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DYNAMIC ECONOMETRIC MODEL OF PUBLIC TRUST
IN THE FINANCIAL SECTOR

ABSTRACT

Trust has long been a question of great interest in a wide range of fields. Recently, a
considerable literature has grown up around the theme of public trust in the financial
sector due to its relevance to the real sector development and growth. Various socio-
economic events encourage economic agents to implement or terminate credit and deposit
relations with financial corporations. Thus, the stability of the economic environment for a
long time encourages economic agents to entrust their own financial resources to the
financial system. In the opposite extreme, adverse events of the current or previous periods,
in particular, the devaluation of the national currency, a large number of bankrupt
financial institutions, high court costs for the return of own funds from liquidated banks,
leads to the formation of funds in national or foreign currency outside the centralized
financial sector and therefore demonstrates the erosion of public trust in it.

The purpose of this paper was to develop a dynamic econometric model of public trust
in the financial sector of the economy, which allows taking into account the lag of
consumer investment decisions of economic agents in the financial market, formed under
the influence of socio-economic events, and previously achieved levels of trust in the
financial sector.

It was shown that level of public trust in the financial sector of the economy is not a
permanent category, and therefore depends on the magnitude of unexpected economic and
financial upheavals of economic agents due to adverse social and economic events. Thus,
the level of public trust of the current period depends on the level of public trust in the
financial sector of the economy of previous periods. This means that the current level of
public trust in the financial sector of the economy depends on the number of financial
losses due to the negative impact of the global financial and economic injustices and
imbalances that economic agents were suffering at the national and international levels,
which enabled it to form a corresponding level of trust or distrust in the financial sector.

KEYWORDS: public trust, distrust, financial sector, financial imbalances, economic
agents.
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