Modern Psychology, 2018, #2

THE POPULATION’S HAPINESS AND SAFETY AS PREDICTORS OF
THE COUNTRY’S ECONOMIC DEVELOPMENT

Tonikyan M.G. (RAU, Yerevan, RA)
martintonikyan96@gmail.com
Stepanyan L. S. (YSU, Yerevan, RA)
lusine.stepanyan@ysu.am

Investigation tells about the connection of reputation of the country as a
combination of happiness, safety and corruption, influencing the economic
development of the state. The paper researched how country's reputation
influences such economic indicators of country as foreign direct investments,
GDP, revenues from tourism industry, etc. To give a score to reputation of
countries we use data from Reputational Institute and other organizations that
make safety, corruption and happiness ratings for worldwide countries. It was
revealed, that the steps, implemented in Armenia by the government till 2018
didn’t help the country on its way of attracting foreign investments. On the
other hand, we may say, that Armenia is a very safe country, which is able to
bring more tourists here.
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In the last 20 years economists have got more focused on non-financial and
non-economic factors, which have an impact on the people and their decision
making process. In contrast to traditional theories, where we may see that investors
use all information and make rational decisions, institutional economics claims that
the scenario is very different. As we know stock prices move down and up daily
without any changes in the fundamental indicators of the company. Rather than
focusing on the economic factors the investors make mistakes in their investment
decisions due to their psychological, emotional and behavioral factors [1].

Behavior of investors comes from psychological principles of decision making,
which explain why people sell or buy stocks of different companies. So, trust
becomes one of the most important and influential factors for people to make
investments in a company. Therefore, organizations, which need money and hope
to get them from investors, try to make them assume that they are very accurate
and dependable. Countries do the same in international area, trying to get direct
and portfolio investments from other countries and large invest companies.
Obviously, the basis for trust to companies and countries is their reputation in the
world and the better the reputation the more investments and the cheaper
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investments they’ll get. That's why the reputation in financial markets has become
one of the most important factors for the countries. For that reason, it has become
very essential to understand the impact of reputation on investment decision
making [2].

In game theory, for example, a player’s reputation is considered as a summary
of its opponents’ beliefs about his strategy or group of strategies in connection with
different commitments. The higher the opponents’ expectation for how reliable a
state will attest its commitments, the better its reputation will be. ]. Sobel is among
the first people, who connect reliability and reputation in the context of
collaboration [3]. First papers about reputation equalized it with the ability of a
monopolist to deter challenges by small companies; those papers are part of
“chain-store” tradition, which refers to the paradox of Reinhard Selten [4].

Despite the fact that reputational and reciprocal responses for defection are
often lumped together, they should be distinguished. The former refers to negative
consequences, which follow from country readjusting its estimates of the defecting
state’s expected reliability. The latter one refers to retaliation by the victim,
immediately following the punishment, brought up by international organization like
WTO, IMF, etc., charged with a given agreement. In this paper, we’ll continue
taking a look on reputation [5].

Today, it’s generally recognized that good reputation of the state is a resource,
which may help to get stable comparative advantage in making strong partnerships,
business investments from other countries, ability to participate in international
cooperation programs. World Bank made a research and asked 3600
entrepreneurs from 69 countries, how their government does their basic work,
such as the protection of property rights and creation of reliable system of
proceeding. On the basis of the answers index of trust to the government was
created and where the level of trust was higher, faster economic growth and higher
level of investments were observed [6].

The reputation of countries has an impact on their performance, because
countries with a good reputation:

1.Welcome many tourists,

2.Increase export, thanks to more partnerships,

3.Improve their public diplomacy,

4 Attract FDI,

5.Attract foreign knowledge and talent [7].

As was mentioned above there are many ways how the reputation may
influence economics, but the measurement of reputation is very hard and it’s also
very hard to compare several countries’ reputations. For that reason Reputation
Institute was created in 1997 and since that time, every year the organization has
been publishing RepTrak (rating of reputation of countries).
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According to that institution and its research, we can insist on the idea that the
largest and most powerful countries are not the ones with good reputation. The
most obvious example — the largest country by territory and one of 10 largest
countries by GDP, population, exports — Russia is among the countries with the
worst reputation among all participants of that rating. RepTrak of Russia is equal to
35,1 from 100, which means poor reputation. On other hand, the happiest
countries have better reputation and it becomes obvious after looking at top
countries from World Happiness Report and top RepTrak countries. Moreover, the
most peaceful countries and countries with less corruption have better reputation in
the world. With the war in Syria and continuing acts of terrorism in many countries
worldwide, including UK, Germany, Belgium, etc. the safety of place has become
one of the most important and influential factors for reputation of the country. For
example Belgium has good reputation in 2015, but people have begun to think that
it’s not as safe as it was in 2015, the reputation of Belgium get lower and it now has
moderate reputation. On the other hand, Canada, Norway, Sweden, Australia and
Switzerland are the best perceived countries among the population of the most
relevant economies around the world.

