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ABSTRACT
Although the growing body of literature that recognises a desta-
bilising role of the trust crisis in the macroeconomic stability, the
understanding of mediational pathways remains limited. The cur-
rent paper fills the gap by contributing to the existing literature
by examining closely the mediating effect of the trust crisis in the
financial sector on the indicators of macroeconomic stability due
to the anticipated impact of the financial intermediation develop-
ment and the monetary policy transmission mechanism, as well
as their combinatorial impact. A method of structural equation
modelling was used to analyse the input data. It has been empir-
ically confirmed that exacerbation of the trust crisis in the finan-
cial sector without the use of regulatory measures is detrimental
to macroeconomic stability. The results of the mediation analysis
show that transmission channels of the monetary policy mechan-
ism and developed financial sector mitigate the harmful effects of
deepening the trust crisis in the financial sector and lead to an
increase in macroeconomic stability indicators. From a practical
perspective, the findings revealed that interest, credit, and cur-
rency channels of the monetary policy transmission mechanism
could be used to cope with the erosion of the trust crisis in the
financial sector to macroeconomic stability.
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1. Introduction

It is impossible to exaggerate the role of trust in the financial sector of the economy.
Without trust, the financial system is deformed, and without a well-functioning finan-
cial system, it is impossible to ensure the macroeconomic stability and the potential
for the country’s development. Lack of trust in banks or financial markets may
undermine the functioning of macroeconomic systems in general and financial mar-
kets in particular. The global financial crisis, the inability of classical schools to
explain its causes with high certainty, and the active development of behavioural

CONTACT Maryna Brychko m.brychko@uabs.sumdu.edu.ua
� 2020 The Author(s). Published by Informa UK Limited, trading as Taylor & Francis Group.
This is an Open Access article distributed under the terms of the Creative Commons Attribution License (http://creativecommons.org/
licenses/by/4.0/), which permits unrestricted use, distribution, and reproduction in any medium, provided the original work is
properly cited.

ECONOMIC RESEARCH-EKONOMSKA ISTRAŽIVANJA
https://doi.org/10.1080/1331677X.2020.1804970

http://crossmark.crossref.org/dialog/?doi=10.1080/1331677X.2020.1804970&domain=pdf&date_stamp=2020-09-03
http://orcid.org/0000-0002-9351-3280
http://orcid.org/0000-0003-0268-009X
http://orcid.org/0000-0001-5639-3008
http://orcid.org/0000-0002-6371-1219
http://creativecommons.org/licenses/by/4.0/
http://creativecommons.org/licenses/by/4.0/
https://doi.org/10.1080/1331677X.2020.1804970
http://www.tandfonline.com


finance theory have led to an increase in empirical studies of the influence of funda-
mental factors, including psychological ones, on the dynamics of macroeconomic sta-
bility and the development of the country. The main criticism of such studies, aimed
at examining the interconnection of various aspects of behavioural finance, including
public trust, confidence, optimism, is related to the difficulty of quantifying behav-
ioural categories in the economy. Thus, even identifying the causes of behavioural
distortions based on statistics and market data does not solve the problem of formal-
ising their impact on the financial sector development or the economy as a whole.

Despite the fact that a growing body of literature recognises a destabilising role of
the trust crisis in the macroeconomic stability and growth, the understanding of
mediational pathways remains limited. The current paper fills the gap by contributing
to the existing literature by examining closely the mediating effect of the trust crisis
in the financial sector on the indicators of macroeconomic stability due to the antici-
pated impact of the financial intermediation development and the monetary policy
transmission mechanism, as well as their combinatorial impact. There are few studies
have been carried out where a trust or other behavioural variables such as loyalty, sat-
isfaction, attitude were used as mediators. However, the undertaking study is unique
in the sense that we incorporated two mediating variables such as financial intermedi-
ation development and the monetary policy transmission mechanism and examined
the influence of these variables in a relationship of the trust crisis in the financial sec-
tor and macroeconomic stability in the Ukrainian context.

This investigation is salient and significant both from a theoretical and practical
perspective in many folds. The reason for incorporating financial intermediation
development and the monetary policy transmission mechanism dimensions is due to
financial regulators’ ability to keep forcing the financial system to respond positively
in the direction of its defence mechanism against deterioration of economic agents’
trust or their negative expectations. And thereby interest, credit, and currency chan-
nels of the monetary policy transmission mechanism as well as other instruments of
a monetary policy intended to contribute to improved financial sector could be used
to cope with the erosion of the trust crisis to macroeconomic stability.

The rest of this study is divided into sections as follows. The next section provides
a theoretical background and develops hypotheses for this study. Second, the research
design and method of analysis are discussed. This section outlines the methodological
framework, data collection, and measure of the construct, as well as, model specifica-
tion and identification. Third, data analysis and empirical results of direct and medi-
ation models are presented. It is also performs hypothesised conceptual model
testing. The last section concludes and provides directions for future research.

2. Conceptual background and hypotheses development

Considerable research has been conducted to understand what determines the macro-
economic stability of the country. One of the most common issues is related to social
capital, intellectual resources, expectations and other social and psychological deter-
minants in economic growth (Aceda�nski & Włodarczyk, 2016; Golovchanskaya et al.,
2018; Gros & Roth, 2010; Sapienza & Zingales, 2012; Tonkiss, 2009; etc.).
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Santero and Westerlund (1996) based on a study of 11 OECD countries for the
period 1979–1995, using time cross-correlation coefficients and Granger’s causality
test; demonstrate close causal relationships between consumer and business confi-
dence indicators and key economic variables: gross domestic product (GDP), indus-
trial production, real business investment, and real private consumption. Consumer
and business confidence indicators for the countries studied were survey-based indi-
cators, including composite indices for the United States (the Purchasing Managers
index), Germany and Spain (Business Climate for both countries); a general indicator
for Japan (Current Business Situation) and Belgium (Perspectives for the Total
Economy); the expected trend of orders’ inflow for Canada and Denmark; and, for
the rest of the countries, judgements about the future tendency of production.
Regarding consumer confidence, a composite indicator is used for all countries.
According to the research, they concluded that business confidence determines the
economic situation in the country and can be used for future forecasting. However,
the close relationship between business confidence indicators and macroeconomic sta-
tus varies across countries. It has also been found that consumer confidence indica-
tors are much less useful than business confidence indicators for economic analysis
because of their weaker dependence on the production movement. According to
Mazurek and Mielcov�a (2017), consumer confidence index is a suitable predictor of
economic growth or economic recessions, respectively. Their research is conducted
based on US data for the period 1960–2015. For the study VAR models, including
Granger causality tests, were employed.

It is common that structural macroeconomic models are used to build models and
forecasts of macroeconomic indicators, which are interconnected functional systems
of equations that describe different sectors of the economy. Such models can include
several hundred and even thousands of variables and equations, often having inter-
dependent variables. Thus, for analysing the business confidence predictive ability for
investment growth, Khan and Upadhayaya (2019) have used structural dependencies
and found that business confidence leads US business investment growth, and struc-
tures investment, as well as exogenous shifts in business confidence, reflect short-lived
non-fundamental factors, consistent with the ‘animal spirits’ view of investment.

