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Abstract 

The banking system of Tajikistan has faced a financial crisis that caused instability 

and disrupted banking confidence among the population. This study tackles the possible 

ways of public trust restoration in the banking sector. The research measures the economic 

means of public trust in banks and establishes various determinants of banking confidence. 

Additionally, this study explores key factors influencing customers' trust in banking. Hence, 

this research investigates the level of banking confidence and analysis the determinants of 

banking trust in the case of Tajikistan. The study adopts economic measurement of 

integrated banking index trust and, by creating time-series data, estimates the banking 

system and macroeconomic determinants and factors of banking trust. Based on a 

literature review, the research framework focused on three methodological approaches by 

collecting primary and secondary data. First, the research conducted secondary data 

analysis by constructing a trust index. Second, a regression (ARDL) model is employed to 

estimate the relationship between the calculated index and other economic indexes. Third, 

the study gathered primary data through the survey to assess the main factors that affected 

public trust in banking and evaluated the current state of banking confidence. The results of 

the analysis revealed that the calculated trust index is reliable. The ARDL regression 

estimations indicated that average wages, return on equity, and the interest rate on 

deposits are determinants of banking trust with a positive relationship to banking 

confidence. However, unemployment and non-performing loans being determinants of 

banking trust have a negative effect on public confidence. 

Keywords: Banking confidence, public trust, ARDL, determinants of banking trust  

Authors Email address: ismatjon.hoshimov@gmail.com  
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1 Chapter I. Introduction 

1.1 Study background 

Historically, the world of finance has been built upon the notion of trust. Trust plays a 

significant part in cooperation in society. Trust, confidence, and creditworthiness are 

fundamental financial service components (Earle, 2009). However, the financial industry 

faces various crises that damage the accumulated trust and reputation from time to time. 

The banking system is one of those that experienced considerable losses in overcoming 

numerous financial catastrophes. For instance, the Global Financial Crisis (GFC) of 2008 

caused by Lehman Brothers greatly impacted most of the financial institutions of the world; 

at the same time, it diminished public trust and confidence (Earle, 2009; Debab & Yateem, 

2012; Gillespie & Hurley 2013).  

Global crises cause financial institutions to face unexpected market fluctuations and 

customer behaviors. This economic uncertainty creates an ambiance of distrust between the 

population and the financial industry. Thus, lost money inevitably makes a loss of 

confidence, consequently building a foundation of mistrust. Therefore, banking trust has 

become one of the central discussion subjects in the world of the economy (Lebedyev, 

2011; Debab & Yateem, 2012).  

Scholars of various countries demonstrated that financial collapse is contagious and 

affects major financial institutions (Bülbül, 2013; Debab & Yateem, 2012). The case of 

Tajikistan has experienced the scenario of contagiousness in the last crisis. Therefore, the 

world financial crisis laid the foundation of mistrust in most financial institutions, including 

the banking system of Tajikistan.    
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1.2 Study motivation 

The 2008 Global Financial Crisis caused by Lehman Brothers affected most of the 

world's financial institutions. Developed and developing countries experienced many losses 

(Debab & Yateem, 2012; Lebedyev, 2011). Moreover, in 2014 the political instability of 

economic giants such as the USA and the Russian Federation over Crimea's destiny gave 

birth to the next crisis (Sarwat, 2017). The costs of the Crimea crisis were long-term 

sanctions from the USA against the Russian Federation. Eventually, Russia's resistance 

affected former Soviet countries that depended on Russia's economy.  

The Republic of Tajikistan is one of those economically dependent countries with 

many migrant workers in the Russian Federation (Sarwat, 2017). Therefore, Russian 

economic instability caused Tajikistan to experience a crisis. Migrant workers became 

unemployed or earned less than they used to because of the rapid devaluation of the 

Russian currency (Zubarevich, 2016). Shortly after, the volume of remittances in Tajikistan 

dropped, increasing expenditures from savings accounts. However, the banking institutions 

of Tajikistan could not anticipate the magnitude of withdrawals and faced liquidity 

problems leading to insolvency. The population of Tajikistan had several negative banking 

experiences during and after the collapse of Soviet Union (Ashurov & Lalbekov, 2002). 

Therefore, the circumstances of insolvency forced people rush to withdraw funds. 

Consequently, country’s four major banks experienced bank runs, and all of them 

periodically were announced bankrupt.  

The financial failure again raised mistrust by eroding the public trust and confidence 

in the banking sector. Therefore, this research explores possible ways of gaining and 

rebuilding public trust. Thus, the study addresses raised questions of banking trust 
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restoration. It is expected that recommendations and proposed methodologies lead the 

banking system towards overcoming the issues of public mistrust and financial crises. 

1.3  Research focus 

This research mainly focuses on the restoration of public trust in the banking system 

of Tajikistan. Public trust became the central concern because of several financial and 

economic crises. The restoration of public trust plays a vital role in the future development 

of the banking system and deserves special attention. In the first step, the research study 

intends to investigate and review the related literature about the fundamentals of trust and 

confidence in the banking system. Second, the research plans to define the main 

determinants of banking trust and ways of trust measurement. Third, the research 

challenges measuring public trust by running a regression model to describe the 

relationship between economic indicators and the banking trust index. Finally, using a 

survey, the research tries to distinguish factors related to banking confidence and discuss 

the outcome of the conducted analysis to conclude with possible recommendations and 

approaches to regain public trust in the banking system. The overall focus of the research is 

to explore the effective methods of rebuilding public confidence in the banking sector of 

Tajikistan.    

The related trust concept within the empirical study refers but is not limited to 

confidence, trustworthiness, belief, and faith.  

1.4 Research questions 

Nowadays, the majority of the population does not have confidence in the banking 

sector of Tajikistan as the financial crises damaged public trust (OECD, 2019). Accordingly, 
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the banking system is experiencing public mistrust. Thus, the central question of the 

research is "How to restore trust in the banking system?”. Additionally, this study raises the 

question of the impact of adequate factors related to public confidence and various attempts 

to adopt verified international practices for trust restoration. The research aims to estimate 

the current level of public confidence in the banking system, find compatible and effective 

indicators related to banking trust to overcome public mistrust issues, and recommend 

possible ways of restoring public trust in banking. 

1.5  Research objectives and significance 

This research intends to explore the issues of public mistrust and restoration of trust 

in the banking system by using the Republic of Tajikistan as a research case. The study 

proposes various approaches to reestablishing and maintaining customer confidence and 

loyalty. Thus, the research objectives are as follows: 

To investigate the conceptually related studies and distinguish the fundamentals of 

trust in the banking system 

To study the determinants of banking trust and the methodologies of trust 

measurement 

To explore the existing trust indexes and the construction of a composite trust index 

To determine the main factors of banking trust and assess its relationship with other 

banking systems and macroeconomic indicators. 

This research is the first study of the trust issue and trust index in the banking system 

of Tajikistan. Thus, the research intends to suggest ways to re-establish public trust in the 

financial sector. The significance of the study is to suggest possible approaches to influence 

the future of the banking system and public trust. The analysis assumes that the suggestions 
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and proposed methodologies may increase public loyalty to the banking system and 

financial institutions in general. 

1.6   Research method 

 This research performs a quantitative analysis. It presumes a survey to collect 

primary data and uses secondary data from various sources such as the NBT, the Agency on 

Statistics under President of the Republic of Tajikistan, the World Bank, etc. The collected 

data is analyzed to estimate the level of public trust (trust index). Moreover, it constructs a 

composite trust index based on collected data, integrating banking indicators and 

macroeconomic indexes to measure a quantitative trust level. Thus, this study follows the 

recommendation of Nikolaev et al. (2006) and Vorobiev and Maibarada (2014) to measure 

trust based on social opinion and the reflection of confidence on the economic indicators; in 

other words, the combination of a public survey, financial reports, and related 

macroeconomic indexes and ratios. The data analysis will answer the research objectives 

and conclude the research. 
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2 Chapter II. Literature Review 

2.1 Introduction 

The literature review discusses objectives 1 and 2 of the research study. The 

objectives are to distinguish the concept of trust and cover the practices of rebuilding trust 

and various methods of trust measurement. Thus, this chapter consists of theoretical 

background and determinants of trust in banking, regulation attempts of central banks in 

regaining trust, methodologies of trust index measurement, and other discussions related to 

banking trust. The current chapter challenges various aspects and views of scholars to 

demonstrate the critical role of the central bank, the influence of financial institutions, and 

other establishments in restoring public confidence in banking.  

This chapter also reviews related research to summarize various aspects of banking 

trust. Special attention is focused on circumstances and observations of cases that have 

similarities in financial, cultural, and some elements of historical values of Tajikistan; to 

find and propose the best possible resolutions to the current issue of banking mistrust. 

2.2 Theoretical background 

Generally, trust is a widely studied concept of relationship quality in science. This 

research considers the following common perception of trust; nevertheless, other 

interpretations are not excluded or undermined within the study. The common notion of 

trust is a psychological phenomenon that carries an interdisciplinary concept on belief, 

confidence, and faith (Ennew & Sekhon, 2007; Misztal, 1992; Nikolaev et al., 2006). 

However, the interdisciplinary concept makes trust challenging to have one firm definition 
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to grasp various related aspects; thus, the scholars have difficulty agreeing upon one idea 

acceptable for all disciplines to which trust relates (Debab & Yateem, 2012). 

2.2.1 The concept of trust 

The study of trust differs from field to field depending on the judgment and 

perception of the researcher. The concept of trust is a subject of various disciplines and is 

discussed in psychology, sociology, economics, and other fields (Debab & Yateem, 2012; 

Ennew & Sekhon, 2007; Mayer et al., 1995).  

Generally, trust is a very demanding type of social essence centered on the freedom 

and unpredictability of the other entity (Siegrist & Gutscher, 2012). As Lewicki and 

Wiethoff (2000) describe, trust's definition may be based on belief systems from life 

experience, rules or norms established by society, or experience within a specific 

relationship. Earl (2012) defines trust as the expectation of a beneficial outcome based upon 

social relations, group involvement, and shared values. Nikolaev et al. (2006) define trust 

as a quantitative and dynamic characteristic of the relationship of various economic entities 

based on the profitability of the financial results of interaction and confidence in 

conscientiousness (loyalty, sincerity, etc.) of each other.  

Siegrist and Gutscher (2012) argue that confidence is a closely related concept to trust, 

which depends on and stands after trust. On the contrary, Earle (2009) claims that the idea 

of trust is different from confidence. He supports this claim by defining trust as a social and 

relational notion involving two entities having a similar expectation of something beneficial 

by making one party vulnerable to another. Confidence is a belief built upon experience or 

evidence (Earle, 2009). Similarly, Luhmann (2000) refers to trust and confidence as 



9 

 

distinctive means to understand danger and risk. According to Luhmann, trust presupposes 

a risky situation and requires a previous engagement. 

On the other hand, confidence occurs in the circumstances characterized by 

contingency and danger. There is a possibility that a relation of confidence may turn into a 

trust relationship; conversely, a trust may be reverted to confidence depending on the 

consequences of some actions and or occasions (Luhmann, 2000). Luhmann (2000) 

assumes both concepts may lapse into disappointment. Thus, empirical studies show that 

trust is a versatile concept (Devlin et al., 2015; Ennew & Sekhon, 2007; Siegrist & 

Gutscher, 2012). In conclusion, the distinction between trust and confidence may depend 

on every individual's perception and attribution.  

2.2.2 Trust and financial development  

Financial development is a traditional and general concept of a mutual corporation 

based on high levels of trust (Kwame, 2019). The atmosphere of trust is one of the key 

elements for financial development which triggers economic growth. Many scholars study 

the positive influence of financial development on economic growth, exposing financial 

stability, including the banking sector's performance (Ito & Kawai, 2018). 

Financial development carries multilayer factors. It captures banking sector 

development and different types of the financial market, such as insurance, bond, and 

equity markets. Ito and Kawai (2018) study the effect of economic development on 

macroeconomic performance and propose employing quantitative and qualitative measures. 

They offer a composite index with eight variables for quantitative measures to grasp the 

size and depth of various financial markets, including banking. The proposed composite 

index considers four subindexes for quality measures to measure the degrees of market 
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diversity and the institution's environment. For instance, the variables of the quantitative 

index include domestic credit to the private sector by banks, stock market capitalization, 

etc., all defined as the percentage of GDP. Ito and Kawai (2018) found a significantly 

positive correlation between the implied qualitative and quantitative measures of financial 

development are significantly positively correlated. Thus, their regression analyses showed 

that financial products positively influence output growth and negatively influence inflation 

and output volatility for both developed and developing countries. 

2.2.3 Trust and confidence in the financial system 

The main criterion of the cooperation between financial institutions and their 

customers is based upon trust. It is accepted that trust in the financial system is considered 

crucial (Devlin et al., 2015). Thus, financial trust is vital in endorsing customer confidence 

and engagement in the economy, including the banking sector (Ennew & Sekhon, 2007). 

Shalimova (2014) views trust in the banking system as a set of expectations, behavior 

predictability of the parties involved, no fraudulent activities, and cooperation based on 

honesty, courtesy, and mutual benefit. However, being the closest concept to the trust, 

financial confidence is motivated by danger; by expressing confidence to an entity, one 

party exposes itself to the danger (Siegrist & Gutscher, 2012). 

Therefore, trust in the financial system arguably plays a more critical role because a 

person willing to give over some money to any financial institution must have a basic level 

of trust in the system. It is worth mentioning that financial trust is associated with 

vulnerability and risk in the financial institution. However, the parties involved are 

interdependent and have positive expectations regarding existing risks and exposure. 

Similarly, Ennew and Sekhon (2007) identify trust as an “individual’s willingness to accept 
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vulnerability on the grounds of positive expectations about the intentions or behavior of 

another party in a situation characterized by interdependence and risk” (p.63). The risk and 

vulnerability of trust are entailed in the freedom of another party (Ennew & Sekhon, 2007). 

Thus, the concept of trust in the context of this research considers the mutual collaboration 

of the public and the banking system and the productive support of the NBT to create the 

ambiance of financial trust by implementing policies and procedures that protect the rights 

of consumers and guarantee their funds being safe and sound. Consequently, the described 

collaboration will create an atmosphere to restore trust and confidence in the banking 

system. 

2.2.4 Conceptually related studies 

The crisis of the last two decades awakened the global issues of trust in the financial 

system. The study of public trust, confidence, and reliability remains a vital concern of the 

future banking industry. Lately, the matter of trust and confidence between financial 

institutions and the public has gained global popularity. Historically, confidence and trust 

were raised, especially after domestic and international economic crises or political 

instabilities. Therefore, the research study attempts to analyze the core understanding of 

banking trust as a fundamental to overcoming the consequences of problems. 

The literature review suggests various approaches researchers propose to overcome 

trust issues in the financial sector. As mentioned earlier in this chapter, trust results from 

multiple historical events in society, which builds subconscious belief toward the entity. 

Esterik-Plasmeijer and Raaij (2017) propose a bank trust-loyalty model by testing the 

data collected from the Netherlands and focusing on bank trust and loyalty determinants. 

Their model investigated six determinants of bank trust and loyalty. According to Esterik-



12 

 

Plasmeijer and Raaij (2017), the delivery of financial services that involve customer trust 

and loyalty mainly consists of the following critical drivers: competence, stability, integrity, 

and transparency. Their findings indicate that the named determinants/drivers positively 

correlate with the trust in banks in general. The authors conclude that focusing and 

strengthening customer policies on the determining factor prioritizes banks' effective 

restoration of trust and loyalty. 

Shalimova (2014) discusses various theories that define trust factors, inferring 

banking trust as one of the critical components of cooperation development, which triggers 

banking development and the country’s economic growth. Confidence in the banking 

institution significantly influences the construction of resource foundations as people 

intentionally make deposits and savings in the bank. Shalimova reports that individual 

deposits and savings positively correlate with public trust. For instance, she analyzed that 

during 2008-09, public confidence in the financial sector dropped down, which caused the 

outflow of deposits and savings (Shalimova, 2014). Shalimova concludes her research 

findings by indicating the following factors that increase banking trust. They develop an 

individual client approach, form a favorable bank image, and elaborate on new banking 

products and services, feedback approach, and personnel upgrades (Shalimova, 2014). 

Ennew et al. (2011) describe trust as emphasizing to another party why an 

organization or individual is worthy of being trusted (reputation, tradition, etc.). People 

choose financial institutions relying on their own subjective opinion. The fundamentals of 

which basis on trust because it is accepted that majority of the population do not possess the 

financial skills to do a cost analysis of the credit or quality of other services offered by 

banks (Shalimova, 2014). However, Devlin et al. (2015) find trust in the financial sector to 

play an even more critical role than in a typical case of business-customer relationships.  



13 

 

Lately, the researchers have been concentrating on various aspects of trust. For 

instance, Nienaber et al. (2014) mention interpersonal and impersonal trust; Sekhon et al. 

(2014) touch upon cognitive and practical forms of trust (Nienaber et al., 2014; Sekhon et 

al., 2014). Moreover, Ennew and Sekhon (2007) report trust as an attribute of a customer, 

which has personal traits corresponding to trustworthiness, benevolence, and integrity. 

Ethics are also strongly connected to the financial world as they form the foundation for 

trust (Angeloni, 2014). The researchers Lewicki and Wiethoff (2000), in their handbook, 

distinguish two types of trust "calculus-based trust" (CBT) and "identification-based trust" 

(IBT). 

2.3 Empirical literature review 

This section highlights the empirical findings of other studies that relate to public 

trust in the banking system and trust level measurements. Additionally, this section 

considers investigating the patterns of the culturally and economically similar events in 

history for further recommendation and implication in the banking sector of Tajikistan.  

2.3.1 Determinants of banking trust 

Trust and creditworthiness are the critical drivers for a successful business 

relationship. Therefore, many researchers investigate the determinants of banking trust, and 

especially most of them attempt to study the measurement of trust (Bülbül, 2013; Debab & 

Yateem, 2012; Ennew & Sekhon, 2007; Lebedyev, 2011; Nikolaev et al., 2006).  

