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The success of banking activity depends on the level of their client’s trust. The reason
is that for banks, in order to perform their main functions, it is necessary to attract free
deposits. Individuals make decisions about opening deposits only if they completely trust
the financial institution. Therefore, there is a direct relation between trust, volumes of
deposits, increased lending, which has a great impact on economic growth and improving
the overall well-being of the population.

The subject has been central to a number of scholars, which was caused by crisis
phenomena in the banking system of Ukraine between 2014 and 2016. Such an active
discussion of the issue of trust in banks among theoreticians and practicians has been
caused primarily by the consequences it would have for the banking system and economic
development. It is worth mentioning the works by K.M. Bazadze [2], A.V. Somyk [3, 4], V.
S. Stoiko, and the pieces of research conducted by other rating agencies.

Despite an active discussion in the scientific environment about determining the level
of trust in banking institutions, it should be noted that the banking system is actively
developing, crisis trends are already in the past, and the banking sector is resuming
operations after the crisis of the previous years. In these circumstances, there is an objective
need to review the conditions and factors that affect the level of trust in banks, as well as
finding optimal directions for its improvement.

The purpose of the article is to determine the level of trust in the banking system
through systems of indicators, justification of factors of influence, and also giving of
recommendations to raise its level.

It is a well-known thesis that money love silence. This leads to the conclusion that as
soon as if there is even minimal panic among the population, respectively, the volume of
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deposits in banks are beginning to decline sharply, which is immediately reflected in the
financial stability of the institution.

In general, the concept of "trust" is rather subjective. It is extremely difficult to
quantify trust. National rating agencies conduct a population survey to determine the level
of trust in the banking system.

Thus, InMind, which is supported by a US agency for International Development
USAID and commissioned by the Deposit Guarantee Fund, found that, in 2015, 19% of the
survey respondents did not trust financial institutions while, in 2019, approximately 53% of
respondents did not trust financial institutions. Trust in banks is approximately at the level
of 20%, but the percentage of those who fully trust banks or regulators of the financial
sector is 3% [6]. According to the Institute of Economics and Forecasting, as of June 2018,
the number of people who do not trust banks is 69.6% NASU. The Ministry of Finance also
conducts quarterly surveys about the most trusted banks. The interviewers also ask the
respondents which of the 31 banks they would trust more than 200 000 UAH. Thus, in
September 2018, the most trusted banks were PrivatBank, Oshchadbank, and Megabank.
Besides, they were asked the following questions: 1) Do you deposit with banks? 47%
answered “yes, regularly”; 32.4% answered “yes, from time to time”; 12,3 are not going to
do this; 8.3% are not, and they never will be.

Approximately 36% of those polled place deposits with a bank to protect their savings
from inflation. A little less (35%) expect to multiply their savings [7].

Generally, depositors who choose banks to accommodate their savings are guided by
the reliability of banks. Dragon Capital Investment Company, together with Business News
Magazine, published the rating of the most reliable banks based on the following criteria:
capital adequacy, liquidity, investor confidence, shareholder support, profitability, asset
quality, etc.

On April 1st, 2019, according to the results of the study five of the most reliable banks
are: Raiffeisen Bank Aval, Ukrsibbank, Citibank, Credit Agricole Bank, Ying Bank. State
banks (Privatbank, Oshchadbank, and UkrEximbank) are ranked 7th, 8th and O9th,
respectively [8].

Forinsurer, a journal that investigates insurance companies, rated the reliability of the
banks according to which Credit Agricole Bank, Raiffeisen Bank Aval, Ukrsibbank,
Oschadbank and UkrEximbank are the first five in the list. In terms of reliability for
individuals, the leading positions are occupied by OshchadBank, UkrEximbank,
Ukrgasbank, as they are state-owned, and deposits are fully guaranteed by the state [9].