Vector autoregression analysis is regarded as a simplified form of a structural
model in which each variable regresses to its own past values and all other variables,
including lags. Matsusaka and Sbordone (1995) followed this method in 1995 to
examine the link between consumer confidence and economic fluctuations.
Consumer sentiment has been found to account for 13% to 26% of GDP decline.
Utaka (2003) empirically analyses whether consumer confidence affects the develop-
ment of the Japanese economy using vector autoregressions. It is proved that in the
cases of quarterly and monthly data, consumer confidence significantly influences the
GDP fluctuations, whereas, in the case of annual data, it does not affect. In other
words, consumer confidence only affects short-term economic fluctuations.

The aforementioned literature review supports that trust is a significant determin-
ant of macroeconomic stability and influences economic growth (Bła_zejowski et al.,
2019; B€utzer et al., 2013). Thus, based on the author’s previous research (Bilan,
Brychko, et al., 2019) and the empirical shreds of evidence mentioned earlier,
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researchers have formulated and tested the following hypothesis to state the associ-
ation of the trust crisis in the financial sector and macroeconomic stability:

H1: The trust crisis in the financial sector is changing the consumer and investment
behaviour of economic agents, contributing to destabilising processes in the country’s
economy that leads to deteriorating macroeconomic stability indicators (direct
effect model).

Of particular interest in modelling, structural equations are the direct and indirect
(mediation) effects of the trust crisis in the financial sector on the macroeconomic
stability. Thus, the mediation model allows to examine how deepening the trust crisis
in the financial sector of the economy or recovering from it causes changes in one
and/or several mediators, which in turn leads to a change in macroeconomic stability.

The financial system development from the financial intermediation perspective
plays a decisive role in the mobilisation and redistribution of financial resources for
productive activities, thereby contributing to the growth of the country’s economy.
The role of systemically important banks (Buriak et al., 2015), imbalances in the
financial sector (Vasilyeva et al., 2013), factors that are affecting the stability of finan-
cial system (Vasilyeva et al., 2016), determinants of alternative finance development
(Bilan, Rubanov, et al., 2019) and the role financial knowledge of credit criteria on
obtaining debt financing (Kljucnikov & Belas, 2016) have been studied. However, the
institutional development of financial intermediation is the most closely linked to
the destabilisation processes that occur in the financial sector of the economy due to
the volatility of trust in it. Thus, the development of financial intermediation in
Ukraine is in a state of institutional change, especially in recent years, which is due
to the irrational behaviour of economic agents due to the volatility of the national
currency and pessimistic sentiment due to information tensions about the liquidation
of individual financial institutions. Furthermore, although the development of finan-
cial intermediation is adversely affected by a lack of trust in the financial sector, it
may act as a buffer in terms of its ability to neutralise or minimise the volatility of
the economic environment in Ukraine due to the trust crisis. Thus, based on the the-
oretical background, the following hypothesis is proposed to test the proposition of
the mediating effect of financial sector development:

H2: Trust crisis in the financial sector has a negative but mitigating effect on the
macroeconomic stability subject to the availability of developed financial sector in terms
of advanced financial intermediation (the first mediating effect model).

There is no single unified approach to treating the economic impact of monetary
policy impulses on major macroeconomic indicators of the country’s development,
particularly among monetarists and Keynesians. Thus, Keynes (1937) first formulates
the concept of the transmission mechanism. Based on the aggregate demand equa-
tion, the impact of the transmission mechanism was explained, namely the change in
the money supply through the interest rate channel, on investment costs and, as a
result, the real volume of production. The current approach to interpreting the trans-
mission mechanism is based on the transmission of impulses of changes in monetary
policy instruments of the central bank transferred to the financial sector of the econ-
omy (the first stage), and subsequently, to the real sector of the economy (the second
stage), through a different set of channels and links of diverse focus (Jiang & Wang,
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2017). Thus, the monetary policy transmission mechanism makes it possible to
remove the negative influence of the trust crisis in the financial sector on the macro-
economic stability owing different channels through which the monetary policy
affects both the financial sector development and the real economy in countries.
These allowed the following hypothesis to be formed:

H3: Trust crisis in the financial sector, mediated by the monetary policy transmission
mechanism, has a negative but mitigating effect on the macroeconomic stability (the
second mediating effect model).

Taking into account that the postulated model allows to study the mediating
(indirect) effect of the trust crisis in the financial sector on the indicators of macro-
economic stability due to the anticipated impact of the financial intermediation devel-
opment and the monetary policy transmission mechanism, as well as their
combinatorial impact, the hypothesis parallel model of multiple mediating effects has
been formulated as under:

H4: Channels of the monetary policy transmission mechanisms and developed financial
sector could contribute to mitigating the negative effects of the trust crisis in the
financial sector on the macroeconomic stability (parallel model of multiple
mediating effects).

3. Research design and method of analysis

3.1. Methodological framework

The use of individual regression equations in economic research also has a number
of limitations, the main among which is the absolute invariability of other arguments
(factors) with even a significant change in another variable. However, any change in
a phenomenon or process in an open economy directly or indirectly changes the
whole system of interconnected traits. Consequently, creating a structural simultan-
eous equations system is high on the research in psychology and other social sciences.
The benefit of structural equation modelling is that, unlike conventional multiple
regressions, it is possible to construct, visualise, and test complex systems that are
described by both observed and latent variables, whose internal structure is unknown.

Statistical verification analysis in this research was done through structural equa-
tion modelling using SEPATH (structural equation modelling and path analysis) of
STATISTICA. Traditionally, researches apply five basic steps of structural equation
modelling (Schumacker & Lomax, 2004). According to the proposed structural equa-
tion modelling approach, applying SEPATH STATISTICA the interconnection of
financial intermediation development, monetary transmission mechanism, trust crisis,
and macroeconomic stability implies the following algorithm:

1. sampling design and construct measurement;
2. model specification, which is developing a hypothesised conceptual model, speci-

fication exogenous and endogenous variables, establishing links, casual dependen-
cies, and model graphical visualisation in order to reflect the functional and
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structural relationships between the studied systems of indicators (phenomena).
This step is implemented by using a path diagram;

3. model identification;
4. model formation in the PATH system language, its software implementation

towards model estimation that is the identification of multifactorial regression
dependencies between exogenous and endogenous variables of macroeconomic
stability, financial system development, the transmission mechanism of monetary
policy and trust crises in the financial sector of the economy in order to reflect
structural equations and provide them with an economic interpretation;

5. model testing, which is checking whether the data fit the model. Determining
whether the model being tested should be accepted or rejected is based on fit
indices, such as: minimising discrepancy function, maximum residual cosine,
invariant under a constant scaling factor (ICSF) model criterion, invariant under
changes of scale (ICS) model criterion, chi-square statistic (v2), chi-square p-level,
Steiger-Lind root mean square error of approximation fit index (Steiger-Lind
RMSEA), root mean square standardised residual (RMS Standardized Residual)
and others, as well as checking that the residuals of the model are subject to nor-
mal distribution law.

6. model modification in case of need the model improvement.