The central aspect of trust study is associated with various internal and external 

factors of the determinants of trust. The outer element of trust has a positive or negative 

effect that does not depend on the bank (Shalimova, 2014). For instance, inflation level, 
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political and social stability, adequate banking supervision, and a government guarantee of 

deposits and savings. The internal aspect of trust depends on the bank and has a positive or 

negative influence; for example, bank credit rating, increase in assets, net income, equity 

value, etc. (Shalimova, 2014). Lebedyev (2011) studies determinants of trust in banks of 

Ukraine. He gathers data from the FINREP survey and implies two ordered probit models 

to evaluate the characteristics of an individual. Lebedyev's research findings show that 

deposit insurance, financial awareness, and literacy are the critical elements of confidence 

in banks and positively affect public trust. However, the research also indicates that people 

with low income have a low level of trust in banks (Lebedyev, 2011). Similarly, Bulbul 

(2013) researched the determining factor of trust in the banking system of the Federal 

Republic of Germany by gathering cross-sectional data. Bulbul (2013) explores the key 

determinants of banking trust: cooperation, communication with main managers, hesitant 

environment, and credibility. The research analysis shows that understanding trust 

determinants in the banking system is the first step toward the modern financial sector.  

Kwame (2019) studies the determinants of customer trust in banks of Ghana. He 

collects randomized data from questionnaires and implies OLS regression to find the 

relationship between trust, expertise, stability, reliability, openness, client orientation, and 

shared values. Kwane’s research findings conclude that competence, client orientation, and 

transparency correlate significantly with banking trust. His study confirms Lebedyev’s 

(2011) findings that competence and client orientation positively affect public trust. 

Izhlobin (2014) researched the progress of determinants of banking trust by conducting a 

cross-country analysis during the economic crisis of 2008-2009. Izhlobin considers the 

implication of macroeconomic factors; for instance, he assumes that the GDP dynamic 

influences trust levels. Moreover, he includes bank accounts, credit/debit cards, and income 
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sources for economic characteristics. Thus, the findings conclude that age and education 

variables are statistically significant and people with banking accounts have more 

confidence in banks. Contrary to Lebedyev (2011) study, Izhlobin finds that socio-

demographic characteristics are statistically insignificant to banking trust. 

Debab and Yateem (2012) assessed factors that impact trust to retail banking in 

Bahrain. They study various aspects of customer trust and customer satisfaction in the retail 

banking industry. Using a questionnaire and survey method to collect data, employ a 5-

points Likert-type scale toward global and national financial circumstances, bank standing, 

political aspects, customer devotion, and satisfaction. Debab and Yateem found that 

significant intervention and supervision of authorities during crises positively correlate with 

public trust. Additionally, their research indicates that public trust and satisfaction increase 

loyal customers. Thus, from six researched factors, four factors, namely political factor, 

bank reputation, bank performance, and general financial condition, were most important 

toward banking trust (Debab & Yateem, 2012). 

The literature review suggests that banking performance is strongly associated with 

public trust (Debab & Yateem, 2012). Additionally, various studies show the conjunction 

of banking performance with the variability of macroeconomic conditions (Staikouras & 

Wood, 2011). Thus, the banking sector and trust are sensitive to macroeconomic factors 

and indicators.   

2.4 Measuring trust (Trust Index) 

This research considers the practical study of trust, which pertains to the actual 

economic measurement by constructing a trust index as suggested by Nikolaev et al. (2006), 

and Vorobiev and Maibarada (2014). Thus, this research intends to cointegrate several 
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economic values to identify the authentic level of trust following scholars' suggestions 

(Nikolaev et al., 2006; Vorobiev & Maibarada, 2014). 

The measurement of trust is a globally recognized and widespread concept. Most 

researchers conduct surveys and interviews to define the trust level and index (Ennew & 

Sekhon, 2007). Studies typically obtain primary data by conducting a study and analyzing 

the respondents' answers to determine the level of trust in the institution, including the bank 

or banking system in general (Ennew et al., 2008). Arguably, the importance of trust should 

not rely on the simple measures of yes/no statements (Ennew & Sekhon, 2007). Only 

compound quantitative measurements based on factual numbers may provide accurate and 

fair trust levels (Nikolaev et al., 2006).  

Vorobiev and Maibarada (2014) review various theoretical and methodological 

approaches to quantitative trust measurements at the macroeconomic level. The formation 

and accumulation of trust and its influence on macroeconomic policy is one of the research 

areas of Vorobiev and Maibarada. They separately review institutional trust and assume it 

is determined based on reliability, reputation, and risk assessment. Therefore, the factors 

that determine trust are risk assessment and risk appetite, knowledge and information, profit 

and loss, business network, the frequency of transactions, and reputation (Vorobiev & 

Maibarada, 2014). 

2.4.1 Trust index construction 

There are over 45 countries worldwide that conduct consumer sentiment surveys to 

monitor trust and confidence in the economy and or institutions. Almost all developed and 

several developing countries have implemented confidence measurements to forecast the 

potential changes in consumer spending (Curtin, 2007). It is arguable to consider all these 
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samples as trust indices because of their construction method. For instance, the Consumer 

Sentiment Index (CSI) or Consumer Confidence Index (CCI) of the USA focuses on a 

separated segment of the economy; in this case, the future decrease and increase in 

consumer expenditure. Similarly, the Consumer Confident Index of the Central Bank of 

Turkey measures how optimistic or pessimistic consumers are towards the economy in the 

future, thus, forecasting future consumer spending (İşman, 2015).     

The USA's Consumer Sentiment Index (CSI), founded by George Katona in the 

1940s, indicates economic growth by forecasting consumers’ behavior. The index is based 

on a survey of random US households by the University of Michigan’s Survey Research 

Center. The survey measures consumer confidence in the current economic conditions. The 

study results are reported monthly and have predictive power (Howrey, 2001). The survey 

polls five thousand US households focusing on finance, general conditions of the economy 

(employment and inflation), and their saving or spending preferences. However, the Survey 

Research Center is not the only organization in the USA to conduct surveys and measure 

trust and confidence. 

Similarly, the Confidence Board is an independent US research center that surveys 

households to determine consumer confidence by questioning present and expected 

economic performance (Curtin, 2007). The index is calculated from the surveys and usually 

has a benchmark value of 100. The consumer sentiment index is not more than a predictor 

of the expenditure desire of consumers (Nikolaev et al., 2006). 

 Nikolaev et al. (2006) advocate the construction of the index based on the recent 

performance and or activities of the institution and the economy of the country. In other 

words, they claim that integrating the financial institution indicators and the economic 

indexes could show an accurate level of trust. Thus, the index will grasp the entire meaning 
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of trust as an economic category and indicate the consolidated status of trust in the 

institution (Nikolaev et al., 2006). Furthermore, Nikolaev et al. suggest analyzing factual 

data preferring the quantitative approach; however, they mention that the quantitative 

changes and dynamics do not always confirm an accurate trust level.  

The methodology of index construction proposed by Nikolaev et al. (2006) 

possesses various economic indicators that are, to a certain extent, related to trust or 

demonstrate the level of cooperation between entities. The index construction 

recommendation's conditions include the reports' official statistical consistency and 

transparency. Besides, the indicators and determinants should be selected based on 

compatibility with other similar indexes. Thus, in their research, Nikolaev et al. (2006) 

surveyed experts and investigated the following indicators (determinants) of the trust index; 

moreover, they assigned weights to these indicators by their relevance to public trust and 

confidence. Additionally, it is worth mentioning that the growth of the following indicators 

is not always accepted as an increase in trust.  

Table 2.1 Indicators/determinants and their weights 

Indicators/determinants Weight 

Consumer price index (CPI) or Inflation  0.11 

Public expenditure (cash) / GDP 0.12 

                                 o Deposits / GDP 0.08 

                                 o Savings / GDP 0.05 

Deposits of legal entities and banks / GDP 0.10 

                                 o Deposits of legal entities / GDP 0.07 

          o Deposits of banks (financial institutions) / GDP 0.03 

Volume of foreign investment / GDP 0.14 

Capital investment / GDP 0.15 

Capital outflow of private sector (gross) / GDP 0.14 

Volume of extended credits (loans) / Assets  0.14 

                                  o Credits to individuals / Assets 0.05 

                                  o Credits to enterprises / Assets 0.03 

                                  o Credits to banks / Assets 0.02 

                                  o Long term credits / Assets 0.04 
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Financial institutions’ investments to securities / Assets 0.11 

                                  o Investment to government securities / Assets 0.02 

                                  o Investment to securities of non-residents / Assets 0.04 

                                  o Investment to securities of residents / Assets 0.04 

Total 1.00 

Source: Author’s view constructed from Nikolaev et al. (2006)  

The country’s economy is usually in development progress; therefore, with a parallel 

rise in fundamental macroeconomic indicators such as the GDP, indicators and 

determinants rise. Thus, an index increase is calculated as the GDP ratio (Nikolaev et al., 

2006). 

Nikolaev et al. (2006) recommend considering the GDP growth rate in each country 

for index construction because various emerging and advanced countries have different 

development rates, which may affect the calculation method. Additionally, the selection of 

determinants and indicators that characterize public trust should be evaluated thoroughly 

(Nikolaev et al., 2006). Nikolaev et al.’s findings of index measurement show that the level 

of trust has an increasing tendency; hence, the indicator went up from a base point of 100 to 

216.4 from 2000 to 2005. 

Vorobiev and Maibarada (2014) identify trust measurement using the survey and 

complex methods. The survey method represents international and domestic surveys 

conducted by public or private research centers. The data collected employing surveys are 

not always stable and reliable, making it difficult to use to measure comprehensive trust 

level. However, surveys reflect the conventional nature of trust (Vorobiev & Maibarada, 

2014). The complex method utilizes various indicators and or indexes for further composite 

calculation. A composite index is constructed from a wide range of economic and statistical 

data to illustrate the level of trust. 
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Nevertheless, the drawback of the complex method may be the selection and 

distinction of weights of specific indicators. Therefore, in the case of availability, using 

both ways allows for discovering the formation and accumulation of trust levels (Vorobiev 

& Maibarada, 2014). However, some indicators were modified and substituted by their 

availability and relevance to the Republic of Belarus. For instance, the dollarization 

indicator of deposits was added, and hence the correction of weights was applied. 

Further development of the index assumes the inclusion of indicators and or their 

weights; moreover, the implementation of an index regularly may have a reliable economic 

effect on trust (Vorobiev & Maibarada, 2014). 

2.5  Practices and regulation attempts of central banks to regain trust 

The financial crisis is not a new phenomenon and has occurred several times. The 

USA authority adopted Sarbanes-Oxley Act (2002) after several major financial scandals 

that resulted in public mistrust (Angeloni, 2014). After the Global Financial Crisis of 2009, 

the policy response of G20 countries and the Basel Committee on Banking Supervision 

enhanced the “Second Pillar,” which requires strengthening internal risk control processes 

and corporate governance standards (Angeloni, 2014). The new principles aim not only at 

changing regulation but also supervisory methods. They suggest using the supervisor’s 

judgment and dialogues by examining the bank’s senior management and board members 

(Angeloni, 2014). 

2.5.1 Capital adequacy and deposit insurance  

The incentive of central banks toward sound banking demonstrated an effective 

influence on the banking environment and public confidence. While encouraging public 
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trust, it is vital to promote a complementary depositor protection system. The protection 

system includes supervisory standards on minimum capital and deposit insurance, which 

are critical regulatory mechanisms for central banks (Kreps & Wacht, 2016). The 

imposition of the minimum capital requirement for banks supposes soundness in the 

banking system, while the deposit insurance obligation assures partial or complete funds 

protection. The central bank arrangement of the named system provides adequate thickness 

to protect depositors from loss by preventing banks from failure (Kreps & Wacht, 2016). 

The deposit insurance system plays a vital role in restoring public trust in the banking 

system (Micajkova, 2013). During the financial crises and after, the central bank authorities 

increase the potential financial obligation of the insurance institutions. The implication of 

various changes in the deposit insurance regulation by strengthening the coverage base and 

the speed of payouts promotes the prevention of moral hazard problems (Micajkova, 2013). 

For instance, after the GFC of 2008, the USA’s coverage level of insured deposits was 

raised from 100.000 US dollars to 250.000 US dollars; the EU member states gradually 

shifted the maximum aggregate coverage from 20.000 EUR to 50.000 EUR later to 100.000 

EUR (Micajkova, 2013).  

The primary goal of adopting higher insurance coverage levels is to prevent 

instability in the financial market and depositors' panic and minimize the risks of bank 

failures. This approach brings confidence to the financial market and assures depositors that 

they will receive their money back in case of bank failure. Consequently, it encourages 

customers to worry less about unpredicted economic conditions (Anginer & Demirguc-

Kunt, 2018). 
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2.6 Summary and Emerging Issues 

The literature of the study was mainly related to the concept of trust and trust 

measurement. Trust is the central aspect of cooperation that involves future belief and 

confidence. Nikolaev et al. (2006) offer the construction and development of a trust index 

to measure public trust. Debab and Yateem (2012) propose risks, KYC- procedure, and 

liquidity requirements as the key factors influencing trust. Lebedyev (2011) stresses that 

trust is essential for all economic activities and the existence of civil society (Lebedyev, 

2011).  

In most cases, the problem of public trust is arguable and differs from culture to 

culture and time to time. Financial crises lead to population distrust by destroying 

cooperation, trustworthiness, belief, and future expectations. Thus, the research finds it 

necessary to measure public trust and survey to define the population confidence and make 

a relevant proposal to policymakers. A survey defines several factors of trust among 

respondents, whereas statistical reports shall disclose the internal nature of the banking 

situation. 

2.7 Summary of the chapter  

In this chapter, we have reviewed the conceptual and fundamental basis of banking 

trust. The reviewed literature outlines the importance of banking trust's banking and 

macroeconomic determinants for future measurement and estimation of their relationship. 

Therefore, the following chapters will focus on the trust index measurement and subsequent 

estimations. Additionally, the research aims to follow the literature suggestion by collecting 

primary data to assess the current level of public confidence. The abovementioned steps 
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will help us measure the trust index, estimate its relationship with other indicators, and 

finally gain knowledge about the population's present mindset toward the banking system. 
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3 Chapter III. The banking system of the Republic of Tajikistan 

3.1  Introduction 

This chapter explores the history and the development stages of the banking system 

of Tajikistan. It also discusses various events that influenced the banking system and public 

trust in hierarchal order. The current condition and related issues in the financial sector are 

also discussed in this chapter. Thus, this chapter supplements the research by adding an 

overview perception of the economic progress of Tajikistan.     

3.2 Background of the banking system of Tajikistan 

The banking system of Tajikistan originates after the formation of the Tajikistan 

Autonomous Republic of the Soviet Union. The first banking representative, later called the 

State Union of Soviet Socialist Republics Bank (State Soviet Bank), was established in 

1925 as a subordinate to the State Soviet Bank of Uzbekistan SSR in Tashkent (Ashurov & 

Lalbekov, 2002). In 1929, the Republic of Tajikistan was officially recognized as one of the 

republics of the Soviet Union (The Tajik Soviet Socialist Republic – Tajik SSR) (Congress, 

2007). The subordinate of the State Soviet Bank of Tajikistan department was transferred to 

the main office of the State Bank of the USSR in October 1934 (Khonjonov, 2010). During 

the first year, the State Soviet Bank rapidly expanded throughout the country and possessed 

24 branches to deliver banking services in various regions of the Tajik SSR. The expansion 

of the banking structure slowed down during World War II, reaching a branch growth of 42 

in 1942 (Ashurov & Lalbekov, 2002). However, the progress of the quantitative expansion 

continued after the war, and until the late 80s, it reached 59 banking facilities. During this 

period, three Soviet bank representatives functioned in Tajikistan: The Republic 
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Department of State Soviet Bank, the Republic Department of Industry and Construction 

Soviet Bank, and Savings Soviet Bank. The Department of Social and Accommodation 

Development of the Soviet Bank was created after the banking reconstruction of 1987, 

which involved a significant reform in the banking sector. Thus, during the Soviet era, the 

Republic of Tajikistan established the banking system foundation and expanded it to a 

specific development level. 

After the fall of the USSR, Tajikistan, as an independent state (September 9, 1991), 

started to develop the banking system from the remnants of the Soviet structure and 

command economy (Congress, 2007). All existing banks from former Soviet times were 

changed to domestic banks in January 1992 (Ashurov & Lalbekov, 2002). Until the end of 

the ’90s, the banking system had a quantitative development, and the number of newly 

established banks reached 17 (Ashurov & Lalbekov, 2002). However, after strengthening 

the regulatory requirements of the central bank or the National Bank of Tajikistan (NBT), 

most of the newly established banks failed to follow. Additionally, several unstable banks 

joined in complying with the requirements, and some liquidated. 

3.3 Development of the national banking system 

Despite having a young banking system, independent Tajikistan’s banking system has 

faced various transition periods. Even though Tajikistan announced independence from the 

collapsing Soviet Union, it used the Soviet ruble as the main currency until the end of 1993 

(Davlatov, 2005; Khonjonov, 2010). Tajikistan’s economy deteriorated and weakened due 

to the Civil War, which lasted from 1992 to 1997. Moreover, the Civil War and political 

instability caused hyperinflation in 1993, rapidly reaching the highest level of 2600% 

(World Bank, 2021). The entire population witnessed the official banknotes, government 
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bonds, and savings converting to worthless pieces of paper (Ashurov, 2021). Thus, the 

public trust in the banking system built for over a half-century by the robust command 

system collapsed after the Soviet era.  

Nevertheless, in 1994 the domestic currency of the dissolved Soviet Union was 

replaced by the Russian Federation ruble because Tajikistan did not have an economic 

resource for the emission of its money. However, in the mid-’90s, Tajikistan managed to 

issue its first national currency – “Tajik rubles,” which illustrated the creation of the 

domestic banking system and significant accomplishment during the years of civil war. In 

May 1995, the exchange rate for cash currency was officially announced with the ratio of 1 

Tajik ruble to 100 Russian rubles. However, the exchange rate of non-cash funds as 

government bonds and all funds in the banking accounts had a ratio of 1 Tajik ruble to 1200 

Russian rubles (Ashurov, 2021). During the Soviet time, most of the population 

accumulated their funds in savings accounts, and the exchange rate of non-cash funds 

devastated the majority. It is worth mentioning that the equivalent of 1 Soviet ruble in 

January 1992 was 1.8021 USD, denoting that for noncash funds of 2162 USD, banks 

(government) paid 1 Tajik ruble (CBR, 2013). 