According to the results of a sociological survey by the Razumkov Center on
01.03.2019, the rates of trust in banks and the NBU are the following: 36.7% and 31.56%
do not trust banks at the regulator respectively. The numbers of those who rather do not
trust are 38,1% and 36,6%. Those who rather trust - 13.9% and 19.83%. Those who
completely trust - 1.6% and 1.5% [10].

According to a research conducted by USAID about trust to state and private banks,
3% and 6% fully trust, 17% and 29% are more likely to trust; 42% and 28% do not trust at
all state and private banks.

Thus, it should be noted that, as a result of the crisis, political unstability, and unstable
macroeconomic situation, the level of trust in financial institutions remains low.

A number of indicators were selected to assess the level of public confidence in banks.
As we believe, most accurate ones include growth deposits, term structure of the deposit
base, and share of dollarization of deposits.
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In order to carry out a comprehensive analysis of banks' resource base by section of
borrowed funds, let us first consider the structure of household deposits in general (Fig. 1)
and the growth rate of the deposit portfolio (Fig. 2).
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Fig. 1. Structure of the deposit portfolio of banks
Source: Developed by author based on NBU data
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Fig. 2. The growth rate of deposits in the banking system of Ukraine during 2014-2019
Source: Developed by author based on NBU data

Retail deposits, as of 01.01.2014, were UAH 437 562 million and increased by 15% as
compared to the previous year (Fig. 1). During this period, there were crisis tendencies that
have been caused by the accumulated problems of the banking sector during the previous
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periods, as well as the general macroeconomic and military situation. Starting from 2014,
the National Bank of Ukraine used radical actions in the banking sector to reduce the
negative the effects of the crisis, but they have had the opposite effect, thereby deepening
this effect. This concerns the procedure for cleaning-up the banking sector that was
conducted the NBU, and the use of flexible exchange rates. The consequences of these
actions were significant devaluation of the hryvnia, as well as accelerated outflow of
deposits. All in all, in 2014, depositors withdrew deposits for the following sums: 39.8
billion nationally currency and $ 10 billion.

As of 01.01.2015, the growth rate of deposits was negative for hryvnia deposits, and
for deposits in foreign currency, we see an increase of 18% only because of the need for
exchange rates in UAH (Fig. 2). To reduce the outflow of deposits was a law, which came
into force on May 2015, prohibited early withdrawal of term deposits, which, in turn,
positively affected banks' liquidity.

Situation with deposits in 2016 is as follows: the total amount of deposits is UAH 414
018 million, of which UAH 190 884 million in national currency. One can state that post-
crisis recovery begins during this period. The gradual return of public confidence in banks
started in 2017, which is reflected in the overall increase in national currency deposits. This
trend continued into 2018.

The currency component of the retail deposit portfolio determines the level of
confidence in savings in hryvnias, as well as the volume of dollarization (Fig. 3).
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Fig. 3. Shares of hryvnia and foreign currency deposits in the structure of the deposit portfolio

Source: Developed by author based on NBU data

During the period under review (2014-2019), the share of foreign currency deposits
ranged from 41.41% to 53.89% (Fig. 3). Starting from 2017, it has been gradually
decreasing, which is caused by low interest rates on foreign currency deposits. However, in
general, such a high share of foreign currency deposits is a negative phenomenon and
shows a low level of confidence in the national currency, which is a consequence of the
devaluation of hryvnia almost three times in the previous periods and the desire of
depositors to save their deposits from depreciation.

The following group of criteria shows the amount and share of individual deposits in
terms of timeliness, which is indicative of confidence in the banking system (Fig. 4, Fig. 5).
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Fig. 4. The volume of deposits in the banking system by maturity
Source: Developed by author based on NBU data
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Fig. 5. Term structure of deposits in the banking system of Ukraine
Source: Developed by author based on NBU data

It is worth mentioning that the increase in demand deposits (Figure 4) is a negative
phenomenon and indicates that these funds can be removed from the banking system at any
time. The consequence is an increase in probability of the liquidity crisis. According to
2014, the share of deposits is as follows: on 01.01.2014. - 19%, on 01.01.2015 - 25%, on
01.01.2016. - 25%, on 01.01.2017. - 28%, on 01.01.2018 - 33%, on 01.01.2019 - 38%. This

data reflects a threat to stability of the banking system.