3.2. Data collection and measure of the construct

During structural equation system modelling, special attention should be paid to
include all necessary variables and indicators, and only those that are relevant. In the
opposite case, the conceptual model becoming overly cumbersome, misspecified, and
having a lack of validity. Thus, the conceptual model should be designed as a simple
structural model, incorporating all-important variables that consistent with the
true model.

In recent years, there has been an increasing amount of literature on the relation-
ship between trust in different social and economic institutions and macroeconomic
indicators or the likelihood of financial crises and imbalances in the financial market.
In order to quantify the subjective factors of behavioural finance such as trust, confi-
dence, sentiments, etc., various consumer sentiment indices and economic confidence
indicators like consumer confidence indicator, business confidence indicator, Chicago
Booth/Kellogg School Financial Trust Index and The Centre for Risk, Banking and
Financial Services Trust Index and other indicators, formed based on sociological sur-
veys undertaken through written, telephone or oral interviews with respondents, have
been widely used in international practice. By maintaining the commitment to these
principles, in an attempt to quantify interpersonal trust (Gavurova et al., 2017), trust
in authorities Transparency International Corruption Perception Index was used as a
proxy (Mas’ud et al., 2019). Thus far, numerous studies that concentrate on measur-
ing behaviour more frequently use questionnaire. That is, a single questionnaire
measured trust in government (Çera et al., 2019; Ol�ah et al., 2019; Stevenson &
Wolfers, 2011), trust in E-government (Ejdys et al., 2019), trust in public service
delivery (Nor Zaini & Kuppusamy, 2017). The same approach for measuring trust in
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organisations in general (Ol�ah et al., 2017, 2019), and trust in management, trust in
co-workers, trust in technologies for knowledge management (Dvorsk�y et al., 2020;
Smaliukien_e et al., 2017; Virglerov�a, 2018) in particular, was used. Much of the previ-
ous research on the role of institutional (bank) trust (Buriak et al., 2019; Roth, 2009;
Roth et al., 2012) in general, trust in banking business (Ahmed et al., 2017), custom-
ers’ trust in traditional banking (Skvarciany & Jurevi�cien_e, 2017), trust on electronic
banking (Bel�as et al., 2015; Veja�cka & �Stofa, 2017) in particular, was used either a set
of formalised questions or existed indexes formed based on different questionnaires.
Accordingly, a sharp decline in the confidence/sentiment indexes is seen as a trust
crisis/collapse of trust/distrust. Other areas of research have been aimed at studying
financial behavior (Shkvarchuk & Slav’yuk, 2019) and trust and cycles in the financial
system (Brychko et al., 2019; Gazda, 2008) based on particularities of consumer’s con-
sumption and investment. However, there are certain drawbacks associated with the
use of questionnaires or indices derived from them. One of the main disadvantages is
maintaining the representative sample.

As stated above, due to trust (confidence) indexes has a number of limitations, and,
therefore, in order to identify the most influenced characteristics and test assumptions
about the structure of trust crisis in the financial system, confirmatory factor analysis
(CFA) was applied. Additional confirmation of construct validity of the trust crisis
used in the study based on indicators that characterise the country’s financial system
and therefore form an appropriate uncertainty level or trust crisis in it. CFA verified
the suitability of selected variables to represent the latent variable – trust crisis in the
financial sector. The selection of observed variables that describes the trust crisis in the
financial sector was based on the individual-psychological perception by economic
agents of negative news about destabilisation processes in the economic and financial
development of the state. This hypothesis was strengthened by the empirical evidence
that negative news provokes economic agents to change their preferences and/or make
irrational investment decisions (Ulrike & Nagel, 2011; Ulrike et al., 2011).

Given the negative experience of Ukrainian society in depreciating savings as a
result of significant inflation, economic agents usually perceive even a slight fall in
the national currency as a signal of the country’s financial system destabilisation.
Mass media and electronic exchange boards, notifying even small fluctuations of the
national currency, put a destructive pressure on economic agents. Thus, information
about the renewed plunge in the national currency exchange rate in 2009 from 5.05
to 7.99 hryvnias for one US dollar (devaluation was 58.12%) and in 2015 to 15.77
hryvnias for one dollar (devaluation was 97.28%) prompted economic agents to an
early withdrawal of national currency deposits with further conversion of hryvnia sav-
ings into foreign currency outside the financial system. It could thus be seen as a lack
of trust in the national currency and the financial system as a whole. Since 2014, the
list of banks recognised as the most troubled financial institutions has started to be
expanded. For the years 2014–2018, 104 banks were initially put into temporary
administration and subsequently put into liquidation. Thus, the information that was
distributed among the mass media about the banking system ‘clearing’ formed an
outflow of time deposits and a strong demand, mainly for short-term demand depos-
its that may indicate the erosion of trust in the financial sector. The trust crisis in the
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financial system, and, accordingly, the change in money demand, along with exclu-
sively monetary (banking) determinants, are shaped by non-monetary factors, among
which the following can be noted: the political situation in the country, shadow econ-
omy, availability of financial services, financial literacy, unemployment rate, etc.
(Gavurova et al., 2019). Recent empirical evidence suggests that as a result of the eco-
nomic crisis, it is the indicators that characterise the real material economic situation
of economic agents (employment, level of material security) to determine the systemic
public trust, as well as for individual institutions (central bank, state authorities). The
unemployment rate shapes the investment potential of economic agents and, unlike
other subjective variables, is clearly defined and, where necessary, able to influence its
size through various regulatory factors. Thus, the unemployment rate outside the nat-
ural range of 4%–5% may indicate a possible loss of trust.

Thus, the trust crisis in the financial system was measured using three negative
news (components): (1) the devaluation of the national currency against the US dol-
lar, (2) the number of Ukrainian banks, in respect of which a banking license has
been revoked by the National Bank of Ukraine, and (3) the unemployment rate.
Confirmatory factor analysis using the STATISTICA was applied to additional con-
firmation of the construct validity of items and constructs used in this study.
Through several modifications, it was the combination of the above three indicators
that formed 79% of the trust crisis in the financial sector.

There are also a vast number of recent studies on the macroeconomic stability and
its determinants (Bilan, Lyeonov, et al., 2019; Bilan, Rai�sien_e, et al., 2019; Bilan,
Vasilyeva, Lyeonov, & Bagmet, 2019; Bilan, Vasilyeva, Lyulyov, & Pimonenko, 2019;
Shvindina, 2019). This research confirmed and strengthened the conclusions that
macroeconomic stability, as well as the trust crisis in the financial sector of the econ-
omy, is a multidimensional phenomenon, whose internal structure remains little
known. Improving production efficiency, achieving full employment, maintaining sta-
ble prices, achieving equilibrium in foreign economic relations ensure the country’s
macroeconomic stability, and further its economic growth. Thus, indicators of macro-
economic stability assessment of a country can serve statistics in the following areas:
(1) country’s overall economic development (GDP, gross national product, gross
investment, gross savings, the balance of payments and trade, employment and
unemployment rates); (2) development of the financial and monetary sphere of the
country’s economy (the size of the money supply and its structure, inflation, the
national currency exchange rate, the central bank discount rate, the budget deficit
and the amount of the internal and external debt).