Tajikistan was the last country of former Soviets to introduce its currency. Thus, the 

abovementioned development stages greatly impacted the population's trust in the banking 

system. Generally, the people of Tajikistan survived two domestic crises in the first five 

years of independence, having lost all their wealth and savings together with banking trust 

and reputation.  

At the end of the ’90s and the beginning of the new millennium, Tajik rubles were 

finally substituted by the national currency, “Somoni.” Moreover, this period initiated the 
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issuance of most banking laws, policies, procedures, and normative acts to establish and 

strengthen the national banking system.  

3.4 The current state of the Banking system 

The banking system of Tajikistan consists of two levels: The National Bank of 

Tajikistan and the Credit Financial Institutions (CFI). The NBT is Tajikistan's central 

issuing, reserve, authorized regulatory, and supervisory bank. The credit financial 

institutions contain state-owned and private banks and microfinance organizations.  

The National Bank of the Republic of Tajikistan (NBRT) was founded in 1991; was 

renamed the National Bank of Tajikistan (NBT) in 1996. According to the “Law of the 

Republic of Tajikistan on the National bank of Tajikistan” (Law 3.08.2018, No1548), the 

NBT is the central bank of Tajikistan. It has regulatory and supervisory authority over 

credit financial institutions of the country. Currently, there is one state-owned bank in 

Tajikistan. It is worth mentioning that the Government of Tajikistan fully guarantees the 

deposits of the state bank.    

Graph 3.1 The structure of the banking system of Tajikistan 

 

 

Source: Author’s view constructed from the NBT report 
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The banking system of Tajikistan and the country's economy are in the development 

stage. The government is relevantly young so is the banking system. On December 31, 

2020, 69 credit financial institutions are functioning in Tajikistan (NBT, 2020). According 

to the Banking Statistics Bulletin of the NBT (2020), the total assets of the banking system 

of Tajikistan comprise 2.33 billion US dollars or 31.87% of the country’s GDP by the end 

of 2020. Compared to the total assets in 2005 – 22.25%, 2010 – 27.66%, and 2015 – 

32.47% of GDP or 1.55 billion US dollars (NBT, 2010; NBT, 2020). 

The total liabilities of the financial institutions at the end of 2020 are 23.18% of the 

GDP or 1.69 billion US dollars, compared to total liabilities in 2005 – 18.40%, 2010 – 

21.94%, and 2015 – 33.51% of the GDP (NBT, 2010; NBT, 2020). 

At the time of this analysis (12/2020), the total equity of the banking system is 8.69% 

of the GDP or 0.63 billion US dollars. Compared to the total equity of 2005 – 3.95%, 2010 

– 5.71%, and 2015 – 4.99% of the country's GDP, respectively (NBT, 2010; NBT, 2020). 

   Graph 3.2 Banking system assets, liabilities, and equity of Tajikistan (2005-2020)  
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Source: Author’s view constructed from the NBT report 

https://www.nbt.tj/tj/statistics/statistical_bulletin.php 

Graph 3.1 shows the trend of assets, liabilities, and equity of the banking system of 

Tajikistan for the period 2005 to 2020. The dynamic has two drastic falls that indicate the 

GFC of 2007-2009 and 2014 Russian crises. However, the capital account has been 

gradually growing and stable. It increased after 2015 when the National Bank of Tajikistan 

strengthened the capital requirement for financial institutions.   

3.5 Banking system challenges 

The banking system of Tajikistan is exposed to external shocks because of poor asset 

quality, weak solvency, and low profitability (Bayle T, 2021). The IMF (2021) reports the 

sector's vulnerability to credit risk since most of the extended credits are non-performing 

and relate to collateral's lack of risk mitigation. Additionally, the market is associated with 

unhedged creditors with foreign currency credits subjected to exchange rate risks (Bayle T, 

2021). The named factors increase the banking challenges to identifying, monitoring, and 

managing risks. Thus, the sector's bank governance and risk management issues remain 

vital. 

Strengthening the Tajik Deposit Insurance Fund (DIF) deposit guarantee mechanism 

remains one of the banking sector's challenging aspects and financial stability. The DIF’s 

insured amount and the payout process are crucial, especially after the bank failures in the 

system. Consequently, public confidence in banking will resume by ensuring depositor 

protection. Therefore, the NBT should become the driving force of an ambitious 

strengthening of the regulatory and supervisory framework to fulfill the intermediary 

functions (Bayle T, 2021).  

   

https://www.nbt.tj/tj/statistics/statistical_bulletin.php
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4 Chapter IV. Methodology and Data Description  

4.1 Introduction 

This chapter covers the research methodology and consists of the research strategy, 

data collection description, and framework for data analysis. Objective one of the research 

(concepts and theoretical views) was reviewed in the Literature review. Objectives two and 

three, which are valuable aspects of this study, a methodology of banking trust 

measurement and the estimation of determinants of banking confidence, will be discussed 

in this chapter. The research methodology consists of three investigations: index 

construction, estimation of determinants, and the assessment of banking confidence factors. 

Therefore, the chapter focuses on calculating the banking trust index and estimating 

various economic indicators related to the banking trust index to fulfill objective 3 of the 

research. Finally, we survey random people to measure the current level of trust and 

evaluate factors that influence public confidence in the banking system. 

4.2 Analytical framework 

The literature review in the previous chapter suggests that the measurement of 

banking trust is a compound economic structure. However, we can estimate it from banking 

system factors and related macroeconomic indicators (Nikolaev et al., 2006; Vorobiev & 

Maibarada, 2014) and the public polls (Debab & Yateem, 2012; Ennew & Sekhon, 2007; 

Lebedyev, 2011). We collected the monthly data spanning from January 2011 to December 

2020 from the NBT, the Agency on Statistics Under the President of the Republic of 

Tajikistan, and the World Development Indicators of the World Bank. The period 

mentioned above is chosen based on the data availability. Moreover, the long-term effect of 
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the GFC 2007-2009 and the Russian crisis of 2014-2016 occurred during this specified 

period. 

4.3 Calculation methodology of Trust Index 

In the first step, this research conducts an economic approach to measure public trust 

from secondary data following the previous studies of Vorobiev and Maibarada (2014) and 

Nikolaev et al. (2006); both studies relate to the issues of trust measurement by integrating 

the banking system factors and macroeconomic indicators.  

Moreover, we modified the model by adjusting the calculation method to the 

Tajikistan financial market environment, considering the recommendation of Nikolaev et al. 

(2006). Therefore, we substituted the secondary market indicators with bank-related 

indicators. 

Thus, the following model is used to calculate the banking trust index: 

𝐵𝑇 = ∑ 𝐾𝑖 ∗ 𝑊𝑖 ∗ (
𝑋𝑖 / 𝑌𝑖

𝑋0 / 𝑌0

𝑛
𝑖=1 ) 

where: 

BT = banking trust, 

K = the coefficient that shows the influence of the variable (positive or negative), 

W = the assigned weight of the variable, 

X = banking/economic indicator (ratio to GDP or bank assets), 

Y = adjustment base variable calculated for a specific year and further assigned as the 

base year, 

i – the ordered number of variables.  
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The abovementioned model estimates Banking Trust index (BT) by assigning BT as a 

dependent variable; K – is the coefficient which takes positive or negative (-1 or 1) to 

distinguish the influence of the variable; for instance, there are some indicators that have a 

negative effect, thus the positive and negative indicators show the increase or decrease of 

the dependent variable respectively; W – is the weight of the indicators assigned by 

financial experts in Nikolaev et al. (2006) and Vorobiev and Maibarada (2014) studies; X – 

represents the banking/economic indicators; the typical state of the economy is in constant 

development phase, therefore, the increase of the model indicators take into account the 

dynamics of GDP or bank assets as a ratio; Y – is an adjusted base variable calculated for 

the specific year (2011 is for this research) to demonstrate the following years as a 

comparison to the base year; i – is ordered number of variables used to calculate the index, 

there are 12 variables used to calculate trust index. The finalized adopted version of the 

economic indicators of the model is as follows: 

Table 4.1 Indicators/determinants and their weights (adapted in this research) 

 Indicators/Determinants 
Variable  

acronyms 
Weights 

Consumer price index CPI 0.10 

Bank savings     0.20 

Individual's deposit / Total Banking Assets  IndDep 0.11 

Legal entity's deposits / Total Banking Assets  LegDep 0.09 

Deposit dollarization DepDol 0.02 

Loans  0.18 

Loans to Individual's / Total Banking Assets LI 0.07 

Loans to Legal entity's / Total Banking Assets  LLE 0.05 

Long term loans / Total Banking Assets  LTL 0.06 

FDI inflow to financial intermediaries / GDP FDI 0.12 

Return on Assets  ROA 0.10 

Capital Adequacy Ratio CapAdq 0.08 

Exchange Rate ExR 0.10 

Credit Risk CredRsk 0.07 

Banking cardholders / ratio to population BC 0.03 

Total   1.00 

Source: Author’s construction 
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The descriptive statistics of the trust index calculation variables are presented in 

Table 4.2 below. 

Table 4.2 Descriptive statistics of the trust index variables (2011M01–2020M12) 

 CAR CPI CR DEPDOL EXR FDI INDDEP LEGDEP LI LLE LTL 

Mean 0.2071 142.7979 0.1438 0.6123 7.0867 0.0025 0.2544 0.2031 0.1063 0.3115 0.0079 

Median 0.2195 138.4228 0.1455 0.6412 7.4163 0.0018 0.2580 0.2040 0.1021 0.3249 0.0086 

Maximum 0.2730 201.7761 0.2816 0.7251 11.3000 0.0082 0.3009 0.2949 0.2063 0.4611 0.0120 
Minimum 0.0900 101.9000 0.0516 0.4396 4.4028 0.0000 0.2085 0.1258 0.0754 0.2018 0.0032 

Std.Dev 0.0426 27.2512 0.0724 0.0833 2.1718 0.0023 0.0260 0.0406 0.0266 0.0744 0.0024 

Skewness -0.9626 0.4646 0.1079 -0.6349 0.1472 0.7964 -0.3035 0.0171 2.0086 0.1021 -0.7719 
Kurtosis 3.4213 2.1419 1.6075 1.9782 1.4334 2.6228 1.8442 2.1958 8.0917 1.8768 2.4297 

             
Jarque-Bera 19.4200 8.0000 9.9300 13.2800 12.7000 13.0800 8.5200 3.2400 210.3100 6.5200 13.5400 
Probability 0.0001 0.0183 0.0070 0.0013 0.0017 0.0014 0.0141 0.1980 0.0000 0.3850 0.0011 

             
Sum 24.860 17136 17.250 73.470 850.400 0.310 30.520 24.370 12.760 37.380 0.950 

Sum Sq. 

Dev 0.216 88373 0.624 0.826 561.270 0.001 0.080 0.197 0.084 0.659 0.001 

             
Observations 120 120 120 120 120 120 120 120 120 120 120 

        Source: Author’s calculation 

Table 4.2 contains descriptive statistics of all the related variables for the trust index 

calculation of the banking system of Tajikistan. The collected statistics incorporate 120 

monthly observations. The standard deviation of the Consumer Price Index and Exchange 

Rate is more significant than other indicators due to the exchange rate volatility (TJS/USD) 

and purchasing power of the national currency, respectively.        

According to Nikolaev et al. (2006) and Vorobiev and Maibarada (2014), each 

variable executes the index calculation with a cumulative method. All the variables are 

compared concerning their base value (January 2011). After the first-period analysis, the 

base value is set to 100 points; then, the rest of the periods are calculated and compared 

according to their economic meanings and weights. 

4.4 Trust Index Variables Discussion 

Following the recommendation of previous studies (Nikolaev et al., 2006; Vorobiev 

& Maibarada, 2014), we selected the following variables to measure the banking trust level 
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in Tajikistan; thus, the sample chosen for the study covers a period of ten years from 2011 

to 2020. The following excerpts discuss the importance of the variables and their relevance 

to the composite index: 

4.4.1 Consumer Price Index 

The Consumer Price Index (CPI) is one of the macroeconomic variables of the trust 

index that measures the average price change for a market basket of consumer goods and 

services in Tajikistan. Following the recommendation of previous studies in the literature 

review section, the research assumes that the prices of goods and services are associated 

with public trust. The named variable for this research has a dynamic character. The base is 

set to the beginning of 2011. Thus, the CPI variable is an incrementing indicator that 

increases compared to the base period of the end of 2010 to 2020. It is worth mentioning 

that Tajikistan's CPI went up 2.1 times in the last decade, thus doubling the average prices 

of goods and services.  As CPI is an instrument of inflation measurement with a basket of 

over 300 goods and services, the previous studies valued the weight of the CPI in the trust 

index at 10%; therefore, this research retains the influence of the variable with the same 

weight value.  

Graph 4.1 shows the tendency of the inflation rate in Tajikistan, which fluctuates in 

response to internal and external economic factors. It indicates that Tajikistan is reluctant to 

experience the financial crises and aftershocks primarily because of the economic 

dependency (see Graph 4.1). Tajikistan was experiencing high inflation fluctuations after 

the Civil War (1992-1997) following several internal economic and banking reforms. The 

global crisis of the US investment bank Lemon Brothers collapse in 2008-2009 had shaken 

the inflation rate again; additionally, the Russian crisis of 2014 negatively influenced the 
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inflation and overall banking sector. The economy of Tajikistan is relatively small and is 

vulnerable to external factors. 

Graph 4.1 The inflation rate of the Republic of Tajikistan (2000-2020)  

 

     Source: Author’s construction, data source: World Bank 

     https://data.worldbank.org/indicator/NY.GDP.DEFL.KD.ZG?locations=TJ 

4.4.2 FDI inflow to financial intermediaries’ 

This study modifies the concentration of general Foreign Direct Investment into 

specific field investments of financial intermediaries. The Foreign Direct Investment inflow 

to financial intermediaries (FDI) variable of the trust index is characterized as a ratio of 

FDI to GDP with a weight-value of 12%, as it is employed in the previous literature 

(Nikolaev et al., 2006; Vorobiev & Maibarada, 2014). The FDI is one of the economic 

indicators representing external trust in Tajikistan's financial sector. Graph 4.2 

demonstrates that the financial system of Tajikistan attracts foreign funds, which is a sign 

of access to external capital despite having a dangerous trend and low ratio to GDP. Both 

the low level of foreign capital and attractiveness of the banking system of Tajikistan 

indicates limited access to foreign markets. 
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Graph 4.2 The FDI inflow into financial intermediaries’ ratio to GDP (2010-2020)

  

  
Source: Author’s construction, data source: NBT 

https://www.nbt.tj/tj/statistics/tavozuni-pardokhti-jt/sarmoyaguzori-oi-mustakimi-

khorii/index.php 

4.4.3 Bank Savings 

The bank savings is a bank-specific variable of the research which represents deposits, 

savings, and time deposits of the banking system of the Republic of Tajikistan. As the 

literature review suggests, the bank savings variable is strongly associated with public trust 

in the banking system. Thus, following the previous studies, the bank savings variable is 

divided into two sub-groups, Individuals’ deposits and Legal Entities’ deposits ratio to total 

banking system assets. According to the literature, the total weight of the variable is 20%, 

and the division of the importance into subgroups: Individuals’ deposits – 11% and Legal 

Entities’ deposits – 9%. The individuals’ deposit weight is more considerable because of 

the share of deposit portfolio ratio, the number of people involved, and savings sizes. 

There is an overall increasing tendency in deposit portfolio to GDP ratio of Tajikistan 

according to Graph 4.3; however, some events of the last decades forced to destabilize the 
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growth of the savings. Therefore, the savings in the banking system declines in response to 

domestic and global factors. For instance, the savings trend has a rapid fall in 2007 and the 

recession after 2014 with subsequent depression. The Global Financial Crises (GFC) of 

2007-2009 and the Russian crisis of 2014-2015 significantly impacted the economy of 

Tajikistan, especially the banking sector, by challenging the liquidity problems in four 

systemic banks that faced bankruptcy with thousands of customers losing trust. 

Graph 4.3 Deposit portfolio of the banking system to GDP ratio 

 

     Source: Author’s construction, data source: NBT 

    https://www.nbt.tj/tj/statistics/real_sector.php  

4.4.4 Deposit dollarization 

The Deposit Dollarization variable of the trust index calculator is a bank-specific 

variable that measures the overall tendency of savings in foreign currency ratio to the total 

deposit portfolio. Considering the economic environment of Tajikistan, dollarization 

negatively impacted the national currency. Thus, the low trust in national currency indicates 

the increase of dollarization. The reviewed literature utilizes this variable to demonstrate 

the presence and influence of the foreign currency as the mean of savings. Moreover, the 
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dollarization variable indicates the preference for less volatile and more stable savings. The 

decrease (increase) of the variable is interpreted as the fall (rise) of trust. Following 

Vorobiev and Maibarada's (2014) research, this research retains the variable's weight value 

at negative 2% (with a negative impact in case of growth).  

Graph 4.4 illustrates that until the GFC of 2007-2009, people tended to keep their 

savings in foreign currency because of Tajikistan’s 90s hyperinflations due to the political 

and economic reforms. Thus, the highest dollarization of the savings peaked at 84% in 2007. 

In the aftermath of the crisis, the decline in the share of foreign currency savings dropped to 

56% in October 2010. It is worth mentioning that the overall savings decrease by 14% until 

the end of 2008. From 2011 to 2015, the total deposit portfolio of the banking system 

rapidly increases to 202%; however, the level of currency share elevates along with total 

savings to 73%. According to the growth of the deposit portfolio, this research assigns a 

moderate level of public trust during this period. Starting in 2016, the NBT performed 

banking system reforms in response to the past bank failures and further strengthened the 

banking system for future withstanding. Thus, promoting low rates in foreign currency 

savings and moderate rates for local currency savings influence a part of the population to 

change preferences from foreign currency to local currency savings. Some of the strict 

measures of the NBT negatively impact public trust. However, since reforms, the share of 

foreign currency declined to 44% in 2020, with only a 20% rise in total deposits in the last 

five years. 

