ATLANTIS
PRESS

Advances in Economics, Business and Management Research, volume 148

Proceedings of the Russian Conference on Digital Economy and K nowledge M anagement (RuDEcK 2020)

Aggregate Index of Institutional Trust in Financial
Institutions as a Method of Assessing the
Development of the Russian Economy Institutional
Environment

Zhelaeva S.E.*

East-Siberian State University of Technology and
Management
Ulan-Ude, Republic of Buryatia
e-mail: zhelay@yandex.ru

Ayurzanain A.B.

East-Siberian State University of Technology and
Management
Ulan-Ude, Republic of Buryatia
e-mail: ayurza9@yandex.ru

Darmaeva O.A.
East-Siberian State University of Technology and Management
Ulan-Ude, Republic of Buryatia
e-mail: oksana.smart@yandex.ru

Abstract — The article presents the analysis of trends in the
development of the institutional environment of the economy of
the Russian Federation. The article calculates the level of
institutional deformation in the economy of the Russian
Federation, which showed significant changes during the
analyzed period from 2010 to 2014, which may be partly due to a
significant change in the global market and a number of
successive financial and economic crises. The final stage of the
study is the analysis of changes in the level of institutional trust of
the population, which is based on a ten-factor model. The
measurements of the level of institutional trust showed significant
changes in the institutional trust of the population in financial
institutions during the analyzed period 2008-2018.
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. INTRODUCTION

The world economic crisis marked a change in the
paradigm of world development — the transition from the
industrial mode of production to the post-industrial, as well as
from capitalist society to post-capitalist [2]. This civilizational
shift is caused by the combined action of three factors —
globalization, the scientific and technological revolution and
the intensive development of social communications
associated with the spread of Internet technologies. Mass
online contacts reset social distances, which led to a sharp
increase in the dynamism of the environment, the level of
interdependence of players [3]. Rigid hierarchical structures
are everywhere replaced by flexible network structures and
form the institutional environment of the modern economy in
a new way.

The peculiarity of the institutional environment of the
economy of modern Russia is the dominance of imported
institutions of a developed market economy with the abolition

of previously quite effective institutions in favor of

institutional changes.

In theory, there are two main ways of institutional change:
evolutionary and revolutionary. As a result of the study it was
found that the development and transformation of the social
sphere of Russia took place mainly in a revolutionary way.
The revolutionary way of institutional change is understood as
the import of formal institutions that have already proved their
effectiveness.

In Russia, the import of institutions comes mainly from
other countries. Often the import of institutions, well
established themselves in other countries, leads to negative
results under the new conditions. In the Russian practice of
importing institutions, the situation can lead to the emergence
of if a viable institution, then ineffective and significantly
different from the original. The reason for this phenomenon is
the negative impact of institutional environment deformations.

Based on the definition of the institutional environment as
a set of formal and informal institutions that regulate the
choice of economic agents, as well as mechanisms to ensure
the fulfillment of contractual obligations by its participants, it
is necessary to consider the concept of deformation of the
institutional environment [7]. In turn, the deformation of the
institutional environment should be defined as the failure or
ineffective performance of its components imputed functions
(regulatory, regulatory, restrictive, stimulating, prohibiting,
etc.), which is reflected in the growth of transaction costs.

Il. RESULTS AND DISCUSSION

Adapting to the new conditions, economic agents modify
the rules and norms of their behavior and, in a new way,
forming the institutional environment, move to the cluster
structure and the network method of coordination. Although
inter-firm and inter-organizational network interactions in the
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modern economy have already received considerable coverage
in the works of Russian scientists [4, 23, 30, 34], the
relationship of cluster-network structure with the mechanism
of innovative growth and economic growth as a whole is
poorly studied. The wave of interest in this issue began to rise
in the world of science is relatively recent, not only in the field
of institutional Economics, but also in the field of sociology,
management and economic theory [1]. Research in this area is
of an in-depth interdisciplinary nature. The basis of this
research is the position of the network economy as a field of
research and institutional Economics.

The definitions of the essence of network and hierarchical
interactions in the modern economic literature are diverse. It is
considered  that the network assumes horizontal
communication, while the hierarchy is vertical. The analysis of
the development of hierarchies and networks conducted by a
number of economists, among which should be highlighted A.
Gritsenko (2007) and V. Tarasevich (2005). Also, on one side
there is the issue of the relevance of institutions and social
networks, the presence of which clearly can be stated, based
on the work of economist V. Dementieva (2008) investigating

TABLE I.
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the views of M. Granoveter, John. Knight and other leading
representatives of neo-institutionalism.

