OIHAHCOBO-KPEAUTHA AIANBHICTb: MPOBJIEMW TEOPIT I MPAKTUKM 2022 N2 1 (42)

UDC 336.6

Onyshchenko S.

Doctor of Economics, Professor,

Professor of Finance, Banking and Taxation Department,

National University « Yuri Kondratyuk Poltava Polytechnicy, Ukraine;
e-mail: s07onyshchenko@gmail.com; ORCID ID: 0000-0002-6173-4361
Brychko M.

Ph. D. in Economics, Associate Professor,

Senior Lecturer of Financial Technology and Entrepreneurship Department,
Sumy State University, Ukraine;

e-mail: m.brychko@uabs.sumdu.edu.ua; ORCID ID: 0000-0002-9351-3280
Litovtseva V.

Ph. D. student of Financial Technology and Entrepreneurship Department,
Sumy State University, Ukraine;

e-mail: v.litovtseva@biem.sumdu.edu.ua;, ORCID ID: 0000-0003-1170-2481
Yevsieieva A.

Leading specialist of Department of Psychology, Politology and Socio-Cultural Technology,
Sumy State University, Ukraine,

e-mail: g.pavlenko@socio.sumdu.edu.ua; ORCID: 0000-0003-3955-4978

TRUST IN THE FINANCIAL SECTOR:
A NEW APPROACH TO CONCEPTUALIZING AND MEASURING

Abstract. In the new global economy, public trust in the financial system has become a
central issue for financial crises overcoming. There is evidence that trust plays a crucial role in
regulating economic agents’ relationships. One of the most significant challenges for research is
developing the unified methodological basis for element and integrated assessment of public trust
level in the financial sector. This study intends to develop the methodology of public trust
assessment in the financial sector at all levels, taking into account quantitative and qualitative
indicators. This article examines the scientific and applied aspects of qualitative and quantitative
assessment methods based on surveys of economic agents and economic-mathematical modeling
tools, analyzing the researchers experience and outlines methodological approaches to assessing the
public trust in the financial system in modern conditions. Important aspects are outlined, and the
advantages and disadvantages of the different approaches for element and integrated assessment of
public trust on different levels of the financial system are systematized.

In order to estimate the public trust in the financial system, the multidimensional factor
analysis was conducted based on a set of standardized financial indicators for the period from 2010
to 2020. Multidimensional factor analysis employed for data processing and analysis was performed
in the computational system STATISTICA. The multidimensional factor analysis results show that
trust in the financial sector was grouped into three levels: macro-, mezo-, and micro-level. The
results show that the increase in nominal salary and an increase in the share of deposits and loans in
the national currency in the loan and deposit portfolio of deposit-taking corporations are statistically
significant and positively affect the level of trust in the financial sector. However, the deepening
crisis of trust, in turn, is due to the dollarization of the banking sector, increasing the growth of cash
outside deposit-taking corporations. The scientific novelty of the obtained results is represented by a
set of theoretical and practical aspects of the study, namely the methodology of public trust
assessment in the financial sector at all levels of manifestation, taking into account quantitative and
qualitative indicators.

Keywords: public trust in the financial sector, integrated assessment, element-by-element
assessment, factor analysis, levels of public trust in the financial sector, monetary authority,
financial institutions, financial services.
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JOBIPA 10 ®IHAHCOBOI'O CEKTOPY:
HOBUMH NIIXIT IO KOHIENTYAJIIBAIIL TA BAMIPIOBAHHS