Graph 4.4 The dollarization tendency 
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Source: Author’s construction, data source: NBT 

 https://www.nbt.tj/tj/statistics/real_sector.php   

4.4.5 Loans (credits) 

The Loans variable of the research is a banking system factor of the banking trust 

index; it comprises loans to individuals, loans to legal entities, and long-term credits ratio to 

total banking system assets. The loan portfolio of the banking system demonstrates 

cooperation between banks and clients (customers). The previous studies' researchers 

(Nikolaev et al., 2006; Vorobiev & Maibarada, 2014) emphasize that banking system loans 

are one of the leading development indicators, including the banking trust component. This 

research retains the total weights value of the variable, which is 18%; moreover, the sub-

weight values are reserved at 7% (individuals), 5% (legal entities), and 6% for long-term 

loans as in Vorobiev and Maibarada (2014) and Nikolaev et al. (2006) studies. 

Graph 4.5 grasps the loan tendency in the banking system of Tajikistan from 2002 to 

2020. The trend illustrates the two significant declines that drastically changed the financial 

atmosphere. The declines in the credit market are associated with the GFC (2007-2009), 
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domestic financial failure, customers facing insolvency, and being unable to make due loan 

payments, eventually brought to credit stoppage by most credit financial institutions. 

Furthermore, the low level of credit turnaround started to affect the financial stability of the 

banking system. In consequence, most credit financial institutions encountered 

unprecedented outcomes of failure. However, the credit portfolio indicates that the credit 

market demand, one of the main factors of cooperation between the banks and the public, 

has an overall growth tendency.  

Graph 4.5 Credit portfolio of the banking system to GDP ratio and interest rate 

spread 

                    

Source: Author’s construction, data source: NBT 

https://www.nbt.tj/tj/statistics/real_sector.php 

4.4.6 Exchange Rate 

One of the distinct variables of the trust index is the Exchange Rate (ExR), which 

illustrates the tendency of the official US dollar to Tajikistan's domestic currency Somoni 

(USD/TJS). The exchange rate variable is a substitution adopted by this research instead of 

the Number of Small Enterprise variable. The exchange rate retains its weight as it is 

evaluated for some small enterprises in reviewed literature (Nikolaev et al., 2006; Vorobiev 
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& Maibarada, 2014) at 12 percent. The exchange rate in Tajikistan draws special attention 

from the population. The vivid examples of exchange rate importance can be withdrawn 

from the dollarization volume of deposits that averaged over 60% last decade. Moreover, 

the corrections (devaluation and revaluation) that the NBT makes and the general 

fluctuation of the national currency rate attract population attention. It is directly connected 

with the prices of imported goods and services because Tajikistan is mainly an importing 

country.  

Graph 4.6 illustrates the exchange rate tendency from 2002 to 2020 (USD/TJS). The 

general direction leans to possess an increasing trend; however, it is worth mentioning that 

the central bank (NBT) maintains a managed floating exchange rate. Moreover, the internal 

market operates with an unofficial exchange (black-market) rate with a slight gap between 

the two. The central bank intervenes to close the gap between official and unofficial rates 

by periodical devaluations. Graph 4.6 indicates that the national currency’s general 

devaluation for the last decade is 157%. Therefore, the volatility of the national currency of 

Tajikistan at this point remains vigilant. 

Graph 4.6 The exchange rate (USD/TJS) 
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Source: Author’s construction, data source: NBT 

https://www.nbt.tj/tj/kurs/kurs.php 

4.4.7 Return on Assets 

The Return of Assets (ROA) variable of the trust index represents the profit-

generating rate or the banking system's profitability as the ratio of net income over total 

average banking system assets. The ROA variable is assigned the weight value of 10% as 

the literature suggests it strongly relates to the concept of trust, including economic and 

financial trust (Nikolaev et al., 2006; Staikouras & Wood, 2011).  

Graph 4.7 illustrates the trend of efficiency of the assets (ROA) of the banking sector 

during the last decade. The two significant falls in the graph are associated with the Russian 

crises of 2014-2016, which traumatized the banking system of Tajikistan, causing bank 

runs and solvency issues. Moreover, several systemic financial institutions having negative 

income statements cautioned the public to withhold further cooperation since the banking 

system's reputation was already torn. Thus, the impact of the financial crises greatly 

affected the banking system and population trust. 

Graph 4.7 Return on Assets of the banking system of Tajikistan (ROA 2011-2020) 
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Source: Author’s construction, data source: NBT 

 https://www.nbt.tj/tj/banking_system/nadzor.php 

4.4.8 Credit Risk 

The credit risk variable of the trust index represents the level of provisions of the 

credit financial institutions. This variable demonstrates the risk measurement of the banking 

system and its response to potential losses that the banking system may experience due to 

credit risk. The credit risk variable in the trust index calculation has attained the weight 

value of 7%, following the recommendation of the literature (Nikolaev et al., 2006; Saiful 

& Ayu, 2019; Soyemi et al., 2014; Vorobiev & Maibarada, 2014). The provisions indicate 

the credit system's vulnerability to specific borrowers' financial conditions. The overall 

level of the requirements determines the credit market's common vulnerability and 

economic state (Vorobiev & Maibarada, 2014). 

Graph 4.8 demonstrates the level of provisions in the banking sector which has an 

increasing dynamic. The credit market's negative tendency continues as the crises' 

consequences and effects remain in the industry. The initial point of the intensification 

originated in mid-2014, and subsequently, credit provisions reached 6% to 28% within four 

years. It is worth mentioning that the current condition of credit institutions remains at a 

level of over 20%, which can be characterized as a high-risk market. 

Graph 4.8 Credit Risk (provisions) of the banking system of Tajikistan (2011-2020) 

https://www.nbt.tj/tj/banking_system/nadzor.php
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    Source: Author’s construction, data source: NBT 

 https://www.nbt.tj/tj/statistics/real_sector.php  

4.4.9 Banking cardholders 

The last indicator of the trust index is the Banking cardholder’s variable or debit and 

credit payment banking cards, which carries a minor influence in the index calculation. 

This variable attains the weight value of 3% and involves the ratio of total banking 

cardholders to the population (15 years old and older). This research assumes that the more 

people collaborate with financial institutions, the more they have opportunities for financial 

literacy and inclusion. Thus, the cardholders of the banking institutions have direct access 

to the financial facilities, including online banking opportunities and other services offered 

to the holders of the banking debit and credit cards. By encompassing this variable, the 

segment of internet banking gets attached since many people use cards for online shopping 

and other internet payment services.  

The tendency of the bank cardholders has an upward trend, as Graph 4.9 illustrates. 

The trend has significantly increased in the last few years because the NBT promotes non-
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cash transactions. Financial institutions in compliance with the regulator are offering 

various programs to promote the digitalization of the banking system. 

Graph 4.9 Banking cardholders of the financial sector (2011-2020) 

           

Source: Author’s construction, data source: NBT 

https://www.nbt.tj/tj/statistics/real_sector.php 

4.5 Estimation model methodologies 

The calculation of the trust index over the analyzed period makes available time-

series data for this research. Thus, this research conducts an econometric analysis 

employing the Autoregressive Distributed Lag (ARDL) model proposed by Pesaran et al. 

(2001) following the empirical studies of Karim et al. (2016) and Yakubu and Abokor 

(2020). To fulfill the objectives of this research, we will estimate the short and long-run 

effects of the selected independent factors on the banking trust index. Previous studies use 

various models and datasets to identify the determinants of banking trust. This research 

complements the existing literature by examining the elasticity of macroeconomic and 

financial sector indicators of Tajikistan on the banking trust index. 
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4.5.1 Model rationale 

The ARDL is an Ordinary Least Square (OLS) based model widely used in the 

econometric analysis (Gujarati & Porter, 2009). The ARDL has an advantage over the other 

cointegration techniques, for instance, fully modified Ordinary Least Squares, Johansen, etc. 

(Yakubu & Abokor, 2020). The model employs stationary level I (0) variables, the first 

difference I (1), or mixed. Moreover, the ARDL model takes different lagged values of 

dependent and explanatory variables to estimate balanced relationships (Karim et al., 2016; 

Pesaran et al., 2001; Yakubu & Abokor, 2020). As the theory of economics states, the 

dependence of one variable on another variable is rarely instantaneous, and the dependent 

variable responds to the explanatory variable with a lapse of time (lag) (Gujarati & Porter, 

2009). Thus, after obtaining time-series data from the calculated index, we adopt the ARDL 

approach considering the case study of Tajikistan, which has a relevantly small and 

vulnerable economy, and most economic indicators integrated over several periods. 

4.6 Model specification 

The empirical model following the work by Pesaran et al. (2001), the ARDL (p, q) to 

observe the association between banking trust and the explanatory variables is as follows: 

     ∆𝛾𝑡 = 𝛽0 +  ∑ 𝛿𝑗∆𝛾𝑡−𝑖 +𝑝
𝑖=1  ∑  𝜔𝑗∆𝑥𝑡−𝑗 + 𝜇1𝛾𝑡−1 +𝑞

𝑗=0  𝜇2𝑥𝑡−1 +  휀𝑡       (1) 

where 𝛾𝑡 is the independent variable; coefficient 𝛽0 is the constant term; coefficients 

𝛿𝑗 , 𝜔𝑗  for all 𝑗 – correspondents to the short-run and 𝜇𝑖 , j= 1, 2 corresponds long-run 

relationship; 𝑥𝑡 - is the independent variable; p, q – are the respective lags of variables, and 

휀𝑡 - is the error term. There are two phases to conducting the ARDL model. The initial 

phase is to estimate equation 1 to execute an F-bound test for a long-run relationship 
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between the variables. The second phase includes the Error Correction Model (ECM) from 

the ARDL model. 

4.7 Error Correction Model (ECM) 

To further determine the long-run equilibrium relationship, the linear combination of 

the non-stationary variables is stationary in a simple OLS framework. The ECM is defined 

to capture the convergence of the model towards equilibrium. The residuals obtained from 

the convergence became new data series 𝐸𝐶𝑀 𝑡−1. To acquire the short-run dynamic range, 

the lagged variables 𝑥𝑡𝑎𝑛𝑑 𝛾𝑡 with the 𝐸𝐶𝑀 𝑡−1 plugged into equation 1, and estimation is 

performed. The estimation equation is specified as follows: 

                 ∆𝛾𝑡 = 𝛽0 +  ∑ 𝛿𝑗∆𝛾𝑡−𝑖 +𝑝
𝑖=1  ∑  𝜔𝑗∆𝑥𝑡−𝑗 + 𝑞

𝑗=0  𝜆𝐸𝐶𝑀 𝑡−1 +  휀𝑡         (5)  

The primary purpose of the estimation equation is to attain a model which converges 

to equilibrium. If the ECM coefficient 𝜆  is statistically significant and negative, the 

conclusion of model convergence to equilibrium is drawn. The significant ECM coefficient 

verifies the existence of a long-run relationship and cointegration between the independent 

and explanatory variables. Additionally, the ECM coefficient determines the speed of 

adjustment from short to long-term equilibrium. 

4.8 Econometric modelling 

The ARDL model following the technique specified by Pesaran et al. (2001) for the 

bounds test is applied to the research data. The dependent (BT) and Wages (Wgs) variables 

are expressed as the natural logarithms, and other variables are represented in raw form 

since these data are in ratio form. The logarithm is taken to reduce the possible 

heteroscedasticity and simplify regression outcomes. Thus, the ARDL model with 
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corresponding ECM to analyze the long-run and short-run relationship of the dependent 

variable and explanatory variables is expressed as follows: 

    lnBTt = α0 + ∑ α1i
𝑝1
𝑖−𝑡 ∆lnBT𝑡−1 + ∑ α2i

𝑞1
𝑖−𝑡 ∆ROE𝑡−1 +  ∑ α3i

𝑞2
𝑖−𝑡 ∆NPL𝑡−1 +

 ∑ α4i
𝑞3
𝑖−𝑡 ∆lnWGs𝑡−1 + ∑ α5i

𝑞4
𝑖−𝑡 ∆DepRate𝑡−1 + δ1𝐵𝑇𝑡−1 + δ2xROE𝑡−1 +  δ3𝑁𝑃𝐿𝑡 +

 δ4𝑙𝑛𝑊𝑔𝑆𝑡−1 + δ5𝐷𝑒𝑝𝑅𝑎𝑡𝑒𝑡−1 + 𝜆𝐸𝐶𝑀𝑡−1 + 휀𝑡                                                (6) 

where p lags are used for dependent variables and q lags are used for explanatory 

variables, the remaining coefficients explain short-term and long-term relationships. The  𝛿𝑗,  

j=0,1,2,3 corresponding long-run relationship, while first difference of coefficients 𝛼𝑖 

(i=1,2,3,4) represent a short-run relationship, 𝜆  is the coefficient of ECM; and ECM𝑡−1 

represents error-correction term lagged by one period, ε is the error term. 

4.9 Regression Data Variables Discussion 

The Banking Trust Index (BT) is a personal calculation of the author, which serves as 

a dependent variable. There is a wide range of economic and banking sector indicators to 

estimate the determinants of banking trust. This research implements the ARDL model by 

Pesaran et al. (2001) and, at the same time, considers the dependent (BT) variable prospects 

with the time-series data of 120 monthly observations (01/2011-12/2020). Therefore, before 

choosing independent variables for the regression model, we considered the monthly data 

availability of indicators and their compatibility with ARDL requirements. Additionally, it 

is worth noting that we have already employed some variables (11 variables) proposed by 

Nikolaev et al. (2006) and Vorobiev and Maibarada (2014) to calculate the trust index; 

consequently, we consider endogeneity issues of explanatory variables.  

Initially, this research intended to employ banking indicators, such as ROA, ROE, 

NPL, Exchange Rate, Interests on Deposit, and economic indicators, namely GDP, Inflation, 
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Money Supply, Government debt, Wages, Unemployment, and Remittances. However, 

after the dependent variable calculation, exploring the ARDL compatibility, and gathering 

available data, the selection of regressors was considered as follows: 

Table 4.3 The selection consideration of nominated variables 

  Indicators 
Elimin 

ated 

Sele 

cted 
Rationale 

1 GDP √  This indicator is used to calculate the banking trust index and is eliminated because of 

possible endogeneity issues  

2 Inflation √  This indicator is used to calculate the banking trust index and is eliminated because of 

possible endogeneity issues  

3 Money supply √  This indicator is stationary with 2nd difference - I (2) and is not compatible with the 

ARDL model 

4 
Government 

debt 
√  

The data on this indicator is unavailable 

5 Wages  √ 

Wages generally represent the price of labor; thus, the compensation of employees as a 

share of the national product shows the general economic condition and is a vital 

variable to estimate the banking trust. Additionally, this indicator does not have 

endogeneity issues, the monthly data is available, and the unit root test on data shows 

that it is stationary at I(1)   

6 Unemployment   √ 

Unemployment is a key economic indicator that shows the share of the unproductive labor 

force. The high level of unemployment denotes less economic production; thus, this 

indicator characterizes lost output. Moreover, this indicator does not represent endogeneity 

issues, the monthly data is available, and the unit root test on data shows that it is 

stationary at I(1); therefore, it is considered for further regression analysis with the 

banking trust index. 

7 Remittances √  
The monthly data on this indicator is not available 

8 ROA  √  This indicator is used to calculate the banking trust index and is eliminated because of 

possible endogeneity issues  

9 ROE  √ 

ROE is a central measure of the country’s financial sector profitability. It shows capital 

strength and financial stability; thus, ROE embodies a critical financial indicator related 

to the banking trust index. This indicator does not represent endogeneity issues, the 

monthly data is available, and the unit root test on data shows that it is stationary at I(1); 

therefore, we consider ROE for regression analysis.   

10 NPL  √ 

NPL presents the financial burden and possible losses of the banking system. A high 

level of NPL means bad risk management and financial instability that leads to reduced 

profitability. This indicator does not represent endogeneity issues, the monthly data is 

available, and the unit root test on data shows that it is stationary at I(1); thus, we 

consider NPL for regression analysis. 

11 
Deposit 

Interest rate 
 √ 

The Interest Rate of this research is an indicator of profit-making on deposits and 

savings. It characterizes the rate of return on individuals' and legal entities' funds by 

representing the customer and bank cooperation. Additionally, this indicator does not 

represent endogeneity issues, the monthly data is available, and the unit root test on data 

shows that it is stationary at I(1); therefore, we consider interest rates for regression 

analysis. 

12 Exchange rate √  
This indicator is used to calculate the banking trust index and is eliminated because of 

possible endogeneity issues 

 

Source: Author’s construction 
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Finally, Nonperforming Loans (NPL), Wages (WGs), Return on Equity (ROE), 

Registered Unemployment (Unempl), and Average Interest Rate on Deposit (DepRate) 

were selected as the explanatory variables for further analysis to establish their relationship 

with banking trust (BT).  

4.9.1 Nonperforming Loans 

Nonperforming Loans (NPL) are the total overdue loans (including credits and 

overdrafts) of the banking system of Tajikistan. Under normative acts of NBT, unpaid or 

substandard loans are considered all loans that are not paid on time for over 30 days (NBT, 

2020). The NPL ratio in this research is a percentage rate of all substandard loans over the 

total credit portfolio of the banking system. 

Nonperforming loans usually increase during economic instability and uncertainty. 

The NPL is a sensitive indicator of the financial institutions, which shows the quality of 

outstanding loans, level of credit risk, and possible losses. Graph 4.10 illustrates the NPL 

ratio and total credit portfolio over total assets of the Tajikistan credit system. The drastic 

rise in overdue loans is significant after the crisis of 2014 (Russian crisis), proving that the 

NPL ratio is a financial-stability-sensitive indicator.  