Macroeconomic stability was measured using a GDP annual, the volume of indus-
trial products (goods, services) sold, and Ukraine trade balance. The justification for
using GDP as a proxy is based on similar contemporary studies which conducted
cross-country analyses such as Bilan et al. (2018), Kendiukhov and Tvaronavi�cien_e
(2017), Kolodko (1993), Mo�zdzierz (2019), Naghshpour (2019), Remeikiene et al.
(2018), Simionescu et al. (2017), Zaman and Drcelic (2009). For the macroeconomic
stability construct in line with earlier studies such as Sadalia et al. (2019), Santosa
(2018), the volume of industrial products (goods, services) sold was used as a proxy.
Balance of trade or its components matches those used in earlier studies such as
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Marcel (2019), Mih�okov�a et al. (2017), Rahman (2019). Various modifications to the
overall conceptual model based on confirmatory factor analysis identified that these
three indicators describe 72% of the country’s macroeconomic stability.

The selection of indicators to assess the financial sector development was made
based on its institutional structure from the financial intermediation perspective.
Financial sector development, in agreement with earlier studies such as Duhnea et al.
(2017), Karkowska and Kravchuk (2019), Leonov et al. (2012, 2014), Skare and
Porada-Rocho�n (2019), Skvarciany et al. (2019), Vukovic et al. (2017) was measured
using the ratio of bank assets to GDP, the ratio of non-bank financial institutions
assets to GDP, the ratio of securities trading to GDP that characterises the size of
banking and non-banking financial and credit systems, as well as activity in the stock
market. In general, according to the confirmatory factor analysis, the proposed indi-
cators allow 72% to determine the financial sector development within the context of
financial intermediation in the country.

The selection of indicators to describe the functioning of the monetary policy
mechanism of the state was based on its transmission channels. A considerable
amount of domestic and foreign literature has been published on transmission mech-
anisms of central banks (Janus, 2016; Pa�zick�y, 2018; Sicheng & Lingzhi, 2017) as well
as macroprudential tools for the regulation of the financial sector (Vasylyeva et al.,
2014). These studies are singled out the following channels: interest channel, credit
channel, currency channel, expectation channel, inflation channel, asset price channel,
as well as other specific channels developed by central banks, taking into account
national peculiarities of the state and economic development of the country.

In the process of implementing the transfer mechanism of the credit channel, the
forthcoming economic effect of monetary policy instruments expected to influence on
the real sector of the economy and, accordingly, the macroeconomic stability of the
country can be observed with some time lag. Credit channel research is represented
by the identification of the expansionary monetary policy, which is directly reflected
in the monetary base, the growth of which leads to increased liquidity of commercial
banks and other monetary institutions, and further expansion of the credit supply
(the first stage of monetary transmission), and therefore the development of the eco-
nomic activity of economic entities (the second stage of monetary transmission). The
selection of variables for the interest rate channel was based on identifying the most
influential NBU interest rate policy instruments on the financial sector by changing
short-term money market rates, and subsequently leading to changes in the real econ-
omy. Thus, being the basis for setting other official rates, adjusting the National
Bank’s official discount rate leads to changes in the weighted average rate on all refi-
nancing instruments and, accordingly, to adjusting the interest rates on national cur-
rency deposits and loans, which ensure stable development of the country’s economy
in the medium and long term. Taking into account the national peculiarities of
Ukrainian development, one of the most influential channels of the monetary policy
transmission mechanism is the currency channel. The relevance of using this channel
is due to the fact that the value of the national currency leads to changes in net
exports, which is part of real GDP. In order to smooth the considerable amplitude
and speed of changes in the national currency exchange rate against foreign
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currencies as well as to ensure price stability, the National Bank applies foreign
exchange interventions by buying, selling, or exchanging foreign currency in the
interbank foreign exchange market. In the process of modelling, the currency channel
of the transmission mechanism is represented by the volume of gold and foreign
exchange reserves in comparison with the previous year, which reflects the actions of
the National Bank to smooth the functioning of the foreign exchange market (the
first stage), and, accordingly, will contribute to the growth of macroeconomic stability
of the country.

According to confirmatory factor analysis, selected indicators of interest, credit,
and currency channels describe the effect of the monetary policy transmission mech-
anism by 91%. Expanding the transmission mechanism channels will lead to the
development of financial intermediation in the first phase, and in the future, macro-
economic stability through the offsetting (minimisation) of the negative impact of the
trust crisis in the financial sector of the economy.

Therefore, the key indicators of the systemically important sectors generated the
input data set: trust crisis (TRUST.CRISIS.FIN.SEC.), financial system development
from a financial intermediation perspective (FIN.SEC.DEVELOP.), transmission
mechanisms of monetary policy (TRANS.MECHANISM) and macroeconomic stabil-
ity (MACROECON.STABILITY). These indicators are latent variables (constructs)
that consist of a set of measurement items (also called as observed variables) pre-
sented in Table 1.

Due to the peculiarities of the constructs, three sources were used in generating
the data. For the first endogenous (dependent) latent variable, i.e., transmission
mechanisms of monetary policy, for which the interest rate, money supply and the
volume of gold and foreign currency reserves compared to the previous year was
used as proxies, the data was sourced from the official site of the National Bank of
Ukraine. For the second endogenous (dependent) latent variable, that is macroeco-
nomic stability, for which GDP annual, the volume of industrial products (goods,
services) sold and Ukraine trade balance was used as proxies, the data was sourced

Table 1. List of latent and observed variables in the hypothesised conceptual model.
Constructs (latent variable) Items Descriptions of items (observed indicator)

Trust crisis in the
financial sector
of the economy
(TRUST.CRISIS. FIN.SEC.)

UAH/USD.RATE The hryvnia to U.S. dollar exchange rate in the
interbank foreign exchange market

FAILED.BANKS Number of Ukrainian banks, in respect
of which a banking license has been revoked
by the National Bank of Ukraine

UNEMPL.RATE Unemployment rate
Financial system

development
(FIN.SEC.DEVELOP.)

BANK/GDP The ratio of bank assets to GDP
NON-BANK.

FIN.INST/GDP
The ratio of non-bank financial institutions assets to GDP

SEC.TRAD/GDP The ratio of securities trading to GDP
Transmission

mechanisms of
monetary policy
(TRANS.MECHANISM)

INTEREST.RATE The National Bank of Ukraine interest rate
MONETARY.BASE Money supply
INTERNAT. RESERV The volume of the National Bank of Ukraine

gold and foreign currency reserves compared
to the previous year

Macroeconomic stability
(MACROECON. STABILITY)

GDP Gross domestic product (annual)
INDUST.PROD. The volume of industrial products (goods, services) sold
BOT Ukraine trade balance

Source: Composed by the authors.
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from both the official site of the State Statistics Service of Ukraine and Ministry of
Economy of Ukraine. For the third endogenous (dependent) latent variable, that is
financial system development, for which ratio of bank assets to GDP, the ratio of
non-bank financial institutions assets to GDP and ratio of securities trading to GDP
was used as proxies, the data was sourced from both the official site of the National
Bank of Ukraine and The National Commission on Securities and Stock Market. For
the exogenous (independent) variable that is trust crisis in the financial sector of the
economy, for which the hryvnia to U.S. dollar exchange rate in the interbank foreign
exchange market, the number of Ukrainian banks, in respect of which the winding-
up procedure was initiated, and the unemployment rate was used as proxies, the data
was sourced from both the official site of the National Bank of Ukraine and State
Statistics Service of Ukraine.