AHoTanig. Y HOBIM r1o0anbHIi €KOHOMII CycHiJibHa JI0Bipa A0 (iHAHCOBOI CHUCTEMHU €
KJIFOUOBUM €JIEMEHTOM JIJIsl TIoAoJanHs (piHaHcoBuX Kpu3. [lomepeaHi JOCHiKEHHS CB1I4aTh, 110
JIOBipa BiJirpa€e BHpIIIaiIbHY pPOJIb Y PEryJIIOBaHHI B3a€MOBIIHOCHH Cy0’ €KTiB T'OCIOAAPIOBAHHS.
TakuM YWUHOM, OJHMM 13 HAWOUTBII 3HAYYIIMX 3aBJAaHb CYYaCHUX HAyKOBUX [OCHIKEHb €
pO3po0Ka €IMHOI METOJOJIOTTYHOT OCHOBH JIJIS TIOEJIEMEHTHOT Ta IHTETrpajibHOI OLIIHKY PiBHS J0BipH
HaceleHHs A0 (iHaHcoBOro cekropy. Came ToMy 1€ JOCHIIKCHHS Ma€ Ha METi po3poOHTH
METOJIOJIOTII0 OI[IHKU CYCHiIBbHOI JOBipU A0 (hiHAHCOBOTO CEKTOPY HA BCIX PIBHSX 3 ypaxyBaHHSIM
KUTBKICHUX Ta SIKICHUX TIOKa3HUKIB. PO3IIISTHYTO HayKOBO-TIPUKIIAIHI ACTIEKTH SIKICHHUX 1 KIJTbKICHUX
METO/IIB OLIHKK Ha OCHOBI OINMUTYBaHb E€KOHOMIYHUX CYO’€KTIB Ta IHCTPYMEHTapil0 €KOHOMIKO-
MAaTEMaTHYHOTO MOJICIIOBAHHS, AaHAII3YEThCS JIOCBIJ MOMEPEIHIX JOCTI/KEHbh Ta OKPECIEHO
METOOJIOTIYHI IMIXOH JI0 OI[IHKH JTIOBIpH HaceJeHHs 10 ()iHAHCOBOI CHCTEMH B CYyYaCHHX YMOBax.
BusiBeHO Ba)KJIMBI acleKTH 1 CUCTEMATH30BAaHO TOJIOBHI MEpeBary i HEJOMIKU PI3HUX MiIXOAIB 10
€JIEMEHTHOI Ta 1HTErpaJbHOI OIIHKM JIOBIPHM HACEJICHHS Ha PI3HMX PIBHAX (DIHAHCOBOI CHCTEMH.
Jis omiHKM OBipM HaceleHHS 10 (iHAHCOBOI cHCTEMH OyJ0 TPOBENCHO OaraTOBUMIpHHA
(dbakTOpHUI aHaJi3 HA OCHOBI HAOOPYy CTaHAAPTU30BAaHUX (HIHAHCOBHX MOKA3HUKIB 3a mepion 3 2010
1o 2020 pp., 3aificHenwnii B oouucroBanbHii cuctemi STATISTICA.

Pesynaprat GaratoBUMipHOTO (PaKTOPHOTO aHAI3y JO3BOJWIM PO3POOUTH 1HAUKATOP
JOBipu / HEMOBipH a0 (IHAHCOBOTO CEKTOPY Ha MAaKpo-, ME30- Ta MIKPOPIBHI JOCIIIKEHHS.
PesynpTatt cBig4arh, IO 3pOCTAaHHS HOMIHAILHOI 3apOOITHOI IUIATH Ta 30UIBIICHHS YacTKH
JICTIO3UTIB 1 KPEAWTIB Yy HAIlIOHAIBHIM BaNIOTI Y KPEAUTHO-IENO3UTHOMY MOpPTQEni NEMmO3UTHUX
KOPIOpAIlii € CTATUCTUYHO 3HAYYIIIUMH 1 MIO3UTUBHO BIUTMBAIOTh Ha PiBEHB JIOBIPH 10 (HiHAHCOBOTO
cektopy. OpmHak monmapu3ailisi 0aHKIBCBKOTO CEKTOPY Ta 3pOCTaHHS TOTIBKM M03a ACTIO3UTHUMHU
KOPIIOpAIlisiMi, y CBOIO 4epry, MOB’si3aHl 3 MOMIMONEHHSIM KpU3M CyCHiIbHOI AoBipu. HaykoBa
HOBH3HA OTPUMAHUX PE3YJIBTATIB MPE/ICTaBICHa KOMIIEKCOM TEOPETUYHHUX 1 MPAKTUYHUX ACTICKTIB
JIOCITI/DKEHHSI, a caMe PO3pOOJICHOI0 METOOJIOTIEI0 OIIHKK JOBIpU HAceJdeHHS 10 (PiHAHCOBOTO
CEKTOpY Ha BCIX PIBHAX MPOSIBY 3 YPaXyBaHHSAM KUTbKICHUX Ta SKICHUX ITOKa3HHKIB.

