original meaning of social goods in the communi-
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tarianism and humanism of Ubuntu. To do so, it is man
dator to go back to the ideas that “I am because we are,
and since we are, therefore I am” (Mbiti), “a hand does
not scratch its own back” (Masolo), “persons depend on
persons to be persons” (Shutte), and perceive them as
meaning that, while my fellow is in need and insecu-
rity, my stability and security are therefore threatened.
Thus, I should use my personal entitlement and assets to
the community benefice because it is my own benefice
which is at play.

Therefore, Michael Walzer’s theory of distributive
justice applies here. If we consider that in post-apartheid
South Africa the establishment of Democracy resulted in
a kind of Walzerian simple equality, we will realize that
a complex equality is a path to follow. This would mean

that like politics as social good was distributed by the
TRC in South Africa, a distribution of economics is nec-
essary for Ubuntu to be said as a good political model.

If this distribution demands the regard for the so-
cial meaning of social goods, in the ambit of Ubuntu, it
would mean that as it happened with politics, economics

W ECONOMIST

goods should be used not for the dominance or for selfish

interests but to promote the well-being for all South Af- |5

H

ricans, which means to promote human rights, namely 5
civil, political and collective rights, This is to say, pro-
motion of security, participation in decision-making 3
about policies that will govern their lives and transpar-
ency and accountability in government practice and in-
dividuals engagement to the pollical community s well-
being.

For this purpose, citizens should use their entitle-

ment for the community interest, because community
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interests are their own. Indeed, community interest or
well-being implies individuals* ones. It should be noted
that entitlements include skills and assets. So, economics
assets and political, military, trading, sporting skills, and
so on, should be used not egoistically, but in functions
of the community s interests, because one gets back its
benefices since he is a member of the community. Con-
sequently, if someone contributes to the community se-
curity and well-being, he guarantees his own security
and well-being. Thus, we would not have any reason to
fear the monopoly of skills or assets (social goods) be-
cause they would not be used to dominance, once they
would not have converted to other social goods.

This is the meaning of saying “I am because we are,
and since we are, therefore I am”, “a hand does not
scratch its own back”, “persons depend on persons to
be persons”, and saying that in African communitarian-
ism, the more one depends in community, the freer he
is. Therefore, if Ubuntu would inspire such governance
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practice it would show that there is not necessarily a
conflict between democracy and Ubuntu or between de-
mocracy and some important aspects of African culture.

Conclusion

We have commenced this paper assuming that in
spite of the fact that Democracy is the best political
regime because it favours the preservation of Human
Rights, therefore, cultural and economic development of
societies, it is possible to identify inside non-democratic
political communities and non-western cultures such
as Asian states and African Traditional cultures, prac-
tice and cultural values that is worth to be universalized
or expanded outside African culture, because they meet
the need of promoting Huan Rights. Nevertheless, we
have also argued that while both Democracy as west-
ern cultural heritage and non-western cultures practices
as they possess values that is worth to be universalized,
they bear some practices that constitute tricks to Human
Rights. Consequently, both should be submitted to the
devil s advocate strategy. This strategy, shunning out
the flaws of Democratic and non-democratic political
models would lead us to the recognition that there are
practices that are not contradictory to the need of pro-
moting Human Rights inside non-democratic cultures
and traditions.

The aim of the paper is to propose an articulation
instead of a clash between democracy as western tradi-
tion and Ubuntu as African tradition. We argued that
such an enterprise call for the use of devil s advocate
strategy, and that the use of this strategy would show
that while the main flaws of Democracy is related to
the corruption in the distribution of social goods within
states and democratic states  foreign policy which bears
the interplay of interests in the international arena.; the
main flaw of African communitarianism is related with
giving priority to communal solidarity than individual

autonomy, and in giving priority to communal solidarity

in the sense of extended family than political community
in the sense of modern state. In both cases these flaws
imply violation of Human Rights, namely political and
economic rights.

Nevertheless, political freedom which is inherent
to Democracy would be improved by the Ubuntu com-
munal solidarity avoiding the risk of individual egoism.
Thus, democracy shouldn’t be seen only as a political
procedure which guarantees political justice because in
it decision making is based on participation of all the
members of community. It should also be hold as an in-
strument to be assessed by its result which should be the
people Human Rights promotions.

Therefore, if the flaws of democracy we have point-
ed are consequences of holding this political model as a
procedure of decision making which as such would de-
termine the justice of political decisions, this procedure
should be articulated with Ubuntu as African commu-
nitarian model which value political practices according
to their results, namely the communal well-being, as the
South African experience has shown. From this we can
conclude that political model should comprise fair pro-
cedure which should be evaluated by the justice of their
consequences, that is, the wellbeing of the community
or, in short, promotion of Human Rights.

This is what we mean by articulation between De-
mocracy and Ubuntu, to say, the establishment of a
governance system that can distribute social goods to
promote a well-being for the people who constitute the
community. In terms of institutional arrangements that
would guarantee such governance it is indifferent if it
would be based on Western democratic institutions, on
original African ones or a mixture of both, if political ac-
tion is guided by these humanistic values. Furthermore.
Institutional arrangements do not need to be uniformed
in all African States. They may depend on the reality of
each political community, if is considered the “devil’s

advocate” strategy in such realities.
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Personnel Controlling Position in Integrated Controlling System

Alexandre Nachkebia
PhD student of Sokhumi State University

Summary

Personnel Controlling — it is a modern conception, which is in compliance with the greater importance of hu-

man resources in companies’ activities. It can be also considered, as a system of incompany planning and control in 2

the field of human recourses, which makes it possible, to give a specific action type to the planning indicators, also

to set up the main provisions of personnel management.

The personnel controlling represents a component of integrated controlling of the enterprise. Therefore its goals

should not contradict one another, but it must be appeared from this. It is especially important, insofar as the per-

sonnel management system is the component of enterprise management system and its effectiveness in general, is

defined by the final results of the enterprise activity.
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