The statistics on the indicators selected for structural equation modelling were col-
lected for the 17-year period, starting from 2002 to 2018.

3.3. Model specification

Based on a combination of theory and empirical studies from previous research, a
hypothesised conceptual model is constructed to examine what determines macroeco-
nomic stability. The variable of interest is the trust crisis since the objective of the
paper is to study by which extend the trust crisis in the financial sector determines
macroeconomic instability. Financial system development and transmission mecha-
nisms serve both as source variables (due to direct impact on macroeconomic stabil-
ity) and as result variables (due to dependence on trust crisis in the financial sector)
in a chain of causal hypotheses. In other words, financial system development and
transmission mechanisms are mediators between the trust crisis in the financial sector
and macroeconomic stability.

Developed the theoretical framework model then should be conceptualised and
communicated in graphical form with the help of a path diagram. A path diagram
provides a visual form of all relationships in the model, in particular direct, mediating
(indirect) effects, and other complex relationships among variables under investiga-
tion. One advantage of the path diagrams in SEM is that it avoids the problem of
specification errors (Diamantopoulos, 1994; Diamantopoulos & Siguaw, 2000) due to
ability graphical visualisation of omitted links, dependencies and excluded variables
(Diamantopoulos, 1994).

Figure 1 presents the hypothesised conceptual model that reflects links between all
theoretical variables and developed hypotheses. TRUST.CRISIS.FIN.SEC. has been
chosen as an exogenous (independent) variable that has a direct impact on macroeco-
nomic stability indicators (MACROECON.STABILITY) and indirect through the
hypothesised effect on financial system development (FIN.SEC.DEVELOP.) and trans-
mission mechanisms of monetary policy (TRANS.MECHANISM) that in turn identi-
fied as endogenous (dependent) latent variables.

In Figure 1, rectangular boxes are used to refer to observed variables that have
been chosen for the formalisation of interactions between trust crisis, transmission
mechanisms, macroeconomic stability, and financial system development from a

ECONOMIC RESEARCH-EKONOMSKA ISTRAŽIVANJA 11



financial intermediation perspective. The model in Figure 1 suggests that all variables
enclosed by rectangular boxes are supposedly results of latent constructs. Circular or
elliptical shapes are used to refer to latent constructs (also called latent variables) that
are measured indirectly by observed variables indicated in Table 1 above. In accord-
ance with generally accepted view, the majority of real models the endogenous varia-
bles are not perfectly explained by the independent variables, and, also dependent on
other factors that are not accounted for in the hypothesised conceptual model (error
terms). Thus, ZETA 1, ZETA 2, and ZETA 3 represent a graphic display of distur-
bances (residuals of structural equations or ‘errors in equations’). EPSILON 1-9,
DELTA 1-3 are considered as ‘errors in measurement’ and associated with unex-
plained their interrelationships and variances in the model.

Targeted effects identification, comprising factor loadings and path coefficients,
deserves special attention, particularly at the stage of model specification and visual-
isation. In graphical visualisation (see Figure 1), directional arrows (!) are used to
indicate targeted effects. In addition, directional arrows could be used for the identifi-
cation of endogenous and exogenous variables. Dependent (endogenous) variables are
those to which arrows are pointing. Whereas, exogenous (independent) variables are
those having no arrows pointing to them. Factor loadings represent hypothesised cas-
ual conceptual directions from latent constructs to observed variables (in Figure 1 are
shown by arrows 1–3, 7–12). It should be mentioned, factor loadings BANK/GDP,
INTEREST.RATE and GDP on directional arrows do not have numbers in the row.
Those mentioned above suggest that the program independently defined these param-
eters as fixed to a constant; that is, their factor loadings are equal to one. The path
coefficients that determine the relationship between the latent variables are shown in
Figure 1 by directional arrows 25–30. These model parameters are free and are sub-
ject to quantitative estimation from the data by the program. Thus, the directional
effects shown in Figure 1 consist of nine factors loadings and six path coefficients.
Overall, the 30 model parameters (6 path coefficients, 9 factor loadings, and 15 var-
iances) depicted in Figure 1 were determined for estimation.

Figure 1. Proposed conceptual model of direct and mediating influence of trust crisis in the finan-
cial sector on macroeconomic stability. Source: Author’s elaboration.
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In case when financial sector development (M1) is a mediator of this relation, the
trust crisis in the financial sector affects the financial sector development, and the finan-
cial sector developing, in turn, affects macroeconomic stability. Similar patterns are
common to monetary policy transmission mechanisms (M2) as a mediator. That is,
mediators – financial sector development (M1) and monetary policy transmission mech-
anisms (M2) are intermediaries, links in a causal chain. Therefore, if the effect of the
trust crisis in the financial sector on mediators, or the effect of mediators on macroeco-
nomic stability, or both, blocked, the relation of the trust crisis in the financial sector
with the macroeconomic stability would be weakened (or possibly even eliminated).

In Figure 2, the letters on the path arrows represent partial regression coefficients
for the relation between the two variables connected by the path arrow: a1 and a2 rep-
resent the effect of the trust crisis in the financial sector on financial sector develop-
ment (M1) and monetary policy transmission mechanisms (M2), respectively; b1 and b2
represent the effect of financial sector development (M1) and monetary policy transmis-
sion mechanisms (M2) on the macroeconomic stability, holding the trust crisis in the
financial sector constant; and c represent the effect of the trust crisis in the financial
sector on the macroeconomic stability, holding financial sector development (M1) and
monetary policy transmission mechanisms (M2) constant. Thus, regression-predicting
mediators with the trust crisis in the financial sector will yield the parameter estimates
for a1 and a2; regression predicting the macroeconomic stability simultaneously with
mediators and the trust crisis in the financial sector will yield the parameter estimates
for b1, b2 and c, respectively, expressed in a standardised form (betas).

The mediation (indirect) effect is the product of the regression coefficient a times
regression coefficient b. First and second mediation effects can be written as follows:

ME1 ¼ a1b1 and ME2 ¼ a2b2 (1)

The direct effect is unmediated, and according to Figure 2, represented by the
coefficient (the parameter estimates) c. Thus, direct effects can be written as follows:

DE ¼ c (2)

Figure 2. Graphical representation of the mediation model of the study. Source: Author’s
elaboration.
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The total mediation effect (parallel model of multiple mediating effects) is the sum
of indirect effects, while total effect (TE) of the trust crisis in the financial sector on
the macroeconomic stability is a sum of the indirect effects plus the direct effect:

TE ¼ ME1 þME2 þ DE ¼ a1b1 þ a2b2 þ c (3)

A number of statistical tests have been developed to support (measure) mediation.
In most recent studies, simpler and more rapid statistical tests such as the Sobel
method (also known as z-test) and its variants for support mediation have been used.
Sobel test may be calculated by dividing the value of mediation effect (a1b1 or a2b2)
by the standard error of their product (SEa1b1 or SEa2b2) (Sobel 1982a):

Z =
ab
Eab

(4)

When following Goodman (1960), the standard error of the product ab (a1b1 or
a2b2) can be estimated based on unstandardised estimates for a and b with the fol-
lowing expression:

SEab ¼
ffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffi
a2SE2

b þ b2SE2
a � SE2

aSE
2
b

q
(5)

Once the z-test has been calculated, a p-value from a normal probability table may
be found. For the 0.05 significance level, the empirical critical z-test value is 1.96
based on normal theory. Any z-test value less than this would be interpreted as
rejecting the hypothesis of the mediation effect. MacKinnon et al. (2002) made an
attempt to improve the Sobel test (Sobel 1982a). For this purpose, z’-test for the non-
normal shape of the sampling distribution was developed. For p-value 0.05, the
empirical critical z’-test value is proposed to be 0.97.