Knrwowuoei cnoea: cycninbHa A0Bipa 10 (DIHAHCOBOTO CEKTOpY, IHTETpalibHA OIliHKAa,
MOEJIEMEHTHA OIliHKa, (PaKTOPHMU aHali3, piBHI CYCIIBHOI AOBipH 10 (iHAHCOBOTO CEKTOPY,
MOHETapHa BiIaa, (HiHAHCOB1 IHCTUTYIII1, iHAHCOBI MTOCITYTH.

®opmyi: 4; puc.: 6; Tabmn.: 0; 616m1.: 32.
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Introduction. Trust in the financial sector is a critical interaction element between
economic entities, financial institutions, and the state in exacerbating crises and economic shocks.
Given the events of the last twenty years in global financial markets, the study of trust in the
financial sector has long been a question of great interest in a wide range of fields. Thus, measuring
and qualifying the level of public trust in the financial sector has become the mainstream of modern
economic research. The importance and relevance of the research in this direction are attributable to
the complexity of the conceptualization and the necessity of finding a comprehensive
methodological framework for element and integral assessment of the level of public trust in the
financial sector.

Literature review and the problem statement. Much of the current literature on trust in
the financial sector pays particular attention to qualitative assessment methods based on surveys of
economic agents and expert assessments (Luncheon & Kasztelnik, 2021; Artyukhov et al., 2021;
Antonyuk et al., 2021; Dzwigol, 2020). Such research is facilitated by international monitoring
projects aiming to detect the level of public trust in different institutions, including the Trust
Barometer survey, the World Value Survey (WVS), European Value Survey (EVS), Consumer
Sentiment Index (CSI), Index of Consumer Expectations (ISE), Consumer Confidence Index (CCI),
Business confidence index (BCI) among others.

Trends in public trust in social institutions, government, parliament, the judiciary, and banks
are determined on national government or commercial surveys. Thus, despite many monitoring
studies, the potential problem is that they have some limitations (Moskovicz, 2019; Novikov, 2021).
The main criticism of qualitative methods of assessing the level of trust is related to the fact that the
responses relating to trust were subjective and, therefore, were susceptible to recall bias. Secondly,
qualitative assessment methods do not have a unified comparison methodology with the conducted
surveys. Moreover, the questions in the surveys are structured in such a way that the concepts of
confidence and trust are equal; that is why they cover only a part of the researched concept,
focusing only on certain institutions or levels of trust in the financial sector.

Different theories exist in the literature regarding assessingthe level of public trust (Kago
& Muhammad, 2021; Kuzmenko & Kolomiiets, 2021; Vysochyna et al., 2021; Bappayo & Kirfi,
2019; Lewicka et al., 2018. Some studies have been focused primarily on a mathematical model of
trust development, based on economic agents’ expectations (Marsh, 1994); another has been
focused on the qualitative methodology of determining the trust in the financial sector (Ennew,
2007; Al Halbusi et al., 2018). The debate about the level of trust in the financial sector has raged
unabated for over a century. Some of these studies were aimed at the trust micro and macro levels
determining (Hansen, 2012; Poliakh, 2018), while others were conducted for measuring trust of
consumers in the financial services at the institutional level (Ennew et al., 2011; Zhghenti
& Chkareuli, 2021). Institutional, interpersonal trust and trust in the central bank assessment were
measured through a survey of a sample of UK employees working in large financial corporations
(Moin et al., 2015). Publications that concentrate on public trust more frequently reckon in a role of
social trust and financial inclusion (XiaoyanXu, 2020; Nur-Al-Ahad & Nusrat, 2019). The
academic publications aimed at assessing the trust in banking institutions (Ahmed et al., 2017),
banking services (Skvarciany et al., 2017, Ennew, 2008; Alikariev & Poliakh, 2018) and electronic
banking (Belas et al., 2015) were based on existing trust indices developed by international
monitoring companies.