The share of deposits up to 1 year during the analyzed period fluctuates between 27
and 44% (Fig. 5). On 01.01.2014. the share is 27%, 01.01.2015. - 33%, 01.01.2016 - 44%,

01.01.2017 - 38%, 01.01.2018 - 37%, 01.01.2019 - 40%.
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According to the National Bank of Ukraine data shown in Fig. 4-5, the share of
deposits from 1-2 years decreases, as well as more than 2 years. This is a consequence of
banks' interest rate policy and is driven by mistrust.

Thus, one can conclude that short deposits, that is, demand up to 1 year prevail. This
indicates a lack of long resources to lend to the real economy and possible liquidity gaps. In
general, consumer behavior in the financial services market is determined by the following
factors such as emotionality and trust, that is, it usually operates on the principle of
irrationality. Therefore, taking this into consideration, it is important for banks to take all
necessary measures to ensure that people's minds are positive.

As the banking system is two-tier, the factors of influence need to be considered in the
context of two groups of entities and the credibility of each of them should be assessed. On
the NBU's side, the importance of improving the effectiveness of monetary policy,
maintaining the stability of the hryvnia exchange rate, implementation of measures to
increase the financial literacy of the population, as well as the creation of a legislative
framework for effective protection of consumer rights. Equally important are the periodic
speeches of the NBU leadership regarding clarification of the situation in the currency,
monetary market. It will form a favorable basis for understanding the nature of processes in
the banking environment and will lay the groundwork for the gradual restoration of
confidence.

The concept of "trust in the banking system" combines both psychological and
behavioral aspects, which may have different effects on profitable activity of banks. On the
one hand, it implies full trust between two entities - both customer to bank and bank to
customer. During periods of exacerbation of crisis there was a situation where investors,
panicking, withdrew their deposits in large amounts. In this case, the banks were hostage to
the situation and suffered from significant losses. Therefore, it is crucial that you avoid
such situations by maintaining trust in banking institutions and, above all, national
currency.

The level of financial literacy of the population, consumer protection plays a key role
in maintaining confidence in financial institutions. But customer awareness of financial
services is not a panacea for increased confidence. First of all, it is necessary to create a
favorable macroeconomic environment, to contribute to annual economic growth. This, in
turn, will eventually lead to improving the financial well-being of the population,
improving the standard of living they will have and the reverse effect will be increasing
confidence in banks, the NBU, and other bodies power.
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[MinTpumanHs noBipu y OaHKIBCHKiM cucTeMi YKpaiHM € KIIOYOBHM (DaKTOpOM
3a0e3rneuyeHHss CTadUIbHOrO PO3BUTKY OaHKIBCHKOrO CeKTopa. PiBHEM JOBipH Takox
BU3HAYA€ThC €(PEKTUBHICTh OAaHKIBCHKOi [iSUIBHOCTI Ta 34aTHICTh BHUKOHYBAaTH CBOi
(yHKIIIT TOBHOIO MipOIO.

3arajoM TEepMiH «JOBipa» € Cy0’€KTHMBHUM Ta HOTrO CKJIQJHO KiJIbKICHO BHMIpSTH.
CrnioxwuBadi (hiHAaHCOBUX MOCIYT CXHMJIBbHI JISTH 32 IIPUHIUIIOM ippanioOHAIbHOCTI, OCKLIBKA
iXHs MOBeNiHKa Ha PHHKY BU3HAYAETHCS TAKMMU YHHHIKAMH 5K JOBipa Ta €MOIIHHICTb.