The NPL indicator is expected to estimate the linkage between customers who failed 

to make an on-time payment and the banking trust index. As the literature suggests, the 

NPL is a vital banking system indicator that has a strong connection with overall financial 

stability (Chernykh et al., 2021). Therefore, we use NPL as an explanatory variable of the 

regression model to find the relationship between overall public confidence and 

nonperforming loans. 
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Graph 4.10 Nonperforming loans ratio and credit to assets ratio of the banking 

system (2011M01–2020M12) 

               

            Source: Author’s construction, data source: NBT 

           https://www.nbt.tj/tj/statistics/real_sector.php  

4.9.2 Wages 

The Wages (WGs) variable grasps the average formal population labor or service 

compensation from economic activities. This macroeconomic variable indicates the level of 

official income derived from the labor force; therefore, it demonstrates one of the primary 

income sources of residents. The data analysis shows that the average wages have increased 

2.5 times during the last decade. Graph 4.11 reflects the dynamic of official wages having 

an upward trend over the previous ten years (research period). Generally, we expect wages 

to stimulate the financial market by surging the cash flow and increasing the cooperation 

between the public and banks. Additionally, according to the reviewed literature (Lebedyev, 

2011), low wages increase the chances of distrusting financial institutions. Therefore, this 

research employs the wages variable in the regression model to find the association 

between the primary source of public income and their level of trust in the banking system.       
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Graph 4.11 Average official wages in the Republic of Tajikistan (2011M01–

2020M12) 

       (in somoni) 

        

           Source: Author’s construction, data source: TJStat 

          https://www.stat.tj/en/tables-real-sector 

4.9.3 Return on Equity 

The Return on Equity (ROE) indicator is the banking system-specific variable that 

reveals the overall earnings ratio to banking system equity. The profitability ratio of equity 

is the financial sector component that attracts current or possible future shareholders and 

investors. Therefore, the ROE determines how efficiently the financial institutions utilize 

the resources to generate profit. This study employs ROE to discover its relationship to the 

public trust index. It is worth mentioning that during the last decade, the equity profitability 

of the financial system has been unstable. Graph 4.12 expresses the tendency of the ROE 

performance of the banking system in the research period.  

We assume that the Return on Equity will indicate the banking sector's soundness as 

it relates to the banking system's profitability. Moreover, the literature reviewed suggests 

that ROE is connected to other essential banking values such as ROA and risk management 
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(credit risk, liquidity risk, and operational risk) (Saiful & Ayu, 2019). Therefore, having 

estimated the relationship of ROE to the trust index, we also grasp the relation of other vital 

indicators.    

Graph 4.12 Return on Equity of the banking system of Tajikistan (2011M01–

2020M12) 

                

Source: Author’s construction, data source: NBT 

https://www.nbt.tj/tj/banking_system/nadzor.php  

4.9.4 Registered Unemployment 

The Registered Unemployment (Unempl) is an explanatory variable that includes the 

number of officially registered residents with unemployed status. According to economic 

theory, unemployment is one of the leading indicators of macroeconomics. This research 

investigates the relationship between unemployment and the public trust index. Graph 4.13 

shows the tendency of registered unemployment in the research period. The dynamic in the 

unemployment trend is strongly driven by economic-financial stability, as in the case study 

of Tajikistan. Therefore, this research expects unemployment to have an association, 

particularly a negative effect on banking confidence. The literature also suggests that 

7.9

4.9

13.5

10.6

15.6

-20.1

-33.9

-13.2

4.8
9.1

4.9

-40.0

-30.0

-20.0

-10.0

0.0

10.0

20.0

Nov-10 Apr-12 Aug-13 Dec-14 May-16 Sep-17 Feb-19 Jun-20

https://www.nbt.tj/tj/banking_system/nadzor.php


54 

 

banking confidence is negatively affected by unemployment during and after the crisis 

(Roth et al., 2014).         

Graph 4.13 Officially registered unemployed people in Tajikistan (2011M01–

2020M12) 

                                                                               (in thousands) 

 

      Source: Author’s construction, data source: TJStat 

      https://www.stat.tj/en/tables-real-sector 

4.9.5 Interest Rate on Deposit 

The interest rate on deposits (DepRate) is the average interest rate paid by financial 

institutions on time deposits and savings accounts. The interest rate and term deposits 

tendency in the research period is downward, as illustrated in Graph 4.14. As described in 

Chapter 3, the banking system of Tajikistan is in the developing stage; therefore, as the 

credit market competition grows, the interest rate on credits lowers down; thus, reducing 

the deposit rates. The crisis of the last two decades forced financial institutions to promote 

low-interest rates to cover the losses. Additionally, the banking sector has widened the path 

to foreign capital in the previous decade. The growth of funds from international financial 

institutions affected the deposit policies in the banking sector. This research considers the 

53

56.5
57.1

52.3

53.9

58.5

55.0

51.1

55.8

49.0

54.3

47.0

52.0

49.0

51.8

47

49

51

53

55

57

59

Nov-10 Apr-12 Aug-13 Dec-14 May-16 Sep-17 Feb-19 Jun-20

https://www.stat.tj/en/tables-real-sector


55 

 

deposit rate as a direct indicator representing public attention because most residents follow 

up on the competition and promotions between financial institutions with higher interest 

rates to get interest incomes. Thus, the determination of society to keep their funds (public 

confidence) in financial institutions is expected to depend on the level of interest rates 

(Viphindrartin et al., 2021).       

Graph 4.14 describes the dynamics of term deposits to total liabilities ratio and 

average interest rate on deposits in the banking system of Tajikistan.  

Graph 4.14 The interest rate on deposits and term deposits to total liabilities ratio 

(2011M01–2020M12) 

 

Source: Author’s construction, data source: NBT 

https://www.nbt.tj/tj/statistics/monetary_sector.php 

Table 4.4 provides a detailed explanation of all the variables included in the 

regression model of this study. 

4.10 Survey 

Additionally, we collected primary data to assess the factors affecting public 

confidence in banking. Therefore, we used the survey method to collect data and perform 
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additional analyses of public trust factors in the banking system. Within the survey 

questionnaire, we adopted inquiries related to the factors that affect consumer trust (Debab 

& Yateem, 2012). The economic state and factors determining public trust include global 

and domestic financial conditions, banking reputation, political aspects, customer loyalty, 

satisfaction, and confidence.  

The survey approach of this study attempts to determine the factors and possible 

antecedents of trust in the banking system. The previous literature suggests answering the 

research questions by developing the study hypothesis. Therefore, following the literature, 

we propose the following hypotheses: 

H1: Global financial conditions influence banking confidence in Tajikistan 

H2: Domestic economic conditions impact public trust in the banking system 

H3: Bank reputation and performance affect public confidence 

H4: Customer loyalty affects the banking trust 

H5: Customer satisfaction influences individuals' trust in the banking system 

H6: The banking system of Tajikistan is developing public confidence. 

Following Debab and Yateem (2012), we designed a questionnaire to profile the 

customers, explore factors that affect public trust, and identify other financial concerns that 

may influence banking confidence. The survey questionnaire is in the Google Forms 

platform and contains a total of 37 questions as follows: 

– The first section: 7 personal information and 4 general-financial 

– The second section: 5 global-financial, 4 domestic-financial, 4 bank reputation, 4 

customer loyalty, 4 customer satisfaction, and 5 banking confidence questions. 
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We employ a 5-points Likert-type scale rating from 1 (Strongly disagree) to 5 

(Strongly agree) for collecting survey data. We will accept our null hypotheses assuming 

that the factors mentioned above have a significant effect on public confidence: 

- if the Mean (Average) value is between 4 and 5; 

- if the mean value is between 1 and 2, the proposed factors have little affection for 

peoples’ trust; 

- if the mean value of 3 is considered to have an average (moderate) effect on public 

confidence in the banking system. Moreover, the mean value of less than 3.0 is 

deemed to have a negative trend, and the mean value of greater than 3.0 is 

considered positive. 

4.11 Validity and Reliability 

The collected data is subject to the literature's validity and reliability tests. The 

validity element is suggested to find out the authenticity of the scores to which they are 

intended. At the same time, reliability is referred to as testing the consistency of the 

outcome in future reproduction cases. Therefore, Cronbach’s alpha test is used to examine 

the internal surface of the variables. One desirable approach is calculating the Cronbach’s 

alpha on a set of 10 to 15 items to incorporate the variability of the associated variables 

(Hulin et al., 2001). Therefore, the second section of our questionnaire with Likert scale 

answers is split into two:  

– Financial situation and banking reputation 

– Customer satisfaction and consumer confidence  

and each divided subsection encompasses 13 questions. The Cronbach’s alpha 

coefficients vary from 0 to 1, and the most advocated level of adequacy is 0.70. This 
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coefficient gives us information about the correlation of items in the section set. The 

reviewed literature suggests that the more significant (above 0.70) coefficient alpha offers 

consistent measurement (Debab & Yateem, 2012; Hulin et al., 2001). 

4.12 Survey data analysis  

We use the Statistical Package for Social Science (SPSS) to analyze the questionnaire 

results. Using this statistical tool, we further calculate descriptive analysis, including mean, 

frequencies, and standard deviation, to explain the characteristics of our sample 

respondents and variables. 
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5 Chapter V. Empirical Results and Discussion of Findings 

5.1 Introduction  

The following chapter aims to measure the level of public trust in the banking system 

and estimate the long-run and short-run relationship between public trust and the financial 

system and macroeconomic indicators of Tajikistan. The time-series data obtained from the 

calculation of the banking trust index for the research period enables us to conduct the 

regression analysis to investigate the association of banking system trust with other 

indicators. Finally, we will describe the survey results and analysis to conclude this chapter. 

5.2 Banking Trust Index calculation     

The measurement of the trust index following the methodology described in the 

previous chapter is presented in Table 5.1.1. The calculation is derived from 120 monthly 

observations (01/2011 – 12/2020), covering the research period. The following table (Table 

5.1) and graph (Graph 5.1) contain the annual calculation and the graphical representation 

of the index. 

Table 5.1 Banking Trust Index (annual representation) 

Variable

s 

K (-

;+) 
weights 

31/1 

2011 

31/12 

2011 

31/12 

2012 

31/12 

2013 

31/12 

2014 

31/12 

2015 

31/12 

2016 

31/12 

2017 

31/12 

2018 

31/12 

2019 

31/12 

2020 

LegDep 1 9% 100 90 73 57 64 66 68 83 93 86 104 

IndDep 1 11% 100 115 128 132 131 133 120 105 100 102 108 

DepDol -1 2% 100 94 99 102 108 128 100 86 77 69 67 

LI 1 7% 100 49 55 70 65 54 42 41 46 56 63 

LLE 1 5% 100 114 119 135 165 146 104 77 75 75 87 

LTL 1 6% 100 104 158 270 275 261 232 260 289 286 285 

EXR -1 10% 100 100 95 91 94 118 124 129 131 122 130 

CAR 1 8% 100 97 97 79 53 40 49 61 56 49 38 

FDI 1 12% 100 246 333 147 27 35 154 22 40 97 3 

BC 1 3% 100 223 285 382 500 620 639 607 607 546 808 

ROA 1 10% 100 65 50 114 -248 -10 -210 1 80 77 72 



60 

 

CR -1 7% 100 103 109 102 180 197 231 245 310 191 154 

CPI -1 10% 100 107 114 119 128 135 144 155 163 181 198 

INDEX  100% 100 135 168 153 24 73 40 47 63 91 88 

Source: Author’s calculation. 

Graph 5.1 is derived from Table 5.1 to illustrate the dynamics of the banking trust 

index. The dynamic of the index indicates various seasonal fluctuations; however, the level 

of trust should not depend on seasonal economic disequilibrium. The behavior of 

consumers and the economic environment of Tajikistan has their specific phenomenon, 

which may rely on crops, labor migration, holidays, and other temporary reasons. The 

index calculation considers trust as an economical category rather than an emotional or 

psychological type. Thus, using Eviews statistical tool, STL Decomposition seasonal 

adjustment is applied to discard the specifics of the economic seasons. Graph 5.1 

demonstrates a seasonally adjusted chart of the banking trust index, containing some falls in 

the trend. 

Graph 5.1 Dynamics of the banking trust index 2011-2020 (with seasonal 

adjustment) 

 

Source: Author’s construction. EViews statistical tool 
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5.3 The regression model descriptive statistics  

Table 5.2 Descriptive statistics of regression variables (2011M01–2020M12) 

  BT(index) NPL(%) Wgs(TJS) ROE(%) 
RegUnempl 

(thousands) 
DepRate% 

Mean 95.348 16.908 977.263 1.891 54.025 13.753 

Median 91.35 16.572 947.46 4.9 54.5 14.655 

Maximum 179.366 35.222 1642.27 16.6 58.5 17.84 

Minimum 14.7 5.462 480 -33.9 47 5.65 

Std.Dev 42.261 8.552 310.843 9.739 2.655 2.751 

Skewness 0.241 0.422 0.045 -1.296 -0.418 -0.805 

Kurtosis 2.087 2.078 1.893 4.834 2.382 2.702 

        

Jarque-Bera 5.3231 7.8191 6.1723 50.3897 5.3979 13.4187 

Probability 0.0698 0.02 0.0457 0 0.0673 0.0012 

        

Sum 11441.77 2028.93 117271.5 226.96 6483 1650.38 

Sum Sq. Dev 212534.4 8702.29 11498185 11287.08 838.53 900.83 

Observations 120 120 120 120 120 120 

Source: Author’s calculation. 

The descriptive statistics of the study show that the sample is balanced and contains 

120 monthly (01/2011 to 12/2020) observations. The standard deviation of the Banking 

Trust Index (BT) and Wages (Wgs) variables is relatively higher than other variables 

expected. Therefore, the regression model takes these two variables in the natural logarithm 

types. The Jarque-Bera statistics and p-value of BT and Unemployment do not seem to be 

normally distributed at the independent level; however, the further joint distribution of all 

variables is normally distributed. The next sections demonstrate the diagnostics section 

being 0.05 > p-value statistics, rejecting the null hypothesis of normality.  

5.4 Unit Root Tests results 

Following the methodology chapter, we conduct the Unit Root tests to ensure that our 

variables are not integrated of order 2 (I(2)) because the order of regressors should be 
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purely I(0), purely I(1), or mutually cointegrated for the ARDL estimations (Pesaran et al., 

2001). The following tables (Tables 5.3 and 5.4) contain the Augmented Dickey-Fuller 

(ADF) and Phillip-Perron (PP) unit root test results of the variables. It is worth mentioning 

that lag length of the Unit root tests in the EViews statistical tool is on default settings and 

is automatically set based on AIC and SIC selections (See Appendix for lag length of Unit 

Root test results for all variables). 

Table 5.3 ADF Test Results 

Variable 

  

Intercept  Trend and Intercept  

Decision 
Level First Difference Level First Difference 

T-stat p-value T-stat p-value T-stat p-value T-stat p-value 

LnBT -3.23 0.0208 -10.63 0.0000 -3.27 0.0751 

-

10.59 0.0000 

I(0), I(1) 

NPL -1.39 0.5817 -4.57 0.0003 0.29 0.9984 

-

12.84 0.0000 

I(1) 

ROE -2.41 0.1422 -5.31 0.0000 -2.38 0.3867 -5.29 0.0001 I(1) 

LnWgs -1.73 0.4107 -3.21 0.0220 -1.68 0.7537 -3.53 0.0407 I(1) 

LnUmempl -0.46 0.8932 -3.56 0.0080 -2.08 0.5485 -3.63 0.0319 I(1) 

DepRate -0.99 0.7542 -13.8 0.0000 -2.74 0.2220 

-

13.77 0.0000 

I(1) 

The critical value for ADF statistics with an intercept: - 2.887425 (5%) 

The crucial value for ADF statistics with an intercept and trend: -3.450436 (5%) 

Source: Author’s calculation- EViews statistical tool 

Table 5.4 PP Test Results 

Variable 

Intercept  Trend and Intercept  

Decision 
Level First Difference Level First Difference 

T-stat p-value T-stat p-value T-stat p-value T-stat p-value 

LnBT -3.32 0.0159 -12.59 0.0000 -3.39 0.0580 -12.53 0.0000 I(0), I(1) 

NPL -1.34 0.6084 -12.54 0.0000 -0.19 0.9926 -12.72 0.0000 I(1) 

ROE -2.37 0.1529 -9.53 0.0000 -2.35 0.4031 -9.50 0.0000 I(1) 

LnWgs -1.12 0.7045 -32.96 0.0001 -6.30 0.0000 -36.71 0.0001 I(0), I(1) 

LnUmempl -2.53 0.1110 -10.81 0.0000 -4.22 0.0057 -10.81 0.0000 I(0), I(1) 

DepRate -4.22 0.0009 -40.35 0.0001 -8.57 0.0000 -42.62 0.0001 I(0), I(1) 

The critical value for PP statistics with an intercept: - 2.885863 (5%) 

The crucial value for PP statistics with an intercept and trend: -3.448021 (5%) 

Source: Author’s calculation- EViews statistical tool 



63 

 

Tables 5.3 and 5.4 depict the regression variables' ADF and PP unit root test results. 

The null hypothesis assumes that the series has a unit root with intercept, no trend, or with 

the trend and intercept. In both cases of the ADF test method, the null hypothesis is 

accepted that the variables have unit root at their level except LnBT (p-value < 0.05; 

0.0208) at intercept and no trend and ROE (p-value < 0.05; 0.0178) with trend and intercept. 

Thus, we proceed to the next test with the first differencing with ADF testing. Table 5.3 

indicates that we can reject the null hypothesis at I(1) for all the variables having no unit 

root after taking the first difference (p-value < 0.05, see Table 5.3) in both cases at the 

intercept and no trend, and trend and intercept. However, the PP unit root test results show 

that the LnBT and DepRate variables are stationary at intercept and no trend, and the 

LnWgs, LnUnempl, and DepRate variables are stationary at a level with trend and intercept 

(p-value < 0.05, see Table 5.4). Table 5.4 also indicates that we reject the null hypothesis at 

the first difference for all employed variables: non-unit root and stationary at a significance 

level of 1% with the PP unit root test. Having conducted the ADF and PP unit root tests, we 

conclude that all our variables are not integrated of order 2 I(2). Therefore, the test results 

assure that we can proceed to the ARDL cointegration tests. 