The methods of assessing trust in the financial sector presented in the literature review
reflect only part of the trust in the financial sector, taking into account separately its institutional or
interpersonal level. Therefore, there is a need to develop an integrated indicator of public trust in the
financial sector, which would determine trust at the macro, meso, and micro levels, and combine
quantitative and qualitative assessment methods.

Methodology and research methods. In Ukraine, with the support of monitoring
platforms, the Razumkov Center and the Kucheriv Democratic Initiatives Foundation, several polls
were conducted on the trust of Ukrainian citizens in public institutions and politicians. These
surveys contain information on the level of trust in the financial sector, particularly the NBU and
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commercial banks. The trust / distrust balance is a qualitative indicator, calculated as the difference
between those who trust and those who do not trust the public institution identified in the question.

It should be noted that the balance of trust/distrust in the NBU and commercial banks, which
is shown in Fig. I, did not gain positive values for the entire analyzed period. Over the last decade,
the trust / distrust balance in the NBU ranged from -68% to -28.7%; the highest distrust rate was in
2014. The number of respondents who distrusted commercial banks exceeded those who trusted by
73.5% to -29.5% for the analyzed period, with the lowest level of distrust in 2019. This
predominance of the distrusted part of society indicates an entrenched systemic trust crisis in the
financial sector that involves the monetary authority represented by the NBU and commercial banks
that provide services and banking products.
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Fig. 1. Dynamics of qualitative indicators of trust in the financial sector (2010—2020)
Source: built by the authors based on the Razumkov Center, the Kucheriv Democratic Initiatives Foundation and Trading
Economics polls.

In addition to the qualitative indicators of trust in the financial sector, which are determined
in surveys conducted at the national level, attention is paid to the trust indicators of international
monitoring platforms. Thus, Trading Economics monthly determines the Consumer Confidence
Index for Ukraine by randomly surveying households. As shown in Fig. I, for 2010 to 2020, the
consumer sentiment indicator did not exceed 100 points and ranged from 52.6 to 92.2. In 2019, the
consumer sentiment index reached its maximum, so the shares of respondents’ positive and negative
sentiments about the economic situation in Ukraine were almost equal. Such dynamics of the
indicator demonstrate the aggravation of the crisis of consumer confidence, which is formed under
the rational influence (for example, reduction of real household incomes) and irrational factors
based on pessimistic attitudes of economic entities. The erosion of consumer confidence creates
a prejudice against financial institutions, which is the driver of the economic and financial hunger of
the economy (Kaya, 2021).

Except for qualitative indicators of public trust in the financial sector, quantitative indicators
based on economic data on the state and development of the financial sector have become widely
used in the economic literature. In the analysis of ways to increase trust in the banking system,
researchers determined that the most informative describe the trust in the banking system indicators
of the dynamics and structure of the deposit portfolio, the currency structure of deposits,
dollarization of deposits and loans. Moreover, researchers used the decrease in the volume of
deposits in the national currency to indicate the crisis of confidence in the banking system. In
addition to these indicators, the study of the economic trust index at the macro level uses such
relative indicators as the ratio of deposits and GDP, the percentage of loans and GDP, dollarization
of deposits. Given the studies, the key indicators that reflect the level of trust in the financial sector
are the following indicators: the level of dollarization of deposit-taking corporations’ loan and
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deposit portfolio and the share of deposits in the national currency of total deposits. These
indicators, the dynamics of which are shown in Fig. 2, will be the empirical basis for further
research.
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Fig. 2. Dollarization of the deposit and loan portfolio of deposit-taking corporations
from 2006 to 2020

Source: based on National Bank of Ukraine Statistic.

The increase of the dollarization level of the loan and deposit portfolios indicates distrust in
the national currency and the national financial system. Economic entities, relying on the instability
of the financial sector, the national currency devaluation, are trying to protect their savings from
devaluation by choosing more stable foreign currencies.

The dollarization rate of the deposit portfolio for the study period 2006—2020 were ranged
from 37% to 48%, reaching its maximum in 2009, 2014, and 2016. Accordingly, the loan
portfolio’s dollarization level ranged from 34% to 59% during the study period. It reached its peak
in 2008 and 2015.

