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THEORETICAL ESSENCE OF TRUST IN FINANCIAL SERVICES

Semenog A.

PhD in economics, Assistant Prof.

Department of Finance, Banking, and Insurance
Sumy State University, Ukraine

Mpykhalova A.

Master student,

Department of Finance, Banking, and Insurance
Sumy State University, Ukraine

Trust in financial institutions is one of the most valuable assets, the presence
of which is a guarantee of financial stability and economic development in the
country. Modern notions of trust are the result of scientific research by thinkers of
the past who have studied this concept in the framework of philosophy, ethics,
theology, political science, psychology, and sociology. In the twentieth century, with
the development of behavioural theories, the phenomenon of trust has become the
subject of research and economists who try to determine its impact on the irrational
behaviour of economic agents.

The generalization of economic, social, and psychological research allows
us to identify three levels of trust: interpersonal; institutional; systemic.

There is a constant close relationship between these levels. It is a
characteristic of the financial services market functioning, which involves the
interaction of various economic agents at the personal, organizational (institutional)
and systemic levels. The analysis of the literature showed that most international
studies of interpersonal trust focus on the psychological aspects of this category [2,
18]. Itis considered as 1) part of human nature, which reflects the relationship to the
world and people in it [19]; 2) part of the human relationship, which determines the
psychological state of a person concerning another in the process of communication
[10]; 3) a component that contains a set of expectations and beliefs of partners [12].
Interpersonal trust is an essential factor in increasing productivity, and a factor
influencing the economy and people’s lives. Interpersonal trust is part of social
capital: it determines the efficiency of social institutions [13], economic growth and
financial development by reducing transaction costs [8, 9]. In the financial sector,
the level of trust is crucial.

At the level of individuals, the main factors determining trust behaviour are
the presence of formal institutions that affect the likelihood of the performance of
contracts (the rule of law, corruption, bureaucracy, etc.). Also significant are social
and economic heterogeneity, wealth, and income levels. Despite the great
importance of cultural, historical, ethnic, religious, ideological norms on the level of
interpersonal trust, the most important role is still played by economic conditions —
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the level of wealth and uniform distribution of income in society [4, 11].

In general, among all methods of measuring interpersonal trust in society,
there are two major groups: experimental methods; sociological surveys.

The generalization of scientific works gives grounds to consider equivalent
these approaches and the practicality of using the indicator of generalized trust as an
indicator of interpersonal trust in society. At the same time, there is the concept of
particularized trust in different social groups: family, neighbours, acquaintances and
strangers, people of other religions and nationalities.

At the macro level, interpersonal trust forms a system trust, where the object
is a specific economic system: national or international banking system, payment
system, interbank market, stock market [17], and the subject — compliance with
consumer expectations of this system. In the context of the financial services market,
the leading indicator that reflects the level of trust is the availability and affordability
of quality and cost-effective financial services, which is the goal of money market
regulators in the country. In this context, a unique role is assigned to financial
intermediaries, which ensures the confidence of economic agents in performing their
functions. For example, international accounting and auditing standards that
guarantee information transparency in the operation of financial intermediaries;
regulation and supervision of the financial sector, aimed at ensuring the financial
stability of individual institutions and the system as a whole; credit and rating
agencies that assess the efficiency and prospects of the business. That is why the
reform of supervision of financial intermediaries is one of the most common areas
of restoring systemic confidence in the country during the crisis [7].

The need for institutional trust is the result of the ineffectiveness of
interpersonal trust in the financial services market in conditions of information
asymmetry and the presence of moral hazards. It justifies the need to create
specialized “expert” institutions that ensure market transparency and availability of
information about its central counterparties. Institutional trust is based on the
compliance of expectations and expectations of consumers of services and products
during the execution of contracts.

The key determinants of institutional trust are:

1) Competence — the implementation of the institute’s basic functions and
responsibilities, which is manifested in marketing, finance, management.

2) Transparency — information transparency and openness to all
stakeholders, including information not only about the activities but also about the
products and services of the institute.

3) Integrity — ethical relations with stakeholders, shared values and views.
Manifested by the level of social responsibility of the institute.

Analysis of scientific sources revealed that the confidence of consumers of
financial services to a particular financial institution is a complex concept that covers
such components as:
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—Brand image — the total amount of consumer perception of the bank,
which is formed from various information sources. Brand strength is often an
essential element of consumer loyalty to a particular financial institution, allows for
individual informal, friendly customer relationships with the institution. The
presence of certain shortcomings in the relationship with customers is not reflected
in their attachment to the organization.