5.5 Lag Selection Outcome 

The lag length for research variables is selected utilizing the Akaike Information 

Criterion (AIC), Schwarz Information Criterion (SIC), and Hannan-Quinn Criterion (HQ) 

criterion of vector autoregressive (VAR). Table 5.5 represents the results of the optimal lag 

length proposed by various criterion information. We have collected monthly data, and the 

reviewed literature offers 6, 12, and 24 periods. At the same time, it is recommended to 

restrict with smaller lag length to avoid losing the degrees of freedom. The main objective 
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is to select optimal lag for the VAR, and the literature suggests setting the lowest value 

among the AIC, SIC, and HQ information criteria. The smallest value lag length from VAR 

order selection calculated by EViews statistical tool is the AIC, as depicted in Table 5.5. 

Thus, among the AIC, SIC, and HQ, the Akaike Information Criterion (AIC) has the lowest 

value (0.075), which meets the requirement. 

Table 5.5 VAR lag order selection criterion                   (included observations 114) 

  

Note 1:  LR- Likelihood ratio; FPE- Final prediction error; AIC- Akaike 

information criterion; SBC- Schwarz Information criterion; HQ- Hannan-Quinn criterion. 

Note 2: *Indicates Optimal lag length. 

Source: Author’s calculation- EViews statistical tool 

5.6 Bounds testing for cointegration 

After defining that none of the research variables are of order I(2) or above and 

establishing the optimal lag length, we conduct a bounds test to determine the presence of 

long-run cointegration. The ARDL bounds test of cointegration outcome to demonstrate the 

relationship between the dependent variable and explanatory variables is illustrated in table 

5.6. The ARDL bounds test results, as shown in table 5.6, exceed the upper critical bound 

value of 4.68 at a 1% significance level with an estimated F-statistics value of 10.6659, 

provided by Pesaran et al. (2001). Thus, this evidence is sufficient to reject the null 

 Lag LogL LR FPE AIC SC HQ

0 -26.7673... NA  0.104047  0.574866  0.718876  0.633312
1 -5.72694...  39.49692  0.073209  0.223280  0.391292  0.291467
2 -2.24467...  6.475804  0.070094  0.179731  0.371745  0.257659
3 2.377510...  8.514558  0.065785  0.116184   0.332200*  0.203853
4 2.418441...  0.074679  0.066909  0.133010  0.373027  0.230419
5 4.496706...  3.755462  0.065665  0.114093  0.378112  0.221243
6 7.715931...   5.760720*   0.063169*   0.075159*  0.363180   0.192051*
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hypothesis of no long-run relationship at a 1% significance level, supporting the existence 

of cointegration among the research variables. 

Table 5.6 ARDL Bound Test of Cointegration 

Variables  F-Statistics Decision 

F(LnBT, NPL, ROE, LnWgs,  

LnUnempl, DepRate) 
10.6659 Cointegration exists 

Critical Value Bounds 

 (Significance) 
Lower Bound I(0) Upper Bound I(1) 

10% 2.26 3.35 

5% 2.62 3.79 

2.5% 2.96 4.18 

1% 3.41 4.68 

Included observations 114  

Source: Author’s calculation – EViews statistical tool 

 

5.7 Estimation of Short-Run and Long-Run relationship 

5.7.1 Short-Run Relationship 

Table 5.7 presents the parsimonious estimation of the short-run relationship. The 

results demonstrate that the ROE and DepRate determinants are statistically significant (p-

value: 0.0041 and 0.0052, respectively), whereas the NPL and LnWgs indicators are 

statistically insignificant in the short run. It is worth mentioning that according to table 5.7, 

the ROE, DepRate, and LnWgs have negative relationships with the banking trust index; 

we assume that it is the effect of the fluctuating economy of Tajikistan.  

The central part of the short-run estimation is the coefficient of the lagged error-

correction term (𝐸𝐶𝑀𝑡−1) which is negative and statistically significant (p-value < 0.001). 

The significance of the lagged ECM indicates a long-term causality from explanatory 

variables of the regression model towards the banking trust index. The coefficient of the 



66 

 

error-correction model is around -0.92, which suggests that the speed of adjustment from 

short-run to long-run equilibrium is about 92%. 

Table 5.7 The short-run estimation model (ECM) 

ARDL (6,4,1,1,4,0) selected based on AIC Dependent variable LnBT 

Variable Coefficient Std.Error t-statistic Prob. 

                       C 
 

6.982 0.851 8.206 0.0000 

∆LnBT 0.282 0.079 3.540 0.0006 

∆ROE -0.018 0.006 -2.944 0.0041 

∆NPL -0.001 0.014 -0.079 0.9375 

∆LnWgs -0.001 0.217 -0.005 0.9960 

∆DepRate -0.039 0.013 -2.860 0.0052 

ECM -0.923 0.112 -8.214 0.0000 

R-squared 0.6054    

Adjusted R2 0.5403    

Durbin-Watson stat 1.8364    

F-statistic 9.3006    

Probability (F-statistic) 0.0000    

Included observations  114   

    Source: Author’s calculation – EViews statistical tool 

5.7.2 Long-run Relationship 

The empirical results of the long-term determinants of the banking trust index are 

represented in Table 5.8. In the long term, our model's research variables are statistically 

significant. The estimation results demonstrate that ROE, LnWgs, and DepRate have a 

significant positive association (0.000, 0.038, and 0.027, respectively) with a probability of 

less than 1% and 5% significance. In contrast, NPL and LnUnempl have a significant 

negative impact (0.000 and 0.047 respectively) with a probability of less than 1% and 5% 

significance level the banking trust in the long run.    

Table 5.8 Long-run coefficients of ARDL estimation  

Unrestricted Constant and No Trend 

ARDL (6,4,1,1,4,0) selected based on AIC    Dependent variable = LnBT 

Variable Coefficient Std.Error t-statistic Prob. 

NPL -0.0317 0.0045 -6.9672 0.0000 

𝑡

− 5 

𝑡

− 3 
𝑡 

𝑡 

𝑡

− 3 

𝑡

− 1 
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ROE 0.0290 0.0030 9.4501 0.0000 

LnWgs 0.3485 0.1657 2.1033 0.0382 

DepRate 0.0437 0.0195 2.2412 0.0274 

LnUnempl -1.4086 0.7001 -2.0120 0.0471 

Included observations 114   

Source: Author’s calculation – EViews statistical tool 

From the estimation (Table 5.8), we can infer that the coefficient of return on equity 

(ROE) is 0.03, and it is statistically significant, which means that a 1% increase in the 

banking system's return on equity (ROE) will lead to 3% growth of trust index in the long 

run. The coefficient of official wages (lnWgs) is 0.35 with a statistically significant 

probability, which implies that a 1% rise in the relative wages of the population (LnWgs) 

will lead to a 35% subsequent increase in the banking trust or banking cooperation in this 

respect in the long term. Accordingly, the positive coefficient of interest rate on deposits 

(DepRate) is 0.04, indicating that a 1% increase in the relative interest rate on deposits will 

follow a 4% surge in public trust in the long run. However, the overdue loans of the 

banking system (NPL) revealed a negative coefficient of -0.03 with a statistically 

significant probability at a 0.01% significance level, which implies that a 1% increase in 

nonperforming loans (NPL) will further decrease the banking trust index by 3% in the long 

run. Similarly, the coefficient of the registered unemployed people (LnUnempl) exposed a 

coefficient of -1.41 with a statistically significant probability, which means that a 1% 

increase in unemployment (LnUnempl) leads to 14 points decrease in the banking trust 

index in the long run. The estimation for the long-term relationship shows that all the 

model's banking system and macroeconomic variables are statistically significant. 
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5.8 Diagnostic tests results  

We conduct several diagnostic tests to demonstrate the model fit and the validity of 

the findings. The test values displayed in Table 5.9 indicate that the ARDL model is a 

practically proper fit for the short-run and a complete fit for long-run estimates for testing a 

public trust index and its relationship with other indicators in Tajikistan. The serial 

correlation test of the Breusch-Godfrey LM test demonstrates F-statistics at 1.5931 with a 

probability value of 0.2090, which implies that residuals are serially uncorrelated.  The 

heteroskedasticity of the Breusch-Pagan-Godfrey test results illustrate that data series are 

homoscedastic (with F-statistics of 1.6459 with a probability value of 0.0554), which 

cannot deny the null hypothesis of homoscedasticity of variables. The research model 

passes the Ramsey Reset Test with a 0.5403 F-statistics value and a probability value of 

0.4642, denoting no functional misspecification in the model. Additionally, the Jarque-Beta 

test value (0.4901) indicates that the residuals of our model are also normally distributed 

with a probability value of 0.7827. 

Thus, the diagnostic test results show that the research model is free from serial 

correlation, heteroscedasticity, and functional form misspecification (at a 5% (p<0.05) 

significance level), as presented in Table 5.9. 

Table 5.9 Diagnostic Tests Results  

Specification F-statistics P-value 

Breusch-Godfrey (serial correlation LM test) 1.5931 0.2090 

Breusch-Pagan (heteroscedasticity) 1.6459 0.0554 

Jarque-Bera (normality) 0.4901 0.7827 

Ramsey Reset Test 0.5403 0.4642 

Included observations 114  

Source: Author’s calculation – EViews statistical tool 
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5.9 Stability test results  

Finally, we perform stability tests of the cumulative sum of recursive residuals 

(CUSUM) and the cumulative sum of recursive residual squares (CUSUMSQ) proposed by 

Brown et al. (1975) to assess the stability of the model. Plots (Graph 5.2 and 5.3) illustrate 

the results of the CUSUM and CUSUMSQ tests, respectively. From these graphs, we can 

infer that the curves of CUSUM and CUSUMSQ do not exceed the critical limits at the 5% 

significance level, which means that the model is stable. 

Graph 5.2 CUSUM Test     

        

Source: Author’s calculation – EViews statistical tool 
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Source: Author’s calculation – EViews statistical tool 
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6 Chapter VI. Survey questionnaire 

6.1 Introduction 

This chapter presents the outcome of data collection from the respondents and data 

analysis of the survey questionnaire. We start with descriptive statistics of our survey 

variables through statistical and descriptive measures; then, we will test our survey 

hypotheses to find the main factors of banking confidence and the overall trust level in the 

banking system of Tajikistan. In the questionnaire, we specified that within our 

questionnaire, the term "Bank" refers to all financial organizations that have the right to 

accept deposits and savings of citizens. 

6.1 Validity and Reliability results 

Following the literature, we conducted the Cronbach’s alpha test to determine the 

internal consistency of the collected data. The second part of the survey with the Likert-

type scale responses is divided into two groups to measure Cronbach’s alpha coefficient. 

The first group represents the overall financial situation, and the second group embodies 

customer satisfaction toward the financial institutions. 

Table 6.1 Cronbach’s alpha test results    

Factors  
Number of 

questions 

Alpha 

coefficient 

Financial situation and banking reputation 13 0.734 

Customer satisfaction and consumer confidence 13 0.864 

Source: Author’s calculation – SPSS statistical tool 

As presented in table (Table 6.1), the Cronbach’s alpha test coefficient scales are 

above 0.70, which exceeds the suggested alpha value. As a result, we infer this outcome as 
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an acceptable level of consistency. Moreover, the test results indicate that the employed 

survey questions are reliable. 

6.2 Survey results  

We used a random sampling approach to conduct the survey. Thus, the questionnaire 

link was distributed from 13 February to 2 May 2022 (78 days) via online social 

networking services (SNS) platforms such as Facebook, Messenger, Instagram, WhatsApp, 

Viber, Gmail, etc. Moreover, we have requested some acquaintances share the 

questionnaire in various networking groups. Thus, we have collected 283 responses to our 

survey questionnaire through the SNS distribution. The descriptive statistical analysis is as 

follows: 

Table 6.2 Respondents' Personal information 

Age Frequency Percent 

  

Gender Frequency Percent 

20-30 87 30.7% 
Male 174 61.5% 

31-40 134 47.3% 

41-50 54 19.1% 
Female 109 38.5% 

greater than 50 8 2.8% 

Total 283 100% Total 283 100% 

  

Education Frequency Percent 

  

Work Frequency Percent 

High school 7 2.5% Private sector 159 56.2% 

Bachalor 58 20.5% Public sector 84 29.7% 

Higher Education 189 66.8% Individual Enterprenuar 23 8.1% 

Masters/PhD 20 7.1% Unemployed 12 4.2% 

other special 9 3.2% Student 5 1.8% 

Total 283 100% Total 283 100% 

  

Experience Frequency Percent 

  

Income Frequency Percent 

1 to 5 years 89 31.6% 650 or less  11 3.9% 

6 to 10 years 74 26.2% 651-1500 81 28.6% 

11 or higher 113 40.1% 1501-5000 132 46.6% 

no experience 6 2.1% greater than 5001 59 20.8% 

Total 283 100% Total 283 100% 
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Source: Author’s construction 

Graph 6.1 Respondents’ age frequencies 

            

Source: Author’s construction 

Graph 6.2 Respondents’ gender frequencies 

 

Source: Author’s construction 

As we are studying the case of Tajikistan’s banking system, all our respondents are 
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grouped as follows: 47.3% - which is the most significant frequency of the survey 

respondents are between 31 to 40 years old; 30.7% are between the age of 20 to 30 years 

old; 19.1% are between 41 to 50 years old, and 2.8% are above 51 years old. According to 

the following pie chart (Graph 6.2), the Gender variable of our respondents is grouped as 

61.5% male and 38.5% female. Hence, we can conclude that our sample has more male 

than female respondents. We assume this unbalanced proportion is due to the cultural 

commitment of male representatives in most layers of social life. Almost 78% of the 

respondents’ ages fall into the 20 to 40 category, which illustrates Tajikistan's current 

demographic age distribution. 

Graph 6.3 Respondents’ education frequencies 

 

Source: Author’s construction 

Graph 6.4 Respondents’ work frequencies 
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Source: Author’s construction 

The survey analysis shows that the respondents' employment status (Graph 6.4) is 

reasonable as expected. Most respondents (56.2%) are employed in the private sector, the 

second-largest section (29.7%) is the public sector, 8.1% representers self-employed 

individuals (individual entrepreneurs), 4.2% are unemployed, and 1.8% are students. The 

result also reveals that more than half of our respondents are employed in the private sector. 

We assume this phenomenon is because of the private sector's higher salaries and various 

career opportunities.  

Graph 6.5 Respondents’ experience frequencies 

              
 

Source: Author’s construction 
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Based on the chart above (Graph 6.5), the respondents’ experiences are as follows: 

40.1% have 11 years or more of working experience, 31.6% have 1 to 5 years of working 

experience, 26.2% have from 6 to 10 years, and 2.1% have no working experience. This 

shows that a significant percentage of our respondents have long years of working 

experience, which means long life experience and potential financial awareness. Therefore, 

we may assume that a more significant number of our sample has dealt with financial 

institutions and highly likely responded to our questionnaire rationally. A smaller amount 

of our representative has less than a year or no experience, which can be justified as 

students and homemakers. 

Graph 6.6 Respondents’ income frequencies 

 

Source: Author’s construction 

The respondents’ monthly income (Graph 6.6) can be categorized as follows: 46.6% 

with an income range between 1501 to 5000 Somoni (TJS), 28.6% with an income of 651 

to 1500 TJS, 20.8% have over 5000 TJS, and 3.9% with an income of less than 650 TJS. 

This concludes that most of our respondents’ income ranges between 1500 to 5000 TJS. 

Graph 6.7 Respondents’ location frequencies 
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 Source: Author’s construction 

Finally, the last chart (Graph 6.7) deals with respondents’ current location and can be 

classified as follows: 60.1% Sughd Region, 23% Dushanbe City (The capital), 7.8% 

District of Republican Subordination, 6.4% Khatlon Region, and 2.8% GBAO. The 

unbalanced distribution of our respondents can be explained by the fact that the north part 

of Tajikistan (Sughd Region) and the capital city of Dushanbe are more relevantly 

responsive to questionnaires and polls. 

6.2.1 General questions of the survey  

To compare the mean values of the general answers section, we assign weights to 

answers for further statistical testing. The weights for general survey answers were 

designated as No = 0, Not sure = 1, and Yes = 2. Hence, the mean value of less than 1.0 is 

considered as not persuasive (or not satisfactory). In contrast, the mean value of greater 

than 1.0 is implied as persuasive (or acceptable) (Debab & Yateem, 2012). Additionally, 

their statistical values measure other responses to the general section. The following table 

(Table 6.3) shows the descriptive statistics of the survey’s general question section. 
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Table 6.3 General questions section 

  
Questions Percentage 

Mean 

Value 

Standard 

Deviation 

1 
Has your level of trust toward the 

banks changed after the crisis?  

Yes           -       50.5% 

No            -       32.5% 

Not sure    -      17% 

1.18 0.895 

2 
How do you rate the current 

performance of the banks? 

Excellent    -      31.4% 

Very good -       48.4% 

Good         -       15.9% 

Poor          -         4.2% 

2.07 0.800 

3 
Which type of banks do you think  

is safer?  

Islamic banks       -   18% 

Traditional banks -   82%  
1.82 0.385 

4 

Do you think it is better to find 

new ways of investment other than 

regular bank deposits?  

Yes           -      65.7% 

No            -      12.7% 

Not sure    -      21.6% 

1.53 0.711 

 Source: Author’s construction 

As the chart (Graph 6.8) reveals, the respondents were asked about the change in their 

trust in banking after the recent financial crisis. The survey shows that 50% responded 

“Yes,” 32.5% responded “No,” and 17% were unsure. The mean value of all responses is 

1.18, implying that the overall trust level was affected after the crisis. Moreover, we 

calculated the standard deviation of the crisis effect on banking confidence to find the 

difference in views among respondents. The SD of greater than 1.0 shows a significant 

difference of opinion amongst the population sample. The Standard Deviation of crisis 

(first question) is 0.895, which denotes that most respondents have similar impressions 

about financial problems. 