The above trends confirm the hypothesis that the dollarization of the banking system
indicates a trust crisis in the financial sector, as maximum dollarization coincides with the
aggravation (complication) of the financial and economic situation in 2008—2009 and 2014—2016.

The organized savings in the national currency, on the contrary, is an indicator of the
smooth operation of the financial sector and trust in it.

The growth of hryvnia savings strengthens the national currency, promotes Ukraine’s
economic independence in international financial markets, and improves the NBU policy’s
effectiveness. Thus, economic agents, confident in the security of their savings, interact with
depository institutions, which leads to the transformation of savings into investment potential for
economic development and the smooth operation of the financial system.

Another indicator that allows assessing public trust in the financial sector is the cash in
circulation outside deposit-taking corporations, represented by monetary base (M0). As shown in
Fig. 3, the growth rate of cash in 2002—2006 and 2010—2013 remained at about the same level,
and in the crisis period of 2007—2008 and 2013—2014, the amount of cash outside deposit-taking
corporations increased one and a half times.
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Fig. 3. Dynamics of the rate of change of nominal wages and monetary base
Source: based on State Statistics Service of Ukraine and National Bank of Ukraine.

After 2016, the increase in cash outside deposit-taking corporations remained within 10%,
and in 2020, this figure increased six times, reaching 34.27%. The reason for such monetary
phenomena is the desire of economic agents to make their payments in cash outside of banking
institutions due to a lack of trust in them and their services. That is why cash in circulation, which
potentially serves as a source of investment in the real sector, remains in the hands of the population
due to low financial literacy and distrust of the financial sector. Such trends lead to negative
processes: the economy shadowing, underdeveloped financial markets, devaluation, and inflation,
which deepen the trust crises in the financial sector.

Researchers singles out the low salary level as the cause of the trust crisis in the banking
system. Figure 3 shows that for the period 2002—2020, there was an increase in nominal salary, but
the rate of change is negligible. In 2009, 2013, and 2014, the increase in nominal salary was 7.4%,
7.9%, and 6%, respectively. Thus, due to too low growth rates of nominal salary, households cannot
create organized savings and develop experience of interaction with banking institutions. Lack of
experience makes a lack of trust in the financial sector (Fig. 4).
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Fig. 4. Conceptualization of a trust/distrust in the financial sector
Source: author’s development.
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The multidimensional factor analysis was applied to present the optimal methodological
basis for the element and integrated assessment of public trust in the financial sector. The search for
factors will be performed using the principal components method. The advantage of this method is
the ability to include the maximum possible number of significantly correlated indicators of the
economic phenomenon in the model. The calculated factor loads will make it possible to build an
integrated indicator of trust in the financial sector. In turn, the integrated assessment allows
combining in one indicator many different in economic essence, units of measurement, weight, and
other characteristics of factors that directly affect the phenomenon under study, and explain about
90% of its variance.

The information base for the integrated assessment of trust in the financial sector is a set of
standardized indicators for the period from 2010 to 2020, namely: balance of trust/distrust in the

NBU (TBYBY); balance of trust/distrust in commercial banks (TB2*™); consumer confidence index

(TB{™"™"); the share of loans in foreign currency in the loan portfolio of deposit-taking

corporations (Creditf ?Tfign); the share of loans in national currency in the loan portfolio of deposit-

taking corporations (Credit?tational); the share of deposits in national currency in the deposit

portfolio of deposit-taking corporations (Deposit™“™); increase in cash in circulation outside

it
deposit-taking corporations (M Oﬁmwm); rate of change in nominal salary (S alary‘?tmmh).

The selected information base of the study includes indicators that are measured in different
units (percentages, points, UAH), the methodological unity of all components of the analysis was
achieved by standardizing indicators. This procedure allowed the transition to normalized values
while maintaining their relationship based on the min/max approach. The next step is to introduce
normalized indicators to the factor model. The STATISTICA software module was chosen for
factor analysis.

