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Abstract 

The following paper seeks to provide a specific tool for an improvement of trust level in financial 

sector. The author aims to describe current situation of trust level, understand what caused such 

situation and explain the concept of trust. For this reason, two types of analysis will be provided. 

This thesis is divided into four main parts: methodological decisions, analysis of macro-

environment, analysis of micro-environment and the results. First part presents a number of 

methodological decisions that author has made. Second part discloses the existence of low trust 

level. Subsequently, the concept of trust is discussed in the third part.  

It was found out that trust shall be viewed as a process. Consequently, the specific model has been 

presented to illustrate this process and at the same time to answer the research question. 
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project to complete Service Management program at Copenhagen Business School (CBS).  
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though, it was a long and exhausting journey, I hope this paper will contribute to social science 

field.  

I would like to express special gratitude to my supervisor Allan Grutt Hansen for showing support 
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1. Introduction 

 

“Earn trust, earn trust, earn trust. Then you can worry about the rest.” 
- Seth Godin (author, entrepreneur, marketer and public speaker) 

 

 

There have always been ups and downs in the industry of financial services. It can be traced back for a 

thousand years since the early stage of human civilization. The ancient examples of financial services 

can be found by the cultures in Middle East, Africa and Asia as short-term loans. In these regions, by 

the same civilizations, the concept of money was invented.  

Heading back to the fourteenth century, when one of the first banks was established, this encouraged 

people to share their wealth in return of good deals. They trusted or simply believed in profitable 

opportunities. The end of eighteen century marks the foundation of modern finance and the time of one 

of the first financial collapses (The Economist Newspaper Limited 2016, 2016). The world “got finally 

used to” the crisis by the mid-nineteenth century. Even though, finance is not a tendency to crisis, it is 

shaped by them. Every major crash at that time launched new reforms and legislations. However, it 

could not prevent from another one. In 2008, the global financial crisis hit the economies. This time it 

was due to high risk, complex financial products; undisclosed conflicts of interest; and the failure of 

regulators, the credit rating agencies (Levin & Coburn, 2011). In order to stabilize this situation, the 

national governments had to bail-out troubled financial service providers and it was all by taxpayers’ 

money. Obviously, trust, an ultimate glue of all financial services, started to melt. 

At the author’s point of view, trust in institutions, within the industry of financial services, is an 

essential key factor when it comes to recovery from potential future crashes. The history of financial 

world shows unarguable challenges to regain public confidence in this particularly complex industry. 

The annual global studies, conducted by Reputation Institute, prove that none of the financial services 

are among Top 100 of the world’s most reputable companies (Adams, 2014). Moreover, annual 

research by Edelman’s trust barometer shows that banking industry, together with other financial 

service providers, are among the lowest trust level holders (Edelman, 2016).  
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The topic of trust has been widely discussed by the great amount of scholars and researchers within 

different study fields. Lawrence S. Wrightsman (1966) defined trust as a personality trait that reflects 

the general expectations of the trustworthiness of others within a psychology field; Das and Teng 

(1998) looked from sociological point of view and claim that trust is positive expectations about 

another party’s motives in situations entailing risk; and Hosmer (1995) observed trust within economic 

and social exchange field as the reliance by one person, group, or firm upon voluntary accepted duty on 

the part of another person, group, or firm to recognize and protect the rights and interests of all parties 

engaged. Nevertheless, despite a variety of study fields, researchers of trust topic have often considered 

the role of institutions. Stevenson and Wolfers (2011) considered trust in public institutions over the 

business cycle. Khodyakov (2007) considered whether trust in people is similar to trust in institution. 

Meanwhile, Frederiksen (2016) theorized the distinction between trust in people and trust in 

institutions by returning to the issue of uncertainty. 

These and similar researches can be used by both businesses and social science studies. However, most 

of them claim more on the factual way, as if there is a difference, similarity or tendency of trust 

between people or institutions, rather than providing recommendations or solutions on problem based 

situations. Trust literature is full of discussions when it comes to institutions (Rothstein & Uslaner, 

2015) or systems (Simmel, 1990). However, it lacks potential solutions that businesses could apply or 

test. Considering the fact that the level of trust in financial service industry is at the low level and is 

being constantly challenged by external forces, such us global crisis, it is essential to provide potential 

solutions. For this reason, the current paper answers the question: 

 

How can financial service providers improve consumers’ trust level? 