Graph 6.8 Has your level of trust toward the banks changed after the crisis? 
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Source: Author’s construction 

The next question refers to the current performance of the banks in Tajikistan. The 

survey results revealed that 48.4% of the respondents graded “Very Good,” 31.4% rated 

“Excellent,” 15.9% marked “Good,” and only 4.2% called it “Poor.” The mean value of the 

question is (denoted from 0 to 3) 2.07, which implies a persuasive conclusion. Additionally, 

the standard deviation is 0.800 (less than critical point 1), indicating consistency among the 

respondents’ views. This can be explained by the fact that most banking institutions are 

recovering from the crisis and working on regaining customer confidence. 

Graph 6.9 How do you rate the current performance of the banks? 

 

Source: Author’s construction 
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The respondents are asked about a safer type of banking with the traditional and 

Islamic options (Graph 6.10). The survey result shows that 82% of the sample respondents 

think that conventional banking is safer, although 18% answer that Islamic banking is less 

risky. The mean value of the question is 1.82, which is satisfactory with a very consistent 

standard deviation (0.385). This can be explained that the majority are dealing with 

traditional banking; additionally, Islamic banking is relevantly new in the market, 

introduced in September of 2019 (NBT, 2019). 

   Graph 6.10 Which type of banking do you think is safer? 

   

Source: Author’s construction 

Finally, the respondents are questioned about their future intentions and whether it is 

better to find new ways of investment other than regular bank savings and deposits. The 

result of the survey shows that 65.7% answered “Yes,” 12.7% replied “No,” and 21.6% 

responded, “Not sure.” The mean value of the question is 1.53, which implies the strong 

persuasiveness of the respondents. Moreover, the standard deviation value (0.711) supports 

the consistency of the views. Last decade, the interest rates on deposits and savings have 

lowered by about 47% (see Graph 4.1.4); additionally, special attention is given to the 

82%

18%

Traditional banking

Islamic Banking



81 

 

issues of financial inclusion and financial literacy. Therefore, the respondents are willing to 

find other investment ways better than bank deposits and savings. 

6.2.2 The perception of the banking confidence factors 

Following our survey results, this section of the research reveals the respondents’ 

views about the factors that affect banking confidence. We adapted several aspects from the 

previous studies and developed some elements to measure respondents' perception of 

banking confidence. The respondents rated the following questions using 5 points Likert 

scale from 1 (Strongly disagree) to 5 (Strongly agree). This section employs the mean and 

standard deviation (SD) values to describe factors from the questionnaire responses that 

affect banking confidence in Tajikistan. The below-constructed tables demonstrate the 

perception of the elements corresponding to the survey: 

Table 6.4 Global financial condition 

The influence of global financial condition Mean 
Standard 

Deviation 

The latest Global Financial Crisis has affected most banks 3.59 1.155 

I changed my mind about my bank after the recent crisis 3.12 1.230 

I attempted to withdraw my deposit from my bank during the Financial Crisis 2.80 1.521 

I always follow the global financial indicators and relate them to my local banking system 3.59 1.215 

I think that any bad or good financial news taking place around the globe will affect my 

country's financial system. 
4.21 1.033 

Source: Author’s construction 

The above table (Table 6.4) shows the assessment results of the global financial 

condition's effect on public trust. All our item questions, except one (third question), have a 

mean value of over three (3.0) and a standard deviation of above one (1.0); this result 

indicates that there is a relationship between the global financial condition and banking 

confidence. It is worth mentioning that this section has an overall mean value of 3.44, 
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which we consider a moderate effect of global economic conditions on public trust with a 

positive trend. 

Table 6.5 Domestic Financial Conditions 

The impact of domestic Financial Conditions Mean 
Standard 

Deviation 

I believe that my country's government will take the necessary 

actions in case of any financial difficulties in the banking system 3.69 1.183 

The latest Global Financial Crisis affected the banking system of Tajikistan 3.69 1.102 

I am fully satisfied with the measures taken by the National Bank of Tajikistan 

to minimize the effect of the Global Financial Crisis on the banking system. 3.47 1.204 

Whatever happens to other banks in my country will not affect my bank 3.07 1.331 

Source: Author’s construction 

Table 6.5 indicates that all the mean values of the domestic financial condition 

section are more significant than three (3.0) with a standard deviation value of above one 

(1.0). Hence, the impact of the domestic factors on population trust towards the banking 

system has an average effect with a positive trend. According to the survey results, the 

government and central bank's adequate encouragement are the most influential factors. 

However, the standard deviation of over one indicates a significant difference among the 

respondents’ views. 

Table 6.6 Bank Reputation and Performance 

The influence of bank reputation and performance  Mean 
Standard 

Deviation 

The best bank in my country is determined based on the bank's reputation among my 

family members and friends. 3.49 1.281 

My best bank is determined by the number of customer base in the market 3.84 1.162 

I am always dealing with the oldest and most well-established bank 4.00 1.116 

The bank's financial results are the most important indicator for me when I want to 

deal with a bank 4.12 1.007 

Source: Author’s construction 

The following section describes the factors related to bank reputation and 

performance. The above table (Table 6.6) shows that the mean value of the section is 

relatively high, with two items over 4.0, which indicates the strong relationship of this 
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section with public confidence. However, the standard deviation of greater than one (1.0) 

states the difference in perception of trust factors. The survey indicates that well-

established banks and financial results have a significant impact and positive relationship 

with public trust in the banking system. 

Table 6.7 Customer loyalty 

The customer loyalty factor Mean 
Standard 

Deviation 

The impact of the latest Global Financial Crisis affects my trust in banks. 3.57 1.123 

I believe that my primary bank rewards me for the multiple products I deal with 3.19 1.337 

I have changed my main bank because of the financial crisis 2.42 1.377 

Changing my main bank affects my cash and saving management 3.01 1.285 

Source: Author’s construction 

Table 6.7 describes the factors that relate to the loyalty of customers. The survey 

results show that the mean values of most questions are over 3.0, but the SD of all 

questions is over 1.0. This result reveals that banking institutions do not sufficiently 

promote loyalty programs to their customers. Based on our literature review, we infer that 

loyalty programs are one of the key factors that enhance cooperation and boost confidence 

between banks and customers. 

The following table (Table 6.8) presents customer satisfaction factors. The mean 

values of all questions in this section are over 3.0, indicating a strong connection between 

satisfaction and confidence. We conclude that in Tajikistan, the banking system has a 

moderate level of satisfaction regarding banking products, customer service, and 

convenience of transactions and costs. 

Table 6.8 Customer satisfaction 

The customer satisfaction factor Mean 
Standard 

Deviation 

My bank provides me with no-risk products 3.56 1.205 

My bank provides me with great convenience to conduct my banking transactions 

anywhere 3.72 1.121 

My bank provides me with professional customer service 3.85 1.115 
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My bank provides the best banking tariffs 3.67 1.165 

Source: Author’s construction 

Table 6.9 Banking confidence 

The banking confidence factor Mean 
Standard 

Deviation 

Tajikistan's banking system is much more developed than in previous years and has 

restored public confidence. 3.80 1.136 

How much do you trust banks? 3.61 1.074 

Do you think bank managers have the knowledge and experience to manage banks? 3.75 1.134 

In general, do you trust that banks in Tajikistan can repay deposits? 3.39 1.198 

If you had extra money, would you save it in a bank?  3.46 1.324 

Source: Author’s construction 

The last table (Table 6.9) is related to the banking confidence factors. According to 

our results, the mean values of proposed factors are greater than three (3.0), which 

demonstrates a significant relationship between banking confidence and banking system 

trust. Moreover, according to the reviewed literature, trust and confidence are correlated 

notions that lead to potential growth of cooperation.  

6.3 Hypothesis testing 

This section employs the One-Sample T-Test to examine the mean differences 

between the sample and the population mean (two-tails value of t-Table). The statistical 

hypothesis decisions are based on the difference between the sample means and population 

means for all variables. Therefore, we assess the computed value with the table value; if the 

computed value is greater than the table value, we reject the null hypothesis, which 

supposes no effect from the factor, and accept the alternative hypothesis that states an 

impact from the testing factor. The table below (Table 5.16) shows the outcome of the One-

Sample T-Test.   

Table 6.10 Hypothesis testing results 

H Factor Mean T-Test T Table Significance Support/Reject 
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H1 Global financial condition 3.46 8.592 1.96 0.000 Supported 

H2  Domestic Financial Conditions 3.48 9.799 1.96 0.000 Supported 

H3 Bank Reputation and Performance  3.86 18.714 1.96 0.000 Supported 

H4 Customer loyalty 3.05 2.445 1.96 0.015 Supported 

H5 Customer satisfaction 3.70 12.797 1.96 0.000 Supported 

H6 Development of public confidence 3.60 5.837 1.96 0.000 Supported 

Source: Author’s construction 

The following conditions should be met to reject the null hypothesis and accept the 

alternative hypothesis. The mean value of the testing sample should be greater than three 

(>3); the calculated T-test value should be greater than the T-table value, and the alpha 

value should be statistically significant (<0.05). 

H1: Global financial conditions influence banking confidence in Tajikistan 

We have tested our hypothesis according to Table 6.10. We set the null hypothesis 

stating there is no influence of global financial condition in the banking system of 

Tajikistan expressed by [H0: µ=0], against the alternative hypothesis that the global 

financial condition affects the banking system stated by [H0: µ≠0]. Therefore, following 

Table 6.10, the mean value of the first hypothesis (H1) is 3.46 (greater than 3.0), and the T-

test value is 8.592 (greater than the T-table value). Additionally, the last condition shows 

that the p-value is statistically significant (0.000 < 0.05); accordingly, we reject the null 

hypothesis and accept the alternative hypothesis. 

H2: Domestic financial conditions impact public trust in the banking system 

H3: Bank reputation and performance affect public confidence 

H4: Customer loyalty affects the banking trust 

H5: Customer satisfaction influences individuals' trust in the banking system 

H6: The banking system of Tajikistan is developing public confidence. 
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Following our analysis displayed in Table 5.16, all others (H2 to H6) also meet the 

required conditions by having a mean value of greater than 3.0; calculated T-test value of 

greater than T-table (two-tails with 95% confidence level) with the statistically significant 

p-value. The null hypothesis states that there is no effect on the public trust from the 

following proposed factors. In contrast, the alternative hypothesis indicates an impact on 

public trust because of those factors. As the above table (Table 5.16) implies, all three 

conditions are met to accept the alternative hypothesis and reject the null hypothesis. 

Subsequently, all null hypotheses are rejected, and the alternative hypotheses are accepted. 

Therefore, the survey study supports an impact on the domestic financial condition, bank 

reputation and performance, customer loyalty, customer satisfaction, and the development 

of public confidence in the banking system. Hence, our analysis concludes that all six 

factors emphasize the impact of trust on the banking sector. 
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7 Chapter VII. Discussion and Conclusion  

7.1 Introduction 

This chapter covers the discussion of the findings and the overall conclusion of the 

research. The discussion presents the assessment of the banking trust index calculation and 

the determinants of banking confidence with the ARDL regression findings; furthermore, 

this chapter discusses the survey analysis and concludes the research. 

7.2 Banking Trust Index discussion  

In this section, we touch upon the banking trust index of Tajikistan calculated within 

the framework of this study and look at indexes of other countries. We will discuss the 

calculated index in detail and compare it with similar studies. 

This research follows the study of Nikolaev et al. (2006) to calculate the trust index as 

a valuable index to evaluate and forecast economic activities. Therefore, within the 

framework of this research, we calculate the integrated banking trust index of Tajikistan 

from 2011 to 2020 (Graph 5.2). The index is necessary for financial and macroeconomic 

analysis (Nikolaev et al., 2006). As a result, the graph trend coincides with the economic 

events in Tajikistan. The drastic fall in 2014-2016 is assumed to be the effect of the Russian 

crisis, and other minor fluctuations are various internal policy impacts. The significant 

result of the crisis was the four systemic banks of Tajikistan going bankrupt during this 

period. The NBT’s subsequent responses were the regulation changes on foreign exchange 

transactions, specifically the closure of exchange units (individual enterprises), the increase 

of minimum capital requirement for credit financial institutions, and a so-called transition 

from quantity to quality banking. Additionally, all remittances sent in Russian rubles were 
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paid in Somoni – national currency. Subsequently, the named measures helped to hold the 

fall of banking reputation and, at the same time, assisted in gaining stability in the financial 

system. 

Comparably, Egorova and Koroleva (2019) calculated the trust index as an economic 

component, with similar falls in the trend between mid-2014 and 2016. During these 

fluctuations, economic and political issues occurred in the Russian Federation, particularly 

the Russian and Ukrainian conflict (Egorova & Koroleva, 2019). We suppose the impact of 

this crisis initiated the banking crisis in Tajikistan. The trust index study of Vorobiev and 

Maibarada (2014) indicates that confidence issues in post-Soviet countries are volatile due 

to limited financial transparency. Therefore, the secondary data index calculation method is 

suggested to measure public confidence (Vorobiev & Maibarada, 2014). According to 

Sarah Feldman's (2018) report, the trust in banks is still recovering after the Global 

Financial crisis of 2007-2009 in most developed countries. The percentage of people 

mistrusting banks rose quickly and was coming down very slowly (Feldman, 2018). Thus, 

the findings of this research concerning the trust index support the proposed method of 

Nikolaev et al. (2006) and Vorobiev and Maibarada (2014). Moreover, we have similar 

outcomes to Nikolaev et al. (2006), Egorova and Koroleva (2019), and Vorobiev and 

Maibarada (2014).  

7.3 Discussion of the findings of determinants of banking trust  

This research section presents arguments for the results according to the research 

objectives. The detailed summary of the findings of the research is as follows: 

Table 7.1 Overview of the determinants of the Banking Trust 

Variables Acronym 

Obtained outcome 

Short-run Long run 
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Nonperforming loans NPL (-) insignificant (-) significant 

Return on Equity ROE (-) significant (+) significant 

Natural logarithm of Wages LnWgs (-) insignificant (+) significant 

Deposit Interest Rates DepRate (-) significant (+) significant 

Natural logarithm of Unemployment LnUnempl (-) insignificant (-) significant 

   Source: Author’s construction 

The study determines the relationship between trust in banks and other indicators. We 

used three banking system variables and two macroeconomic variables to investigate the 

short and long-term relationship with the banking confidence index calculated in this study. 

The research analysis showed that some short-term factors have an opposite effect on the 

dependent variable (BT), such as ROE, lnWgs, and DepRate. However, in the long-term, 

all explanatory variables (NPL, ROE, LnWgs, DepRate, and LnUmempl) showed 

significance at 0.01% and 0.05% confidence levels, respectively. Therefore, the long-term 

relationships of the explanatory variables can be discussed as follows: 

  First, we have employed NPL, the banking sector indicator, to determine its 

relationship with the banking confidence index. The negative coefficient of NPL is 

statistically significant, which denotes that NPL negatively affects the banking trust in 

Tajikistan. The higher the number of overdue loans, the lower the confidence in banks 

because, following the theory, the late payments or defaults by debtors are a sign of an 

unstable economy. Our results support the findings of Karim et al. (2016), Chernykh et al. 

(2021), and Viphindrartin et al. (2021) that a high level of nonperforming loans drives 

down public confidence (Chernykh et al., 2021; Karim et al., 2016).  

The second banking sector variable of the regression model is Return on Equity 

(ROE), which describes the banking system's performance. The banks' net income is 

divided by average equity capital, which equals the return on equity. The ROE has a 
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significant positive relationship with banking confidence and performance in the long run. 

This result is consistent with the findings of Saeed et al. (2013) and Saiful and Ayu (2019). 

The last banking system component of the regression (ARDL) model is the interest 

rate on deposits (DepRate). We have employed the interest rate to examine how people are 

affected by the rise and fall of the interest rate on deposits. The higher deposit rates offered 

by financial institutions encourage citizens to keep their savings in the banks. In other 

words, people are more likely to trust banks with higher interest rates, although higher 

interest rates, in the long run, are not profitable for financial institutions. Additionally, the 

trend of average interest rates in Tajikistan has been downward in the last five years. 

Accordingly, our analysis shows that deposit rates have a significantly positive effect on 

public trust in the long term. This finding is coherent and supports the results of Karim et al. 

(2016) Shalimova (2014), and Viphindrartin et al. (2021). 

To estimate the macroeconomic relationship of the trust index, we have employed the 

Wages (LnWgs) variable in our regression model. This variable comprises the statistical 

average wages of the population from all sectors of the economy. The analysis shows that 

wages have a significant positive impact on banking trust in the long run. The higher 

salaries stimulate collaboration between the customers and banks. Hence, if people have 

extra money from their wages, they will keep these funds in the banks as saving deposits or 

business capital. Lebedyev’s (2011) findings show that people with low wages tend to trust 

banks less; however, his study did not find a significant effect of high income on banking 

trust. Our study is consistent with the first part of Lebedyev’s (2011) finding that low 

income does not promote collaboration. However, we also found that people with higher 

wages have more confidence in the banking system of Tajikistan. This result supports the 
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findings of Fischer and Hahn (2008); however, it contradicts the findings of Lebedyev 

(2011).  

The last macroeconomic indicator of the ARDL regression model is unemployment 

(LnUnempl). The unemployment variable represents the number of officially registered 

unemployed citizens in Tajikistan. We have employed this variable to examine the 

influence of the labor market on the banking system. The analysis shows that 

unemployment has a statistically significant negative effect on public confidence. This 

result contradicts the findings of Lebedyev (2011) and Fischer and Hahn (2008); their 

studies did not find a significant connection between unemployment and banking trust. 

However, this result is consistent with the findings of Roth et al. (2014). We assume the 

significance of the relationship between unemployed people and banking trust derives from 

four systemic banks facing bankruptcy and laying off many employees. 

7.4 Discussion of the factors of the banking confidence 

This section discusses the results of the survey questionnaire. We have surveyed 

Tajikistan residents to find the relationship between the proposed elements and population 

confidence. The analysis shows that all developed factors are associated with people's trust 

in banks. 

The survey questionnaire represents several essential factors that affect banking 

confidence. The analysis shows that global and domestic financial conditions influence 

people’s perception of banking confidence. The bank's reputation and performance are 

strongly correlated with banking confidence. Bank’s financial results and standing are 

important aspects that create an atmosphere of trust and long-term relationships (Debab & 

Yateem, 2012). Another proposed factor is an adequate encouragement of the government 
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and central bank that maintains the level of trust by on-time response and interference to 

various effects of crises.  