Research results. The principal component analysis is used for factor model
implementation by the program. The program automatically calculates the correlation matrix; factor
loads are identified as significant if more than 69% of the variance of each indicator is entered in
the program. The rotation method is Varimax. As shown in Fig. 5, trust in the financial sector was
grouped into three factors. In the generated table, to facilitate interpretation, red will be allocated
factor loads in absolute terms greater than 0.69.

Factor Loadings (Varimax normalized) (Spreadsheet24)
Extraction: Principal components
(Marked loadings are = 690000)

Factor Factor Factor
Variable 1 2 3
TBMEY [ 06946811 -0,028324] 0,605402
B 0533941 -0,143450 0.754561
TR™* 0,320601 0.067291 0.906133
CREDIT==a" -0,933460 -0,110433 -0,256739

CRED|T"ten! 0.,933460 0,110433 0,256739
SALARY=™"" -0.206111 0.831624| -0,412397

[ -0,026456 -0,8583716| -0,329948
DEPOSIT™=%" | 0515352 0.044574 0308430
Expl.Var 3.321134 1.524838 2262847
Prp.Totl 0.415142 0190605 0.282856

Fig. 5. Fragment of the factor loads of trust indicators in the financial sector
Source: STATISTICA.

The indicators selected for factor analysis explain 88.9% of the total variance of trust in the
financial sector, which indicates a relatively high quality of the constructed factor model, given the
complexity and interdependence of the socio-economic system. According to the factor analysis
results, three elements and one integral indicator of the financial sector’s balance of trust / distrust
have been formed. These indicators can acquire positive and negative values. Suppose the
calculated trust / distrust balance is negative. In that case, the share of distrusted economic agents

212 ISSN 2306-4994 (print); ISSN 2310-8770 (online)



FINANCIAL AND CREDIT ACTIVITIES: PROBLEMS OF THEORY AND PRACTICE 2022 N2 1 (42)

exceeds the share of society that tends to trust the NBU (macro-level), commercial banks (meso-
level), or financial services (micro-level).

The analysis revealed that the most significant factor in the number of qualitative and
quantitative indicators is public trust at the macro level. It combines such variables as the balance of
trust/distrust in the National Bank of Ukraine, the share of foreign currency loans in the loan
portfolio of deposit-taking corporations, the share of loans in national currency in the loan portfolio
of deposit-taking corporations, the share of deposits in local currency in the deposit portfolio of
deposit-taking corporations. These indicators are attributed to this factor because they characterize
the trust in the monetary authority and the trust of participants in the financial system in the
consistency of the central bank’s monetary policy. Trust in the national bank as a monetary
regulator is transmitted through deposit and credit channels of monetary policy. Accordingly,
economic entities, feeling the instability and weakness of the monetary regulator, choose to save
and lend more stable foreign currencies, provoking high levels of dollarization of the financial
sector and associated risks, including increased troubled liabilities due to exchange rate changes.
Indicators of public trust at the macro level describe society’s attitude to the regulator of the
financial system responsible for making decisions about the stability of financial corporations.
Related distortions in the transmission channels of the NBU’s monetary policy create a fall in
liquidity (liquidity trap) and a famine in the economy, causing a new wave (exacerbation) of public
distrust. Moreover, a central bank with a low level of trust in economic agents cannot quickly and
effectively overcome the problems of current activities and eliminate the undesirable consequences
of economic crises.

Given the factor loads and their signs calculated in the STATISTICA software module, it
should be noted that during 2010—2020 there is a persistent distrust in the financial sector at the
macro level. Thus, the predominance of respondents who distrusted the NBU and the increase in the
share of foreign currency loans in the loan portfolio of deposit-taking corporations contributed to
the deepening of distrust in the financial sector while increasing the share of loans and deposits in
the national currency. The balance of trust/distrust in the financial sector at the macro-level is
calculated as the algebraic sum of the product of the variables included in the first factor and their
factor loads (1).

TBR" = 0.69-TBYY~ 0.93-Creditl™"" + 0.93-Credit}*"”"* + 0.82-Deposit™™ ™, (1)
TB}%"° — the value of the trust/distrust balance in the financial sector at the macro-
level;

TBYBY — Trust / distrust balance in the NBU;

C redit{torei‘gn — the value of the share of foreign currency loans in the loan portfolio

of deposit-taking corporations;

where

Credit! ™™ __ the value of the share of loans in national currency in the loan
portfolio of deposit-taking corporations;

. national
Deposit,,

deposit portfolio of deposit-taking corporations.