 

Möllering (2013) is the one who expressed the interest in trust as a process. His current attention to this 

has matched similar views as of the author of this paper. For this reason, it will be taken as a starting 

point in the development of universal framework that would be able to provide recommendations for 

institutions on the proper way of building its trust. However, Möllering simply describes the idea of 

https://psych.ku.edu/lawrence-s-wrightsman
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process by reviewing the past researches and considers it to be as one of the five labeled process views, 

rather than providing in depth explanation on how shall it actually look like. Even though, Frederiksen 

(2016) claims that trust is not an outcome of a process, but is a sovereign form of interactions, he has 

provided great past-present-future framework, which, together with the conjunction of Möllering 

(2013) views, can contribute to the development of a new framework. 

Recommendations on building the trust in institutions is complex and requires in depth understanding 

of particular consumers behavior. In addition, practices from service marketing field will also take a 

part in order to construct a DNA of trust in institutions.  
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2. Methodology 

Methodology goes hand-in-hand with any type of social research. It is considered to be the first phase 

of study. Planning is equally important, or it might be even more important, to the final results that are 

drawn from the certain research. Failure to properly create a design might lead to the misleading 

results, or even worse – failing to complete it successfully. For this reason, the following sections of 

this part will clearly provide a design of the paper and will guide readers on the background and the 

nature of problem as well as provide in depth understanding about existing methodological decisions. 

Detailed explanations on overall study design, research question and topic, problem definition and 

purpose, strategy, paradigms, theoretical background and delimitation of this research will be 

introduced to the readers.  

 

2.1. Research design 

A research design is technically a document, which is being established by one or several authors, and 

later on is being used as a guide to complete a research (Blaikie, 2010). One of the main aims of 

research design is to demonstrate a logic way of constructing the bridge between problem definition 

and its conclusion. Moreover, it also explains why and how particular technical decisions were made 

later in the study. It is crucial for separate parts of design to be logically integrated and intimately 

related, as one decisions made, influence others. In the proper way, design is being shaped before the 

study begins. This helps to avoid potential failure in losing control over research and not succeeding in 

finding an answer to the problem. Keeping this in mind, the author of paper follows research design 

advices from Norman’s Blaikie. As Norman has underlined, components can be organized in many 

ways. However, consistency is still important. Below it can be found a social research design and 

methodological framework of key elements. 
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The concept of research design can vary from narrow to broad meaning. The example of narrow 

meaning is an experiment. It focuses on how experimental approach will answer the “why” type of 

question whether independent variable can or cannot be responsible for the observed changes. Quite 

often experimental research design can be found in psychology. Number of chapters include 

experimental methods and how particular decisions were made (see (Christensen, 1988), (Goodwin, 

2008) or (Davis & Bremner, 2006)). The example of broad meaning can be found in Kerlinger’s and 

Pedhazur’s (1973) work.  Both states that research design aims to answer research question and to 

control variance. Proper design has to be well planned, structured and strategically defined for an 

appropriate execution. Moreover, it includes how objectives and potential outcome are going to be 

tackled.  

First of all, the topic and problem formulation is being defined in the beginning. Based on that, the 

author chooses what type of research to conduct - either the basic or applied. Later on, research 

question is formulated, which is the key element of the entire research as study aims to find an answer 

to it. Meanwhile, purposes are introduced in order to keep a path of research. Next one, strategies are 

observed and picked. This indicates in what way research question is going to be answered. Besides all 

the decisions that authors make, certain paradigms exist. They represent the basic sense of the world, 

owned by a researcher. Afterwards, theories and models are presented, which might either compliment 

or be a part of study. Subsequently, data is collected and categorized into different types, forms and 

sources. Lastly, delimitation is introduced that underlines certain restrictions and study is being 

proceeded. Yin (2003) has expressed similar view to the research design as the author of this paper. 

Yin believes that it is a process which links research question and its conclusion. Meanwhile, in 

between of two main parts the number of other steps, such as empirical data or analysis, exists too. 