3.4. Model identification

Before a software implementation of SEM, it is crucial to resolve the identification
problem. For subsequent estimation model should be just identified or over-identified
(Ullman, 1996; Woody, 2011). That means that the number of parameters to be esti-
mated should be less the number of variances and covariances of observed variables
for covariance structure models (Hoyle, 1995). Raykov and Marcoulides (2000) offer
a simplified approach to determining an identification status of a model based on the
calculation of the degrees of freedom that is derived by taking the difference between
a number of non-redundant elements in the sample correlation matrix and the num-
ber of observed variables in the model. The following formula is used to determine
the number of non-redundant elements in the sample correlation matrix (E):

E ¼ p ðpþ 1Þ=2, (6)

where h � the number of observed variables in the model.
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Based on the hypothesised conceptual model shown in Figures 1 and 2, thirty
observed (manifested) variables are used. Thus, the number of non-redundant ele-
ments in the sample correlation matrix is equal to 12 (12þ 1)/2¼ 78, then, the
degrees of freedom constitutes 78� 30¼ 48.

Since the difference between the number of variances and covariances of observed
variables for the covariance matrix and the number of parameters to be estimated is
positive, the hypothesised conceptual model of structural modelling the relationship
between trust crisis in the financial sector and macroeconomic stability is considered
to be over identified. The essential point, in this case, is to select one of a number of
possible solutions that best explains the observed data (perfect model-data fit) given a
certain estimation criterion (maximum likelihood) (Kelloway, 1998; Lei & Wu, 2007).
In the opposite extreme (case), when the degree of freedom is negative, the concep-
tual model is said to be under-identified (Maruyama, 1998). This fact illustrates the
inability to determine one unique or a number of possible solutions values for the
model coefficients due to the insufficiency of empirical information provided.

4. Empirical results and discussion

To generate numerical values for the free parameters, the model estimation should be
carried out. The estimation process of the free parameters involves iterative proce-
dures to minimise the difference between the sample covariance matrix, and the
model implied covariance matrix. In order to estimate the model parameters, several
discrepancy functions could be used. Publications that concentrate on SEM in social
science more frequently use maximum likelihood (Ohunakin et al., 2018), generalised
(Ejdys et al., 2019; Indartono & Faraz, 2019; Obidjon et al., 2017), partial (Nor Zainal
& Kuppusamy, 2017; Alnsour, 2018; Hu et al., 2019; Victor et al., 2019) and weighted
least squares (Suifan, 2019).

Statistical significance of parameter estimates is presented in Figure 3a–d.
The results ascertained that any potential exacerbation of the trust crisis in the

financial sector ensure national currency depreciation against the US dollar, a rise in
the number of Ukrainian banks, in respect of which the winding-up procedure was
initiated, and the unemployment rate accordingly. The outcome of the analysis shows
that the coefficient of value the hryvnia to the US dollar exchange rate in the inter-
bank foreign exchange market is the highest among all, which is 0.391. This authenti-
cates the evidence that the hryvnia exchange rate on the interbank foreign exchange
market to the US dollar is clearly more volatile. That explains the anomalous cur-
rency fluctuations caused by both rational and irrational factors related to the panic
sentiment of economic agents. The number of Ukrainian banks, in respect of which
the winding-up procedure was initiated (0.168) is the second most significant factor,
which is influenced by the trust crisis in the financial sector and followed by the
unemployment rate (0.157).

According to obtained results, the expansion of the transmission mechanism chan-
nels by one p.p. increases discount rate and the monetary base by 1.000 p.p. and
2.680 p.p. accordingly, and the decrease of foreign exchange reserves by 0.850 p.p.
Findings of such minor reaction of the interest rate changes give us insights on the
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relative limited regulatory influence of the National bank of Ukraine and deformation
of the interest rate channel. The best multiplier effect of the transmission mechanism
is the credit channel, which leads to the accumulation of sufficient liquidity by bank-
ing institutions and an increase in the nominal income of economic agents.

This work has revealed several relations and interdependencies that are responsible
for financial sector development in financial intermediation perspective. Thus, an
increase in the rate of growth of financial intermediation per unit leads to an increase
in the ratio of banks’ assets to GDP by 1.000 p.p., the ratio of non-banking financial
institutions’ assets to GDP by 0.570 p.p., and the ratio of securities trading to GDP
by 0.660 p.p., respectively. It should be noted that the ratio of banks’ assets to GDP
is most in relative terms responds to the development of financial intermediation.
This is evidenced by a bank-centric financial system in Ukraine with a low level of
the securities market and non-bank financial institutions’ development.

The growth of the economy, expressed by the growth of GDP, is ensured by
macroeconomic stability, which is characterised by the stability of the financial and
monetary parameters of the national economy over time. A positive link is also
observed between ensuring macroeconomic stability and the volume of industrial out-
put sold. Thus, ensuring macroeconomic stability at 1.000 p.p. provides an increase
in the volume of manufacture and sale of industrial goods and services by 0.574 pp.
However, increasing macroeconomic stability leads to a decrease in the country’s

Figure 3. Output path diagrams. (a) The measurement model of the trust crisis in the financial sec-
tor. (b) The measurement model of the macroeconomic stability. (c) The measurement model of
the monetary policy transmission mechanism. (d) The measurement model of the financial develop-
ment. Source: Created by the authors based on their own calculation.
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trade balance (�0.387). This may be explained by the surplus of imported products
over exports due to the growth of economic agents’ income.

4.1. Direct effect analysis

The result of the structural model is presented in Table 2.
The analysis showed a direct effect from the leading indicators characterising the

level of trust crisis in the financial sector to the monetary policy transmission mech-
anism. The research suggested that a 1.000 p.p. increase in the trust crisis in the
financial sector would translate into a 0.103 p.p. expansion of the monetary policy
transmission mechanism channels. That is, increase in exchange rate hryvnia to US
dollar in the interbank foreign exchange market, a number of Ukrainian banks, in
respect of which a banking license has been revoked by the National Bank of Ukraine
and the unemployment rate leads to the increased interest rate, money supply, and
decreased volume of the National Bank of Ukraine gold and foreign currency
reserves. This situation can be explained by the fact that in the conditions of socio-
economic upheavals that result in erosion of trust in the financial sector, the state
uses various monetary policy instruments that lead to the expansion of its channels,
in particular, interest and credit.