— the value of the share of deposits in national currency in the

The public trust/ distrust balance in the financial sector at the macro-level for the study
period 2010—2020 ranged from -19.07 to -46.58%. The predominance of economic agents who do
not trust the monetary authorities increased to -46.34% in 2014. Over the next four years, public
distrust in the financial sector deepened. During 2019 and 2020, there was a rapid increase in trust
in the financial sector, so the balance of trust and distrust in the financial sector at the macro level
was -19.07% and -23.09%, respectively (Fig. 6).

The third factor includes two qualitative indicators — the trust/distrust balance in
commercial banks and the consumer confidence index. This factor conveys trust in the financial
sector at the meso-level. Trust in financial institutions is formed through the prism of the economic
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agent’s assessment of financial services’ image, quality, and reliability. A client who trusts financial
institutions is more likely to use the bank’s services, open deposit accounts, send transfers, use non-
cash payments, and thus promote controlled flows in the financial system. Declining trust in
financial institutions can lead to a deterioration in the solvency and liquidity of a financial
institution, increase the panic of depositors and customers and lead to bankruptcy. Thus, using the
services of financial institutions, economic entities form financial experience that affects the trust in
the financial sector at the meso-level.

Trust/distrust balance in the financial sector at the macro-level
mmm Trust/distrust balance in the financial sector at the meso-level
Trust/distrust balance in the financial sector at the micro-level

Fig. 6. Public trust in the financial sector at the macro-, meso- and micro-levels

of its manifestation in 2010—2020
Source: based on (1—4).

As noted earlier, commercial banks’ trust/distrust balance remained negative during 2010—
2020, with negative sentiment prevailing among economic agents. Such trends are evidence of
economic distrust of financial institutions and, consequently, create distrust in the financial sector at
the meso-level. Thus, the balance of trust/distrust in the financial sector at the meso-level could be
calculated as follows (2)

bank
TB°=0.91-TB;#™"+ 0.75-TBi{™"™", (2)
where  TB}*° — the value of the trust / distrust balance in the financial sector at the meso-
level;

TBf’ta”k — trust/distrust balance in commercial banks;

TB{ ™™ _ the value of the consumer confidence index.

The calculated public trust/distrust balance in the financial sector indicates a deep crisis of
trust at the meso-level of the financial sector (see Fig. 6). From 2010 to 2013, there was distrust in
financial institutions; the balance trust/distrust ratio ranged from -38.02% to 48.1%. In the crisis
year of 2014, the problems related to trust at the meso-level were rapidly exacerbated. The
trust/distrust balance reaches its low critical level, creating a persistent distrust of financial
institutions in 2015—2018. From 2019 to 2020, the prevalence of negative attitudes towards
financial institutions decreased, and the trust/distrust balance in the financial sector was -52.08%
and —76.69%, respectively.

The second factor includes such quantitative indicators as the growth of cash in circulation
outside deposit-taking corporations and the rate of change in nominal salary. This group of
variables characterizes the trust in the financial sector at the micro-level, as it covers the essential
trust of an individual client in a particular financial service. Lack of trust in the financial sector at
the micro level contributes to an increase in cash outside deposit-taking corporations, as potential
consumers of financial services have a negative experience and consider organized savings to be an
unreliable method of storing funds. Thus, calculating the trust / distrust balance in the financial
sector at the micro-level includes increasing salary growth and decreasing cash outside deposit-
taking corporations (3)
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TBF"°=0.83-Salary? """ 0.88- MO ™", -

where, TBT™ _ the value of the trust / distrust balance in the financial sector at the micro-
level,

Salary

growth
it
MO "™ __ the value of the growth rate of cash outside deposit-taking corporations.