— Persuasion to trust. Based on social psychology and economics, trust
beliefs are a construct of interpersonal trust, which means the ability to trust other
people or organizations in different situations that they will work to satisfy the
interests of the principal. It is a belief in the reliability, honesty and competence of
the financial institution, the integrity and consistency of its work, care and
friendliness to customers, openness and communication.

— Dispositional trust. It means the intentions and ability of people to trust
each other, the willingness to depend on other people’s situations and actions. It is
measured by faith in humanity and the trusting position of the consumer.

— Institutional trust. An element of trust that is part of sociology that refers
to trust in a situation or structure. The existence of appropriate structures, effective
regulations, norms, sanctions and a stable economic situation play an essential role
in providing guarantees, which has a positive effect on the belief in trusting financial
institutions.

— Intention to trust. An element of trust that is part of social psychology and
economics and means interpersonal willingness to trust depending on the specific
actions of others.

In our opinion, in the context of active development of modern
technologies, the above list should be expanded with an additional component that
would take into account the level of manufacturability of the financial institution.

It should be noted that for the development of the financial system, it is
essential not so much to have confidence in financial institutions, as the dynamics of
growth of its level. The investment potential of a business, its transaction costs and
economic risks significantly depend on it. A significant development is ensured by
mutual trust, which is realized in the system of relations between financial
institutions and consumers of financial services, between financial intermediaries of
the same and different types, between financial institutions and state regulators.
According to research by C. Calderon, A. Chong [3] and A. Galindo, based on World
Bank data on the efficiency of national financial markets, the level of confidence is
a determining factor in the country’s financial development and stability of its
financial system.

Consumer confidence in the purchase of financial services depends on: the
presence of risk and uncertainty of results; the relationship between the subjects of
interaction; the degree of vulnerability of the subjects of interaction; expectations of
the future behaviour of the other party [6]. Among the main factors influencing the
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formation of trust in financial institutions R. Hurley [10] determines: the presence
of shared values and interests, the identity of the client with the financial institution;
benevolent intentions of the financial intermediary; ability to implement the service;
predictability; open and transparent communication with the client. The truthfulness
and interest of the financial institution in the welfare of the client are the main factors
for establishing a relationship of trust [5]. Consumer confidence in the financial
sector is generally based on consumer experience. It depends on the ability of
financial institutions to prove themselves as reliable partners who can meet their
obligations, work well, and serve the interests of consumers. Experienced clients-
users of financial services, as a rule, have a higher level of trust in the financial
institution and the financial system as a whole. Long-term and positive relationships
with financial institutions contribute to the formation of consumer loyalty, which
contributes to the willingness of customers to use additional services of a financial
intermediary.

Despite the close public and academic attention to the issue of trust, the
literature related to the determinants of trust is scarce and contradictory, especially
in the field of personal characteristics of consumers of financial services (age,
gender, level of education, place of residence, social status), which can affect trust.
M. Malkina and A. Ivanova emphasize that personal characteristics are the main
determinants of trust in banks and influence consumer choice [14]. R. Mosch and H.
Prast, however, argue that people’s trust is not influenced by objective factors of age
and gender, while the level of education and specialization have a significant impact
[15]. Another approach is used by S. Mudd, K. Pashev, and N. Valev, who relate
people’s previous crisis experiences to their expectations of future losses. The
authors proved the importance of this relationship. They found that individuals who
have suffered financial losses in the past are most likely to withdraw their funds from
banks and other financial institutions in times of crisis [16].

Also, interesting is a study by T. Beck and M. Brown [1], which covered 28
developing economies. Researchers associate the use of banking services not only
with the characteristics of individuals, but also with the ownership structure of
banks, the quality of regulatory institutions, and so on. It is concluded that socio-
demographic characteristics of households, such as income, level of education and
even religion, are important factors in consumer choice of a banking service
provider, such as accounts, credit cards, etc.

In general, trust in financial institutions is related to each person’s attitude
to the potential risk. From the point of view of retail consumers, the process of
“buying” financial services is complicated by the variety and complexity of available
financial products, and the development of variants of the same product with slightly
different functions only adds to their complexity. It is worth noting that today
financial and technological innovations, including mobile and online versions of
financial services, significantly change the priorities of consumers, raising the issue
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of customer confidence in financial institutions to a new level.

10.

11.

12.

13.
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