In case of an increase in the trust crisis in the financial sector by one p.p., the level
of financial intermediation development decrease by 0.480 p.p. That is, the social ten-
sions that occur in the financial sector of the economy lead to a decrease in the assets
of banks and non-bank financial institutions, as well as a decrease in trading volumes
in the stock market. Using the monetary policy transmission mechanism, that is, by
expanding its channels by 1.000 p.p., the rate of financial intermediation development
increases four times, which accordingly negates the negative effect of erosion of public
trust in the financial sector of the economy. Thus, exacerbation of the trust crisis in
the financial sector leads to the degradation of financial intermediation development,
which can be fully offset by the transmission mechanisms of monetary policy. These
findings confirm the positive impact of the monetary policy transmission mechanism
in the first stage on the financial system of the country (the development of financial
intermediation), and subsequently on the indicators of macroeconomic stability.

As our initial hypothesis, it was determined that an increase in the trust crisis in
the financial sector and the level of financial intermediation development by 1.000
p.p., the macroeconomic situation in Ukraine deteriorates by 0.127 and 0.496 p.p.,
respectively. The negative impact of financial intermediation development on macro-
economic stability indicators can be explained by the significant financialisation of

Table 2. Hypotheses testing summary.
Relationship Effect (b) SE T-statistics p-value

TRUST.CRISIS.FIN.SEC. -25 ! TRANS.MECHANISM 0.103 0.054 1.932 0.053
TRUST.CRISIS.FIN.SEC. -26 ! FIN.SEC.DEVELOP. �0.480 0.128 �3.766 0.000
TRUST.CRISIS.FIN.SEC. -27 ! MACROECON.STABILITY �0.127 0.061 �2.079 0.038
TRANS.MECHANISM -28 ! MACROECON.STABILITY 3.458 1.666 2.076 0.038
TRANS.MECHANISM -29 ! FIN.SEC.DEVELOP. 4.013 2.013 1.993 0.046
FIN.SEC.DEVELOP. -30 ! MACROECON.STABILITY �0.496 0.110 �4.506 0.000

Source: Created by the authors based on their own calculation.
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the country’s economy, which exacerbates the risks of financial instability and stimu-
lates economic agents’ panic. While expanding the credit, interest and currency chan-
nels of the monetary policy transmission mechanism by 1.000 p.p. leads to an
increase in the macroeconomic stability indicators by 3.458 p.p. Thus, expanding
the transmission mechanism channels can fully offset the negative impact of the trust
crisis in the financial sector and the significant financialisation of the coun-
try’s economy.

4.2. Indirect effect (mediation) analysis

This current study, however, is aimed mainly at identifying the mediation model.
Figure 4 shows the visualising direct effect and mediation model (indirect effect) pro-
posed by the researchers, together with the standardised regression coefficients esti-
mated from the data.

Table 3 reports the results for the mediation model (indirect effect) depicted in
Figure 2.

For the measurement of indirect (mediation) effect analysis, we employed a Sobel
test (Sobel 1982b). The results of Table 3 exhibited the significant impact of the
financial sector development (M1) and monetary policy transmission mechanisms
(M2) as mediating variables between the trust crisis in the financial sector and the
macroeconomic stability. Hence, the decisions of null hypotheses H2 and H3 have
been supported. The single most striking observation to emerge from the data that
stands out in Figure 2 was the positive mediation effect of the trust crisis in the
financial sector on the macroeconomic stability through the financial sector develop-
ment (M1) is formed by two negative path coefficients. Thus, any lack of trust (the
trust crisis) in the financial system significantly impairs its functioning or even under-
mine the system as a whole (a1 ¼ �0.480). Meanwhile, the expansion of the financial

Figure 4. Graphical representation of the mediation model of the study with path coefficients.
Source: Created by the authors based on their own calculation.

Table 3. Mediating effects and hypotheses testing summary.

Hypotheses Mediators
Mediating
effect (ab) SEab

Sobel test
(z test) p-value Results

H2 FIN.SEC.DEVELOP. 0.238 0.083 2.868 0.002 Significant
H3 TRANS.MECHANISM 0.356 0.218 1.633 0.051 Significant

Source: Created by the authors based on their own calculation.
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system contributes to the increased risk of the large-scale financial crisis that is the
barrier to economic growth and macroeconomic stability (b1 ¼ �0.496). In general,
however, a one standard deviation increase in the trust crisis in the financial sector
could expect the causal chain through the financial sector development to yield an
increase in the macroeconomic stability of 0.238 standard deviations (p¼ 0.002).

The unmediated (direct) effect, as can be seen from Figure 4 above, is �0.127
(p¼ 0.038). This implies that a one standard deviation increases in the trust crisis in
the financial sector, through other processes, distinct from whatever financial sector
development (M1) and monetary policy transmission mechanisms (M2) transmits,
would yield decrease the macroeconomic stability indicators of 0.127 standard devia-
tions. Thus, the results obtained confirm that exacerbation of the trust crisis in the
financial sector destabilises the economic situation in the country. Thus, hypothesis
H1 is accepted.

The total mediation effect (parallel model of multiple mediating effects) introduced
by the sum of indirect effects is about 0.594. Thus, this positive relationship con-
firmed that hypothesis H4 was supported. These results suggest that a one standard
deviation increase in the trust crisis in the financial sector could expect the causal
chain through the monetary policy transmission mechanisms and financial sector
development to yield an increase in the macroeconomic stability of 0.594 standard
deviations. Taken together, the total effect of the trust crisis in the financial sector on
macroeconomic stability is 0.467. Thus, when considered direct effect as a mediated
effect in which the relevant mediators have yet to be discovered or specified in the
model, the total effect indicates positive mediation of financial sector development
(M1) and monetary policy transmission mechanisms (M2), while other processes (or
mechanisms) distinct from them have a negative mediation in the relation between
the trust crisis in the financial sector and the macroeconomic stability.

In particular, the positive impact of the monetary policy transmission mechanism
on the financial system development in terms of financial intermediation should be
noted (d¼ 4.013, p¼ 0.046). This conclusion confirms the need for effective and
transparent monetary policy in order to achieve stability of the macroeconomic envir-
onment in Ukraine with the previous development of financial intermediation in the
country. Thus, the expansion of the interest rate channel, mediated by changes in
interest rate policy, the credit channel, which determines the volume of bank lending,
and the currency channel, which characterises foreign exchange interventions, causes
the accumulation by financial companies (banking and non-bank financial and credit
institutions) sufficient liquidity volumes that leads to an increase in the level of finan-
cial intermediation.

It is also important to note that when the connection (causal link) between the
transmission mechanism of monetary policy and financial sector development is elim-
inated in the second and third stages of structural equation modelling (Figure 1), the
structural and functional connections of the whole system (model) cannot be traced,
in that sense, they are insignificant. This indicates that the components of the system
are selected appropriately, the internal and external connections and links are estab-
lished correctly, and therefore exclusion from the model of one or more components
(links, dependencies and/or variables) leads to the collapse of the whole system which
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implies that the hypothesised conceptual model is an inadequate and requires signifi-
cant and urgent changes.