— the value of the rate of change in nominal salary;

The calculated trust / distrust balance in the financial sector at the micro-level suggests that
trust in financial services in Ukraine is much higher than in financial institutions and monetary
authorities. Thus, from 2010 to 2012, there is a positive value of the trust/distrust balance, from
0.06% to 10.04%. In 2013, a socio-economic crisis was brewing, leading to distrust in financial
services in 2014 and a negative value of the trust / distrust balance at the micro-level, which
amounted to -11.74%. In the period from 2015 to 2019, financial services are restoring their trust
positions; the maximum value of the trust/distrust balance was in 2017 and amounted to 25.71%,
which transmits the highest level of trust at the micro level for the entire study period from 2010 to
2020 (see Fig. 6).

Levels of trust / distrust balance allow forming an integrated indicator of public trust in the
financial sector, which is a generalization of the existing value of trust / distrust at all levels. Factor
analysis data shows that the identified variables describe 88.9% of the total variance. The first
factor, which characterizes the trust/distrust balance at the macro-level, represents 41.5% of
trust/distrust in the financial sector. The second factor, which shows trust / distrust at the micro-
level, describes 19.1% of the total variance, and the third factor, which is interpreted as the
trust/distrust balance at the meso-level, is 28.3%. Thus, the integrated indicator of the public
trust/distrust balance in the financial sector is calculated as the algebraic sum of the products of the
variances of the studied phenomenon on the indicators of the trust / distrust balance at each level (4)

TBy=0.415-TB*"°+ 0.191-TB"" + 0.283-TBj{ . (4)

The dynamics of the integrated indicator of distrust in the financial sector at all levels of the
financial system are presented in Fig. 6. It was found that from 2010 to 2020, the integrated
indicator of distrust in the financial sector ranged from -20.69 to -49.8%. In the post-crisis period,
during 2010—2012, there was a deepening of public distrust in the financial sector of Ukraine. In
2013, there was a slight decrease in the negative effects associated with the crisis of public trust.
Since 2014, when the trust / distrust balance was -49.8%, there has been a systematic decline of
trust and growing public distrust in the financial sector. From 2015 to 2018, the trust crisis in the
financial sector deepened; the share of citizens who distrust ranged from -40.76% to -44.46%. The
reasons for the erosion of trust in 2014—2018 are: a sharp decline in trust in commercial banks and
the NBU due to the unstable economic and political situation resulting from exchange rate
fluctuations, increased cash outside deposit-taking corporations, and high dollarization of the
banking sector. Starting in 2018, trust in the financial sector is growing due to an increase in
nominal salary growth, an increase in the share of national currency deposits in deposit-taking
corporations’ deposit portfolios, and an improvement in consumer sentiment. In 2019, the level
of distrust was the lowest, amounting to -20.69%, which is 29.11% more than in the crisis year
of 2014.

Conclusions. This paper offers a new approach to the element and integrated assessment
of public trust levels in the financial sector. The novelty of the method is based on determining the
trust/distrust balance in the financial sector at all levels, taking into account quantitative and
qualitative indicators. It was found that the trend of public distrust in the financial sector, recorded
in previous empirical studies and surveys, persists. The variables included in the factor model
belong to three levels of public trust in the financial sector, particularly the macro-, meso-, and
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micro-levels. At the same time, the lowest level of trust is in financial institutions, and the highest
— is in financial services. It should be noted that the most significant impact on the level of public
trust in the financial sector, in the constructed factor model, has been the actions of the central bank
and monetary policy.

The calculated indicators are evidence that 2014 turned out to be extremely difficult for the
financial system of Ukraine. The economic and political crisis of 2014—2017 deepened and
entrenched trust crises in the financial sector. It is due to the central bank’s management at the
macro-level. In 2014—2016, the lowest trust rates in financial institutions were recorded. A high
level of distrust at the meso-level was caused due to the introduction of a temporary administration
and revocation of banking licenses.

The study found that the increase in nominal salary and an increase in the share of deposits
and loans in the national currency in the loan and deposit portfolio of deposit-taking corporations
have a positive effect on the level of trust in the financial sector. The deepening crisis of trust, in
turn, is due to the dollarization of the banking sector, increasing the growth of cash outside deposit-
taking corporations. Thus, the developed methodological guidelines for assessing trust in the
financial sector can help identify ways to correct and overcome public distrust.
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