We mentioned above, that the reputation of the country has an impact on
foreign direct investments to the country. To check that, we’ve counted the
correlation between FDI (% of GDP) of countries and their RepTrak indicator.
Surprisingly, the correlation is equal to 0,2, which means there is not very strong
connection between these factors. The data used for analysis was for 2015 both for
FDI and RepTrak rating. 52 countries in very different reputation groups were
viewed. Taking into consideration, that reputation can’t change very fast and its
influence on FDI is long-term too, 2 years of delay in research is acceptable.
Regression analysis shows even more surprising information, because R"2= 3,8%. It
talks about that change of FDI depends on change of RepTrak coefficient on just
3,8%. In this case, it's impractical to make any function of regression, because the
connection between the factors isn’t obvious at all.

Reputation institute based on World Bank data and Pearson correlation
carried out that correlation between country reputation and intention of people to
visit it is equal to 0,7, which is very good mark for that. However, intention to visit
isn’t tourism yet, so it also was counted correlation between intention to visit and
tourism, which is equal to 0,6. In this case it becomes obvious that, despite the fact,
that country reputation is strongly correlated with intention to visit, and the latter
one’s correlation with tourism is high too, the correlation between reputation of the
state and tourism will be much weaker than 0,6 [8].

As was discussed above, the factors at which reputation should have an impact
are FDI and tourism. There is no counted score for Armenia in RepTrak, but we
may understand what reputation Armenia could have, looking at ratings of
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corruption, happiness and safety. In corruption rating Armenia is on 113 position
out of 176 with score 33/100 which doesn’t talk about good reputation of Armenia
in the world [9]. Ranking of happiness give Armenia the 121 place out of 155 with
score 4376. For comparison Norway on the 1* place has score 7537 [10]. On the
other hand by index of safety Armenia is on 19" position out of 125 countries, which
is very good indicator of Armenian safety [11]. So, in this case, we may claim that
Armenia’s reputation isn’t very good and it probably would be a part of weak
reputation group in RepTrak and not the poor one.

If we look at FDI dynamics in Armenia, we may see the decline of that
indicator during last years and that FDI in 2015 = 0,66% of GDP. To understand
the reasons of that, last years of Armenian economic activity should be analyzed. In
the last years Armenia has become a member of Eurasian Economic Union, joining
Russian Federation, Republic of Belarus and Kazakhstan. It hardly helped Armenia
to improve its reputation, because in 2014 Russia and Ukraine had a conflict about
Crimea, which makes investors to aggravate their opinion about both countries and
their partners. Association with Russia has brought Armenia to the situation when
its reputation worsens independently of its steps. Immediately at that time, Fitch
changed the rating of Armenia from BB- to B+, which is considered as a speculative
rating. Despite the fact, that credit rating agencies like Moody’s, Fitch and S&P give
ratings relatively to creditworthiness of the countries, they have a great effect on
countries, because many investors rely on them, when making their investment
decisions. Moreover, some pension funds aren’t able to invest money in countries
with credit rating lower than AA for example and such limitations are exist for not
only pension funds and AA ratings but other hedge-funds and BB ratings for
example. So, the reputational changes of Armenia because of joining Eurasian
Economic Union and some deterioration in relations with EU and USA bring some
harm to RA (Republic of Armenia) in this situation.

There are many intangible factors, which influence economy very much, and
reputation of the country is one of them. However, it’s very hard to evaluate the
reputation and give it a countable value. Organizations like Reputation institute are
trying to do that, but they still have a lot of work to do to carry out the model with
no errors or very few of them. In any case, reputation has a great effect on
investors and invests decision making process, because if one heard something bad
about a person, he’ll try to avoid talking and meeting him. The same is going on in
case of countries and investors avoid possible options to invest in a country with
bad reputation. As was said before, the reputation is highly influenced by such
psychological factors as happiness and feel of safety among citizens. Even just a
feeling among people around the world may become very influential power to
stimulate several economic activities in the country. Reputation as not just economic
factor but interdisciplinary That’s why many countries around the world are
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spending a lot of money to create a good reputation and image for them. However,
Armenia isn’t among them, because we viewed several cases, where we were able
to see that government even damaging country’s reputation by its wrong steps.
Consequently the decline in FDI is understandable for everyone and if nothing
changes investments will go around Armenia.