It is worth mentioning that we have developed a banking trust restoration hypothesis 

for this research. The survey results show that our proposed factors significantly affect 

people’s perception of banking confidence. Thus, all suggested aspects are significant for 

banking confidence, and our survey study is consistent with Debab and Yateem (2012) and 

Fischer and Hahn (2008). 

7.5 Recommendation on outcome implications 

Following the research findings, we propose various points of view that, according to 

this research, may benefit the banking system of Tajikistan on trust restoration efforts. 

- The research recommends that the government of Tajikistan coordinate and 

reconcile the accountable parties responsible for wage management since the well-

timed wage surge positively affects public confidence in the long run and stimulates 

economic growth.  

-  The study's results revealed that unemployment negatively relates to public 

confidence; therefore, the Government should create new job opportunities, 

especially for previously employed people, and provide labor incentives for future 

healthy economic growth.     

- The study suggests the National Bank of Tajikistan strengthen the regulatory basis 

and the supervisory mechanisms, including in the NPL management in the banking 

system.  Consequently, executing the uninterrupted supervision of the financial 

institutions minimizes the level of credit risks and the NPL, respectively, which 

negatively affects the public trust in the banking sector. 
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- The National Bank of Tajikistan and the Deposit Insurance Fund should consider 

the strategic implementation of higher deposit insurance coverage and supervise the 

competitive promotion of interest rates on deposits among financial institutions.     

- The research advises financial institutions to implement up-to-date risk management 

processes to improve their performance and profitability. Likewise, the 

amplification of professional banking services, customer loyalty programs, and 

customer satisfaction is recommended.  

The research also recommends that the global and domestic financial condition and 

other factors should be considered while elaborating new policies and regulations to restore 

public trust in the banking system. They play a vital role in framing customer confidence in 

the financial system. The final implication of the outcome and recommendation of the 

research shall contribute to restoring trust in the banking system. 

The data on some (Government debt, including public and foreign debts and 

remittances) indicators were unavailable for this research to employ in regression analysis. 

Therefore, we recommend that future studies consider the availability of data to explore the 

relationship between banking confidence and other vital economic indicators.  

7.6 Research Conclusion 

This study is the first empirical attempt at public confidence measurement in the 

banking system, estimating the relationship between banking system-level and 

macroeconomic indicators with the banking trust index and evaluating factors of banking 

confidence. We research the banking trust with other economic factors and indicators to 

estimate their short and long-term relationship to propose possible tools to restore banking 

confidence in Tajikistan. The research's key findings support the vital role of economic 
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indicators of financial stability (such as non-performing loans, Wages, Interest rates, 

Unemployment, and Return on Equity) and their main factors in framing the population's 

perceptions about banking system confidence. Collectively, these findings highlight the 

central character of financial stability in shaping public trust. 

The calculated banking trust index within the research framework demonstrates the 

economic events of the country. The overall financial condition of Tajikistan coincides with 

the proposed banking confidence index, which indicates several events occurred during the 

research period. The analysis shows that the banking system variables (such as NPL, 

DepRate, and ROE) and macroeconomic variables (such as Wages and Unemployment) 

have a statistically significant relationship with banking confidence.  

The ARDL regression model shows that NPL and Unemployment negatively relate to 

banking trust in the short and long run. Many bad loans damage banking stability 

promoting lower banking trust. The increase in unemployment adversely affects the public 

confidence in the banking system.  

The research variables ROE, wages, and interest in deposits have a significant 

positive relationship with public trust. The level of ROE indicates the banking system's 

performance and profitability, attracts people’s consideration and increases their trust level. 

The wages variable represents that an increase in the population’s income surges further 

cooperation between public and banking institutions as savings or business capital. The 

higher interest rates generate higher customer trust; thus, people tend to keep their savings 

in the banks rather than holding out of the bank. Seasonal promotions of higher interest 

rates are an excellent example of securing population funds. 
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7.7 Limitations and potential problems 

The research is the first attempt to study banking confidence in Tajikistan. Therefore, 

the scope of the study is narrowed down to grasp the essential points which may not fully 

cover all the aspects of public trust. The index calculation was adapted from previous 

studies conducted in European countries, and the substitution of some variables was done 

following the creators’ suggestions to meet the financial market criteria of Tajikistan. The 

part of the research basis on a survey; therefore, the survey is more representative and may 

not be a depth analysis of the financial confidence factors. The survey respondents may not 

fully understand the concept of the questionnaire, the existing financial literacy issues and 

financial inclusion among the respondents from various regions, cultural hesitation within 

the survey sample to tell the truth, and survey population bias regarding failed banks. 

Additionally, due to the pandemic situation (Covid19) restrictions, our survey was 

conducted via online platforms; therefore, it may exclude the views of those who do not 

have an internet connection or were not reachable. 

 

 

 

 

 

 

  

 

 



96 

 

References 

Anginer, D., & Demirguc-Kunt, A. (2018). Bank Runs and Moral Hazard: A Review of 

Deposit Insurance. World Bank, Policy Research Working Paper 8589 (Issue 

September). https://doi.org/10.1596/1813-9450-8589 

Ashurov, A. (2021). How Tajikistan turned into a “graveyard of Soviet money.” Liberty 

Radio. https://rus.ozodi.org/a/31247533.html 

Ashurov, N., & Lalbekov, I. (2002). Money circulation, credit, and bank (Muomiloti puli, 

karz, va bonk). Matbuot, Dushanbe 

Bayle T. (2021). The Challenges of the Tajik Banking Sector. International Monetary Fund 

Republic of Tajikistan 12–29. 

Brown, R. L., Durbin, J., & Evans, J. M. (1975). Techniques for Testing the Consistency of 

the Regression Relationships over Time. Society, 37(2), 149–192. 

Bülbül, D. (2013). Journal of Economic Behavior & Organization Determinants of trust in 

banking networks. Journal of Economic Behavior and Organization, 85, 236–248. 

https://doi.org/10.1016/j.jebo.2012.02.022 

CBR. (2013). Central Bank of Russia. https://web.archive.org/web/20130203063808 

/http://www.cbr.ru/currency_base/OldDataFiles/USD.xls 

Chernykh, L., Davydov, D., & Sihvonen, J. (2021). Financial Stability and Public Confidence 

in Banks. SSRN Electronic Journal. https://doi.org/10.2139/ssrn.3339743 

Congress, L. (2007). Library of Congress – Federal Research Division Country Profile: 

Paraguay, October 2005. October, 1–21. 

Curtin, R. (2007). Consumer Sentiment Surveys: Worldwide Review and Assessment. 

Journal of Business Cycle Measurement and Analysis, 2007(1), 7–42. https://doi.org 

/10.1787/jbcma-v2007-art2-en 

Debab, N., & Yateem, H. A. (2012). Assessing the Factors that Influence Trust in the Bahraini 

Retail Banking after the Financial Crisis. Int.J.Buss.Mgt.Eco.Res, 3(3), 546–565. 

Devlin, J. F., Ennew, C. T., Sekhon, H. S., & Roy, S. K. (2015). Trust in financial services: 

Retrospect and prospect. Journal of Financial Services Marketing, 20(4), 234–245. 

https://doi.org/10.1057/fsm.2015.21 

Dickey, D. A., & Fuller, W. A. (1979). Distribution of the Estimators for Autoregressive Time 

Series With a Unit Root. Journal of the American Statistical Association, 74(366), 427. 

https://doi.org/10.2307/2286348 

Earle, T. C. (2009). Trust, confidence, and the 2008 global financial crisis. Risk Analysis, 

29(6), 785–792. https://doi.org/10.1111/j.1539-6924.2009.01230.x 

Egorova, N. E., & Koroleva, E. A. (2019). Measurement of Mutual Trust Level Between 

Small Enterprises and Banks. 298(Essd), 565–567. https://doi.org/10.2991/essd-

19.2019.125 

Ennew, C., & Sekhon, H. (2007). Measuring trust in financial services: The Trust Index. 

Consumer Policy Review, 17(2), 62. 

https://rus.ozodi.org/a/31247533.html


97 

 

Feldman, S. (2018). Trust in Banks Still Recovering After Great Recession. Statista, 1–4. 

https://www.statista.com/chart/15465/trust-in-banks-still-recovering-after-great-

recession/ 

Fischer, J. A. V., & Hahn, V. (2008). Determinants of Trust in the European Central Bank 

(No. 695; SSE/EFI Working Paper Series in Economics and Finance). 

Gujarati, D. N., & Porter, D. C. (2009). Basic Econometrics. In Introductory Econometrics: A 

Practical Approach (fifth). McGraw-Hill Irwin. 

Howrey, E. P. (2001). The predictive power of the index of consumer sentiment. In Brookings 

Papers on Economic Activity (Vol. 2001, Issue 1). 

https://doi.org/10.1353/eca.2001.0010 

Hulin, C., Netemeyer, R., & Cudeck, R. (2001). Can a Reliability Coefficient Be Too High? 

Journal of Consumer Psychology, 10(1), 55–58. 

İşman, P. A. (2015). Evaluation of Consumer Confidence Index of Central Bank of Turkey 

Consumer Tendency Survey. The Online Journal of Science and Technology, 5(3), 

31–36. 

Ito, H., & Kawai, M. (2018). Quantity and Quality Measures of Financial Development: 

Implications for Macroeconomic Performance. Public Policy Review, 14(5), 803–834. 

Karim, N. A., Al-Habshi, S. M. S. J., & Abduh, M. (2016). Macroeconomics Indicators and 

Bank Stability: a Case of Banking in Indonesia. Buletin Ekonomi Moneter Dan 

Perbankan, 18(4), 431–448. https://doi.org/10.21098/bemp.v18i4.609 

Khonjonov, A. (2010). Banking (Faoliyati bonki). Ministry of Education of Tajikistan, 3(16). 

Kreps, C., & Wacht, R. (2016). A More Constructive Role for Deposit Insurance. The Journal 

of Finance, 26(2), 605–613. 

Kwame, A. G. (2019). Determinants of Trust In Banks: Evidence From Ghana. University of 

Ghana Business School. 

Lebedyev, D. (2011). Determinants of Trust In Banks [MA Thesis, Kyiv School of 

Economics]. https://kse.ua/wp-content/uploads/2019/03/Lebedyev.pdf 

Luhmann, N. (2000). Familiarity, Confidence, Trust: Problems and Alternatives. 

Mayer, R. C., Davis, J. H., & Schoorman, F. D. (1995). An Integrative Model of 

Organizational Trust. Academy of Management Review, 20(3), 709–734. 

Micajkova, V. (2013). Deposit Insurance in Times of Financial Crisis. 2, 165–176. 

Misztal, B. A. (1992). The Notion of Trust in Social Theory. Policy, Organisation and Society, 

5(1), 6–15. https://doi.org/10.1080/10349952.1992.11876774 

NBT. (2019). National Bank of Tajikistan has issued a license to the first Islamic bank in 

Tajikistan – OJSC “Tavhidbank.” https://nbt.tj/en/news/488630/?print=Y 

NBT. (2020). Instruction No . 215 “ On Procedure of Creation and Use of Reserve and Loan 

Loss Provision Fund ”, National Bank of Tajikistan (Issue 558, pp. 1–20). 

https://nbt.tj/upload/iblock/10a/Dasturamal в„–215_ENG.pdf 

Nikolaev, I. A., Efimov, S. V., & Marushkina, E. V. (2006). Analytical report Trust in 



98 

 

economics: quantitative measurement [Doveriye v ekonomike: kolichestvennaya 

otsenka], Audit-Consulting Company FBK, Moscow  

OECD. (2019). Roadmap for A National Strategy for Financial Education in Azerbaijan. 

https://www.oecd.org/financial/education/Armenia-Roadmap-National-Strategy-for-

Financial-Education-EN.pdf 

Pesaran, M. H., Shin, Y., & Smith, R. J. (2001). Bounds testing approaches to the analysis of 

level relationships. Journal of Applied Econometrics, 16(3), 289–326. 

https://doi.org/10.1002/jae.616 

Roth, F., Gros, D., & Nowak-Lehmann D, F. (2014). Crisis and Citizens’ Trust in the 

European Central Bank - Panel Data Evidence for the Euro Area, 1999-2012. Journal 

of European Integration, 36(3), 303–320. 

https://doi.org/10.1080/07036337.2014.886400 

Saeed, M. M., Gull, A. A., & Rasheed, M. Y. (2013). Impact of Capital Structure on Banking 

Performance (A Case Study of Pakistan) Interdisciplinary journal of contemporary 

research in business 393-4(10), 393–403. 

https://www.researchgate.net/publication/275620217 

Saiful, S., & Ayu, D. P. (2019). Risks Management and Bank Performance: the Empirical 

Evidences From Indonesian Conventional and Islamic Banks. International Journal of 

Economics and Financial Issues, 9(4), 90–94. https://doi.org/10.32479/ijefi.8078 

Sarwat, R. (2017). The Merger of Crimea into Russia Implications for the Post Soviet States. 

Central Asia Journal, 80, 32–50. 

Shalimova, E. (2014). Povishenie Doveriya Naseleniya k Banku i Factori ego 

Opredelyayushie “Increasing public trust to bank and factors that define it.” Bulletin of 

Student Scientific Society, 348–354. 

Siegrist, M., & Gutscher, H. (2012). Trust, Risk Perception and the TCC Model of 

Cooperation1 (Issue May). https://doi.org/10.4324/9781849773461 

Soyemi, K. A., Ogunleye, J. O., & Ashogbon, F. O. (2014). Risk management practices and 

financial performance : evidence from the Nigerian deposit money banks ( DMBs ). 

The Business and Management Review, 4(4), 345–354. 

Staikouras, C. K., & Wood, G. E. (2011). The Determinants Of European Bank Profitability. 

International Business & Economics Research Journal (IBER), 3(6), 57–68. 

https://doi.org/10.19030/iber.v3i6.3699 

Viphindrartin, S., Ardhanari, M., Wilantari, R. N., Somaji, R. P., & Arianti, S. (2021). Effects 

of Bank Macroeconomic Indicators on the Stability of the Financial System in 

Indonesia. Journal of Asian Finance, Economics and Business, 8(1), 647–654. 

https://doi.org/10.13106/jafeb.2021.vol8.no1.647 

Vorobiev, V., & Maibarada, T. (2014). Credibility and Macroeconomic Policy: Problems of 

Interrelationship “Doverie i macroeconomicheskaya politika: problemi vzaimosvyazi.” 

Journal of Belorus Economics, 127–143. 

Wooldridge, J. M. (2012). Introductory conometrics: A modern Approach. In South-Western 

Cengage Learning. https://doi.org/10.1201/9781315215402-43 



99 

 

World Bank. (2021). International Monetary Fund World Economic Outlook (April-2021), 

World Bank. https://statisticstimes.com/economy/countries-by-gdp.php 

Yakubu, I. N., & Abokor, A. H. (2020). Factors determining bank deposit growth in Turkey: 

an empirical analysis. Rajagiri Management Journal, 14(2), 121–132. 

https://doi.org/10.1108/ramj-05-2020-0017 

Zubarevich, N. V. (2016). Crises in post-Soviet Russia: Regional projection. Regional 

Research of Russia, 6(2), 95–104. https://doi.org/10.1134/S207997051602012X 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



100 

 

Appendix 

Graph 1.0 

Dynamics of the banking trust index 2011-2020 (without seasonal adjustment) 

 

Source: Author’s construction. 

 

Graph 1.0 is a graphical chart derived from Table 5.1 to illustrate the 

dynamics of the banking trust index with all of the seasonal fluctuations of the 

economy. 

Unit Root Test and Lag Length test results 

The ARDL framework does not require preliminary testing of variables; however, we 

perform a unit root test to determine the order of integration for each variable and, at the 

same time, determine whether the ARDL model should be used to explore the cointegration 

between variables. Thus, a standard method of an Augmented Dickey-Fuller test (ADF) and 

Philip-Perron (PP) test for a unit root is applied to test for stationarity of the collected times 

series data (Dickey & Fuller, 1979). The I(2) variables are not eligible because the bound 

test assumes that the variables are stationary at I(0), I(1), or a mix of I(0) and I(1). 
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Therefore, we employ the unit root test as a procedure of the ARDL model to ensure none 

of the variables are I(2) or beyond. The following Eviews statistical tool outputs represent 

the Unit Root results to demonstrate the stationarity level of the variables and lag length 

selection based on default settings, which is defined by the statistical tool:      

Tables of Unit root tests and lag length selection 
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Lag Selection 

The lag selection is one of the essential steps since it affects the model's outcome. 

There are various methods to obtain optimal lag for model variables, and the most 

practicals are the Schwarz Information Criterion (SIC), the Akaike Information Criterion 

(AIC), and the Hannan-Quinn Criterion (HQ). Following the reviewed literature, the 

optimal lag selection depends on the collected data (annual, quarterly, and monthly); 

however, the choice of lag length selection basis on the empirical sample. Thus, there is no 

introductory guide for maximum or minimum lag length (Gujarati & Porter, 2009). The 

recommendation and specifics to consider are as follows: for annual data, 1 or 2 lags, 

quarterly data 1 to 8 lags, and monthly data 6 to 12 or 24 lags can be used (Wooldridge, 

2012). 

Diagnostic Tests and Stability Tests  

The ARDL model is expected to estimate the best linear unbiased estimator (BLUE). 

Therefore the literature suggests conducting diagnostic tests. We perform several diagnostic 

tests to ensure that the model is free from serial correlation, heteroscedasticity, and 

functional form misspecification. The residuals diagnostics include: 

- the Histogram - Normality test to check the Jarque-Bera probability value for 

residual distribution; 

- Breusch-Godfrey test for serial correlation; 

- Breusch-Pagan test for heteroscedasticity; 

- Reset Specification test for functional misspecification.  

As the ARDL is a sensitive model regarding economic factors and as we are using 

times serious data, the stability of coefficients is subject to test. Accordingly, we assess the 
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stren gth of the coefficients for long-run and short-run terms employing CUSUM and 

CUSUMSQ tests of recursive residuals by Brown et al. (1975). 