M. Castels exploring and highlighting the principles of
functioning and development of network interactions in the
economy the main feature of the modern information society
notes the widespread use of information technology, the
dominance of information, and the network logic of its use.
Thus, Castells emphasizes the organic link between the new
technological paradigm and the formation of the network
structure and notes that the basis of the organization of the
modern economy are network information flows, network
structures and network interactions.

In this study, the authors emphasize the thesis of
M. Castells that the modern economy is spontaneously
transformed into a network system and thus becomes a
"continuously flowing space of flows", gaining the ability of
continuous updates [6].

At the beginning of the study it is necessary to determine
the main forms of deformation of the institutional environment
(table 1).

SHAPE DEFORMATION OF THE INSTITUTIONAL ENVIRONMENT

Deformation form Example

Influence

Contradiction between system-
forming and auxiliary
institutions.

norms regulating the financial sector.

The system-forming institutions are the normative legal

Aukxiliary institutions — customs of business turnover.

It finds expression in the increase in the share of the shadow
sector of the economy in total income.

Contradiction between normative
and positive content of
institutions.

Normative content — the content of the designed institutions.
Positive content — the content of real institutions.

It finds expression in the rent-oriented behavior of the
bureaucracy, the volume and share of the status rent (issue
income, income from the provision of public services, etc.) in
the total volume of consolidated budget revenues.

The contradiction between

existing and projected transformed institutions.

The design of the institutions to be imported, newly created,

It is manifested in indicators of innovative activity of
economic agents (share of innovative products in total

institutions. income, etc.)
The presence of persistent Institutions of corruption, institutions of the shadow It manifests itself in a negative impact on the economy and
inefficient institutions. economy, institutions of drug trafficking, etc. society.

The contradiction between local,
national and global institutions.

Inconsistency between national and international law

It is manifested in the dynamics of the main economic and
social indicators.

The contradiction between the
transformational and
transactional sectors of the

economy. real sector of the economy.

A significant excess of the rate of development of the
financial sector of the economy over the rate of development
of the real sector, the autonomy of financial capital from the

It is reflected in economic crises, rising inflation and
unemployment.

Increasing heterogeneity of the
institutional environment.

The difference in the density and intensity of transactions.

It manifests itself in the polarization of the economic space.

It is necessary to note that the degree of heterogeneity is
increasing in States with a Federal structure, due to the
presence in the institutional environment of a significant
number of institutions of a local nature. Indicators of such
deformations are the ratio of economic and social indicators
that reflect the state of individual geographically localized
entities (regions, municipalities) that are part of the state, as
well as indicators of income differentiation, etc.

According to modern economists, institutional trust is one of
the basic elements that make possible market exchange, since
any long-term transaction requires faith in various kinds of
promises [20, 21]. With the ever-increasing complexity and
differentiation of market transactions in global society, there is
an increasing need for further development of institutions aimed
at building market trust between producers and consumers [2].

In the case of financial institutions, institutional trust
implies the existence of legislative mechanisms to regulate
activities and their actual use as a tool to protect the
implementation of formal rules or contracts. A society with a
high level of trust will be less likely to resort to vertical
integration to guarantee specific investments than a society
with a low level of trust [9].

If we consider the institutional environment in which
transactions are carried out and the factors that influence the
choice of the form of the contract, it can be noted that the
institutional environment has a great influence on the choice
of the form of the contract and primarily on the need for
certain guarantees in the implementation of specific
investments [12, 22] Transactions that are executed in one
institutional environment may not be viable in another [11].
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The Procedure for calculating the aggregate institutional
trust index is based on an assessment of the balance between
positive and negative assessments. For each question, a private
index is calculated — the share of negative answers is
subtracted from the share of positive answers and 100 is added
to this difference in order to exclude negative values. The
aggregate index is equal to the average of private indices and
characterizes the change in trust in financial institutions as a
whole. In addition to the aggregate index are calculated: the
index of the current situation, which is equal to the average of
the indices of reliability and transparency for the past year, as
well as the index of profitability of investments; the index of
expectations, which is equal to the average of the indices of
reliability and transparency in the coming year. Index values,
both General and private, can range from 0 to 200.