JocmimKkeHHsT peUTHHTOBUX areHTCTB JIa€ MiICTaBH CTBEPIXKYBATH, IO PiBEHb AOBIpH
o (iHAHCOBMX YCTaHOB 3alUIIAEThCA HHU3BKUM. Lle € HacmigkoM KpPHU30BHX IOMIN
MOMEPEIHIX POKIB, IMOJITHYHOI HECTAOIIBHOCTI Ta HECHPHUATINBOI MaKpOCKOHOMIYHOT
CHUTYaIii.

Jnst BU3Ha4YeHHs PiBHS JIOBIpHM OOpaHO HHU3KY MOKA3HUKIB, a CaMe: TEMIl 3pOCTaHHS
JICTIO3UTIB, CTPYKTypa JCMO3UTHOI 0a3u, YacTKa JOJIapu3allii ACMO3UTHOTO MOopThens, 10
Jla€ 3MOTY MpPOBECTH KOMIUICKCHHH aHaili3 BU3HA4YEHHS DIBHS JOBIpH 10 OaHKiBCHKOT
CHCTEMH.

3a pesyinbTaTaMy JIOCTI[DKEHb BCTAHOBJIEHO, MO0 nounHaroun 3 2018 poky
BiZIOYBa€THCS 3pOCTaHHS AETO3UTIB Yy OaHKIBCBKOMY CEKTOpi. A II€ CBIAYMTH PO Te, L0
TIOCTYTIOBO BiJTHOBIIIOETHCS JIOBipa 10 OaHKIBCHKOI CHCTEMH.

Y cTpykTypi Aemo3uTHOr0 mOpT(hens dYacTKa MAEMO3WTiB B IHO3EMHIH BajioOTI €
3HAYHOIO, IO € HETaTUBHUM SBHIIEM Ta BigoOpakae HHU3BKHHA piBEHb IOBIpH OO
HAIIOHANBHOI BAIIOTH, 1110 OyJI0O BUKJIMKAHO 3HAYHOIO JICBAJIbBAIIIEI0 TPUBHI y MOMEPE/IHi
Mepioau.

[IpoananizyBaBIIN CTPOKOBY CTPYKTYpPY AEHO3UTHOTO MOpPTQEns, BapTO 3a3HAYUTH,
110 [IEPEBaYKAIOTh JICTIO3UTH Ha BUMOTY Ta TEPMIHOM JI0 1 POKYy.

BuokpeMJIcHO OCHOBHI HAIpsIMUA 3POCTAHHS PIBHS JOBIPU HACEICHHS 0 OaHKIBCHKOT
CHUCTEeMU: HEOOXIHO IiABHMIIMTH piBeHb (DIHAHCOBOI I'PAMOTHOCTI  HACEJICHHS,
3aCTOCOBYBATH 3aXOIM [UISl 3aXUCTy IIpaB cHoXuBadiB (iHaHcoBHX mociyr. CTBOpeHHS
CIPHSITIMBOTO MaKpOEKOHOMIUHOTO CepelloBHINe, 110 3abe3leduye HIopidYHe E€KOHOMIYHe
3pOCTaHHSI, TAKOXX Ma€ BEJIMKE 3HAYCHHSI.

i 3axomm B MaiOyTHROMY NpPH3BEOYTH OO 3POCTaHHS (iHAHCOBOTO HOOPOOYTY
HACEJTICHHS, MOJINIIEHHS PIiBHSA JXUTTA Ta MATHMYyTh 3BOPOTHUI €(QEKT - IIiJBUIICHHSI
JOBipH sIK 110 OaHKiB, Tak i 1o HBY, a Takox 1o iHIMX opraHiB BIaaH .

Knrouosi cnosa: noeipa 10 0aHKIBCHKOI CHCTEMH, OaHKIBCbKAa CHCTEMa, JCIO3MTHHUI
nopTdens, piHaAHCOBA IPAMOTHICTb.