4.3. Model testing

Once the parameters of the hypothesised conceptual model have been estimated, the
next step of structural equation modelling is to determine whether the model being
tested fits the data. Based on this information, the dichotomous decision about the
hypothesised conceptual model should be either accepted or rejected. For this pur-
pose, a number of fit indices have been developed.

STATISTICA independently performs the model testing, that is, checks its
adequacy with the help of a set of proposed criteria. The path diagram depicted in
Figure 1 shows a conceptual model of structural analysis, which was created on the
basis of repeated testing and improvement after verification and confirmation of
alternative hypotheses for the relationship between constructs and observed variables.

A higher degree of the constructed structural model adequacy is achieved with
minimal values of the discrepancy function. It should be noted that the iterative pro-
cess has been converged: the program conducted 22 iterations, which resulted in the
minimisation of the discrepancy function, which characterises a sufficient level of
quality modelling of structural equations. Maximum Residual Cosine is a numerical
criterion that should be minimised in the interactions process for a good fit. In this
study, the iteration process was successful because the calculated Maximum Residual
Cosine value is close to zero. Chi-square statistics (v2) is the most common absolute
test of model fit that determines whether the model is plausible in the population. v2

should be close to zero in order to confirm the absence of a model specification
error. However, it is established that the Chi-Square Statistic is quite sensitive to sam-
ple size. This means that chi-square statistics may reject the proposed model due to
the large sample size, even when the model fits the data reasonably well. Accordingly,
given the large sample size and the number of observations, v2 tends to increase, and
therefore the Chi-square statistic could not be used as the sole criterion for model
selection. Chi-Square p-level is used to test the null hypothesis that the model fits the
data. In this study, the Chi-square p-level reaches zero, and therefore the constructed
model is considered adequate (correctly specified; that is, the constructed regression
equations adequately describe the structural relationships of the complex system.

ICSF Criterion and ICS Criterion are measures of the structural model invariance
under a constant scaling factor (ICSF) or changes of scale (ICS). These criteria should
be close to zero. Since the calculated values of the ICSF and ICS criteria are close to
zero, the proposed model is invariant under both a constant scaling factor and
changes of scale.

In recent years as a reaction to sample size sensitivity problems, attention to the
alternative goodness-of-fit indices has been focused (Table 4). Steiger-Lind RMSEA
evaluates the quality of the model fit. The point estimate of the calculated index for
the proposed model exceeds the normative value of 0.05 and therefore indicates
insufficient fit given the analysis of the lower 90% and upper 90% boundaries of the
confidence interval. The value of RMS Standardized Residual is 0.258. This testifies to
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the rather good quality of model improvement, taking into account the complexity
and interdependence of the studied interrelations of the socio-economic system.
Thus, when considering the modelling of complex systems, it is considered that the
constructed model does not adequately describe the real data if the RMS
Standardized Residual index exceeds 0.3. In this case, an index of less than 0.1 is con-
sidered almost unattainable.

5. Conclusions

In this study, we explore the impact of the trust crisis in the financial sector on
macroeconomic stability, where financial sector development and monetary policy
transmission mechanisms were analysed as mediators. Our research results provide
theoretical implications and enhance the existing literature on the trust crisis in three
primary ways.

Firstly, the trust crisis in the financial sector of the economy is perceived as a com-
plex phenomenon where internal structure and system of mutual interdependence are
unknown. This study went beyond prior research and showed that the trust crisis in
the financial sector is inferred from the devaluation of the national currency against
the US dollar, number of Ukrainian banks, in respect of which a banking license has
been revoked by the National Bank of Ukraine, and the unemployment rate, that
could be measured directly based on official statistics. It was found that the coeffi-
cient of value the hryvnia to the US dollar exchange rate in the interbank foreign
exchange market is the highest among all dimensions. This confirms that the hryvnia
exchange rate on the interbank foreign exchange market to the US dollar is clearly
more volatile, that explains the anomalous currency fluctuations caused by both
rational and irrational factors related to the panic sentiment of economic agents.

Secondly, the results contribute to explicating and highlighting a real danger of the
erosion of the trust crisis in the financial system to both long-term macroeconomic
stability and prospects for economic growth. By providing empirical pieces of evi-
dence about the unmediated (direct) effect, this paper shows that exacerbation of the
trust crisis in the financial sector, through other processes, distinct from whatever
financial sector development (M1) and monetary policy transmission mechanisms
(M2) transmits, would yield a decrease the macroeconomic stability indicators, i.e.
GDP annual, the volume of industrial products (goods, services) sold and Ukraine
trade balance. This finding broadly supports the work of other studies in this area
linking the role of economic agents’ pessimistic expectations that could greatly erode

Table 4. Goodness-of-fit statistics of the hypothesised conceptual model.
Fit index Value

v2 1.236
Probability level 0.001
Maximum residual cosine 0.020
ICSF criterion 3.9E-007
ICS criterion 0.001
Steiger-Lind RMSEA 0.169
RMS standardised residual 0.258

Source: Created by the authors based on their own calculation.
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trust in the financial sector with the short- and long-run prospects of the economy
(e.g. Angeletos et al., 2014; Beveridge, 1909; Keynes, 1937; Pigou, 1927, and others).

The last implication involves a vital role of the mediation effect of transmission
channels of the monetary policy mechanism and the developed financial sector that
could mitigate the negative effects of deepening the trust crisis in the financial sector
and lead to an increase in macroeconomic stability indicators. From a practical per-
spective, the findings revealed that interest, credit, and currency channels of the mon-
etary policy transmission mechanism could be used to cope with the erosion of the
trust crisis in the financial sector to macroeconomic stability. The analysis reveals
that the total effect indicates positive mediation of financial sector development and
monetary policy transmission mechanisms, while other processes (or mechanisms)
distinct from them have a negative mediation in the relation between the trust crisis
in the financial sector and the macroeconomic stability.

Our results are significant, but still, have limitations of validity. In general, most of the
model fit indices of the original conceptual model are not contradictory and are within
normal limits. This testifies to the correspondence of the empirical data to the con-
structed model of structural relations. However, it is worth noting that the ideal fit of a
hypothetical model to empirical data is difficult to achieve in the process of modelling
structural equations. This is due to the fact that the STATISTICA program builds com-
puter simulations based on linear dependencies, and therefore is only an approximation
of the real relationships between the studied indicators. According to the theory of mod-
ern complex systems, the natural dependencies between public trust, macroeconomic sta-
bility, the transmission mechanism of monetary policy, and the development of financial
intermediation are not characteristic linearity, and therefore the obtained diagnostic
parameters of the original model indicate a sufficient level of adequacy of the model.

The proposed conceptual model can be further modified and extended by new fac-
tors to investigate their effects. Furthermore, future research might be conducted for
measuring conditional effects (moderator) between the trust crisis in the financial sec-
tor and macroeconomic stability. In addition, the proposed conceptual model of dir-
ect and mediating influence of trust crisis in the financial sector on macroeconomic
stability could be an altered by an interdependent link between the trust crisis in the
financial sector and financial sector development. In this line, following Guiso (2010)
the role of trust crisis in the financial sector in the emergence of frauds in the finan-
cial industry, the warping of the demand of financial instruments, investors’ port-
folios and reliance on financial markets could be investigated, as well as their
ramifications in macroeconomic imbalances.
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