Practical Suggestions. Summarizing the abovementioned, we may imply that
the country’s economic development is highly affected by its reputation, which
depends on such psychological factors as happiness and feel of safety among
people. It lets us to consider psychological categories, such as happiness, safety,
well-being and tolerance as factors of investment attractiveness of the country and
they might be used in constructing of economic forecasts.
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CYACTbE U BE3OIMACHOCTb HAPOJA KAK NMPEAUKTOPDI
9KOHOMUYECKOIO PA3BUTUA CTPAHbDI

Tonukaun M. I (PAY, EpesaH, PA)
CmenaHnsn J1. C. (ET'Y, EpesaH, PA)

WccnepoBaHo BaMAHWE nokasateneil cyacTbA, 6€30MacHOCTH U KOPPYNUMU Kak
(pakTOpOB, OMNpPEAEnAlOLWMX penyTaLuio CTpaHbl Ha 3KOHOMUYECKOe pa3BuUTUE
rocypapcTtea. B paHHoli pabote 6bino uccnenoBaHo BIUAHWE penyTauuu rocyaapct-
Ba Ha TakMe SKOHOMMYECKUEe MoKasaTenu, Kak MpAMble MHOCTPaHHble WHBECTULMH,
BBl n poxopb! oT Typuama. [1nA YMCNEHHON OLEHKM penyTauuii rocynapcts Obinn
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ncnonb3oBaHbl AaHHble 0T Reputational Institute u ppyrux opraHusauuid,
COCTaBAOWMX PeldTUHIM  cyacTbA, Oe30macHoCTM U KOPPYMMMPOBaHHOCTM
rocypapcte. Bbino nokasaHo, u4To wWwarn npepnpuHATbie npasuTensctBom PA po
2018r. He nomoranu cTpaHe B MPUBAEYEHUN MHOCTPaHHbIX UHBecTMUMA. C ppyroit
CTOPOHbI, Mbl MOMEM YTBEPHAaTb, YTO ApMEHWA ABNAETCA AOBONbHO HesomacHbIM
rocyapcTBOM, KOTOPOE MOMET NpUBAeYyb bonbliee KONMYECTBO TypUCTOB.

KnroyeBbie cnosa: cdyacmeoe, 6630nGCHOCmb, KOppymnuposaHHOCmMb, penymayus,
npsAmble UHOCMPpAaHHble uHsecmuyuu, mypusm.

PLUUNKMABUL EMRAULUNKRE3NRLE B4 ULYSULANRMI3NRLE NPNEU
trurh SLSEUNRE-3UL RUMFUSUUL LURUH3ULLEN

Sntplywt U. 3 (<M<, bpluwt, <<)
Uiptispwtyuts L. U. (6M<, bpluut, <<)

Lhwnwgnunyeiniup udphpywd £ Gpyph hbnphuwynyeniup wwjdwuwynpnn
gnpdnuubiph’ Gpowuynipjwu, wuywnwugnipjwu b Ynnnuyghwih wgnbgniejwu
nunbuwlwtu qupgqugdwu Ypw: Wluwwnwupnd hGunwagnndb) £ wbunyejwu
htnhuwyniejwu wqgnbgniejniup wjuwhup numbuwlwu gnigwuhsubiph Ypw,
huswhuhp GUu wprnwuwhdwujwu ninnuyh ubpnpnwubpp, <LU-U U wniphquhg
unwgywsd LGYwdnunubpp:  <Enhuwynppjwtu  pwiht  quwhwwndwt  hwdwnp
oginwagnpdybp Gu  wnyjwijubpp, uwnwgywd Reputational Institute-hg W wy|
dhowqgwiht Yugdwybpwnieyniuubiphg, npnup £ Yuqdnwd Gu Gpowuynypjwu,
wuywnwugniiwu U Ynnniwyghwih qupywupowiht gnigwyubpp: Snyg £ nipjws,
np << Ywnwywpnigjwu pwjbpp s6U bwywuwnb] omwpbpypjw ubipnpnudubpp
wybjwgdwup <wjwuwnwunw: Ujnw Ynndhg, dGup Ywpnn Gup Juwwhnpbu
wub], np << puwywlwupu wudunwug Gpyhp £, npp Yupnn £ owdbh gwun
wniphunubiph ubipgpwyt dnn wwwgqw)ned:

Swbgmguyhtr pwnbp' Gpowblynyanit, whdipwbignipynit, Ynnnidwwgywéni-
pyntl, htinhtiwynieynil, wnypwuwhdwtywt ninnuiyh bGpnpnudtiGp, piniphqu:
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