TABLE II. CALCULATION OF THE AGGREGATE INDEX OF INSTITUTIONAL

TRUST IN FINANCIAL INSTITUTIONS

Index 2008 | 2009 | 2010|2011 | 2012 | 2016 | 2017 | 2018

Assessment of the
reliability of financial
institutions over the past
year*

91 |76 |82 (89 |95 (98 |98 |97

Expectations of reliability
of financial institutions in {97 83 |92 (101 |101 |103 |102 |101
the coming year*

Assessment of
transparency of financial
institutions in the past
year*

103 (88 |89 |93 (98 |97 |93 |92

Expectations of
transparency of financial
institutions in the coming
year*

101 |89 (92 |95 |100 |99 |96 |96

Assessment of profitability

of financial investments* 9 |84 190 92 |91 198 199 |97

Thecurrentsﬂuaﬂon 96 ls3 187 lo1 los log l97 |o5
index*

The expectations index* |99 |86 |92 |98 101 [101 |99 |99

Index of successful
activity of financial 183 |180 (177 (176 (173 |172 |172 (171
institutions

The index of disclosure of

financial crimes** 110 |110 (110 |110 |110 (110 |110 (110

The index of demand for

. . - 41 |44 |44 |47 |53 |54 |56 |59
financial services

Total trust in financial

S 102 (92 |96 |99 (102 |103 |102 |102
institutions

& *gource: data from the National financial research Agency

b %*No information in dynamics, calculated on the basis of annual data

In our proposed additional three factors calculations are
made as follows:

1) the index of the successful activities of financial
institutions = the Percentage of the existing financial
institutions — the Share of financial institutions on which the
decision on the elimination of +100;

2) the index of disclosure of financial crimes = the Proportion
of crimes solved — the Share of unsolved crimes +100;

3) the index of demand for financial services = the Share
of income of the population in the accounts of financial
institutions — the Share of income +100.
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The index of successful activity of financial institutions
shows the state of the financial industry in the country,
reflecting the number of financial institutions that failed to
fulfill their obligations to the population. This will
undoubtedly affect the institutional trust of the population in
the future, which confirms the feasibility of including this
indicator in the calculation methodology.

The financial crime disclosure index reflects the shadow
segment of the financial sector and its corruption. With a
negative characteristic of this indicator, the population will
believe that financial institutions are dishonest in carrying out
operations with their financial assets, which will affect the
decline in institutional trust.

The index of demand for financial services reflects the
demand for financial services among the population, which to
some extent reflects the level of institutional trust in financial
institutions. The population with a low level of trust will keep
the money "on hand", refraining from using financial services.

The calculations carried out for the period 2008-2018
showed that the aggregate index of institutional trust changed
significantly and the minimum value of the index was
recorded in March 2009 (Fig. 1).

It is important to note that the institutional trust of the
population in financial institutions (measured in this case on
the basis of indices) significantly affects the number of
transactions and contracts in the financial market. This, in
turn, had a significant impact on the development of negative
crisis consequences for the country's economy.

I1l. CONCLUSIONS

The article analyzes and considers the trends in the
development of the institutional environment of the financial
market of the Russian Federation at the present stage.
According to the results of the study, it should be noted the
increasing role of network interactions both in the world
economy and in the Russian economy.

Financial market institutions play a leading role in shaping
the modern architecture of the modern economy. In this
regard, the study of the institutional environment in this sector
is of additional interest to the scientific community.

Forming conclusions on the theoretical part of the article it
should be noted the importance of imported institutions and as
a consequence of the emerging complex economic
phenomenon — institutional deformation. In the theoretical part
of the classification of institutional deformations using
specific examples. This gives us the opportunity for a more
accurate analysis of the institutional environment of the
modern financial market, which is formed under the complex
influence of many economic factors. In the end, consideration
of this issue helps us to understand why the same financial
institution or norm is taking root and successfully functioning
in certain economies, and in others, on the contrary, are
recognized as ineffective.

Another important aspect is the typology of network
interactions in the modern economic system on the basis of
retrospective  analysis. Network interactions between
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economic agents are present one way or another in any
economic system. In General, it can be concluded that the
quality and quantity of network interactions in the economic
system to some extent forms the level of its development.
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More developed economic systems are characterized by a
greater number of network-type economic relations with
different levels of market power on the one hand and the
number of network interactions on the other.

103

2012 X6 W17 018

Fig. 1. Dynamics of the aggregate index of institutional trust in financial institutions. Source: Compiled by the author

The final, but no less important aspect of this study is the
study of the dynamics of the level of institutional trust of the
population in financial institutions, which in fact has a direct
impact on the quality and development of monetary exchange
in the economic system. The study showed that the level of
institutional trust was measured on the basis of grouping and
calculation of 10 factors, the value of the level of institutional
trust is quite a highly variable over time. It is important to note
that, for example, the impact of the financial and economic
crisis had a negative impact on the level of institutional trust
of the population, which faced bankruptcy and subsequent
withdrawal from the market of large banking institutions that
could not meet the new economic conditions, comply with the
standards of the Central Bank of Russia and so on.

According to the results, it is important to note that the
development of network interactions, we examined by
analyzing the activities of financial institutions of the Russian
Federation for today is crucial for the whole economic system
of the state.
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