As it can be seen in the figure above, the process of research design of this paper work indicates clear 

and simple steps, which will be followed, in order to provide an answer to the research question. This 

plain plan specifies the main stages of design in the middle, whereas the sides demonstrate all possible 

choices that can be selected from individual step. The intention to demonstrate the map of research 

design is part of structured approach. This way helps to follow and better demonstrate a mind flow. 

Lastly, strategic decisions will be introduced and explained in the upcoming sections. 
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2.2. Research topic and problem 

The beginning of any social research is to determine a problem. It can be either sociological or social 

type. A sociological type can be viewed as a puzzle that is considered as in need to be solved. It might 

be explored, understood or simply explained. Meanwhile, social problem tends to be criticized by 

social investigator or policy-maker as an inadequate, which needs some sort of intervention. Besides 

formulation of the problem, topic is usually defined hand-in-hand. Topic introduces the path that 

research is going to follow and frames territory of interest. However, influences on the choice of topic 

and problem can be shaped by motives and/or goals. Blaikie (2010) specifies three different motives – 

social, academic and personal. Social aspect is being shaped by willingness to contribute to the solution 

of social problem, assist in the development of social policy or support public or private sector 

decision-making. Academic motives can be part of educational program. It can include the 

development of social theory, contribution to a particular study field or simply an intention to find an 

answer to the intellectual puzzles. Researches based on personal reasons aim to satisfy curiosity, chase 

personal interests or pursue career goal.  

Literature is another possible influential factor. Quite often it can be used as a starting point in order to 

find inspiration or even become a source of data for the future research. However, researchers can face 

some sort of restrictions that would hold them away from the further investigations. Funding providers 

or authorities, such as governments and universities, are the ones, which can apply restrictions on the 

research. Nevertheless, in spite of motives or restrictions that had influenced research topic or problem, 

all tend to shape study design and add unplanned corrections. 

Motives can also be associated with the type of research. Two types are identified – basic and applied 

(Blaikie, 2010). The former deals with fundamental knowledge about social life, especially, with the 

testing and development of theories, and the latter with practical outcomes in order to produce 

knowledge for action. Both types have a different orientation to the research. Frequently, for basic 

types, researchers tend to have own motives and are more academic in their approach. Meanwhile, 

applied are change-oriented and try to pursue goals set by others. Another important aspect that social 

researchers have to consider is what personal stance shall be used towards the research. Blaikie (2010) 

suggests six possible stances: detached or empathetic observer, faithful reporter, mediator of languages, 
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reflective partner or dialogic facilitator. Each of them defines the role that is being chosen by 

researcher in order to conduct a study. This decision is considered to be as a part of the strategy and 

might have a different outcome depending on the stance.  

The author of this thesis began with a review of literature and articles in the media. It was the first step 

in finding the topic and problem. Articles from the media provided a general overview of self-

interested sector – financial service industry. It helped to narrow down the scope of literature and 

concentrate on the specific direction. While analyzing this area, potential challenges, that companies 

face, became clear and more interesting to investigate. Therefore, the following topic and sociological 

type of problem was defined, which has to be solved: 

Topic – Trust in institutions 

Problem – The level of consumers’ trust is low in the financial sector 

In addition to the personal interests in particular area, this thesis is the final project of Master degree in 

Service Management and considers being a part of educational program. Thus, besides personal 

interests, the author has academic motives to develop a social theory and contribute to the social 

science. As a part of the strategy chosen for this thesis, the author is going to use reflective partner’s 

stance. The main reason is the commitment to emancipate and reflect on gathered data and theories. 

Therefore, the author tries to frame the ideas of other scholars’ into a one model that could be used by 

institutions within finance sector. It is believed this stance and critical approach can help to shape 

universal trust model. Consequently, this study belongs to the basic type of research as it seeks to 

develop a model. In the future, it could be used in applied researches for testing purposes. 

 

2.3. Research question and purpose 

The nature of social researches tends to be shaped by the research question. It is vital for selecting 

proper wording as it influences what type of research activity will be necessary. According to Farrugia 

et al. (2010), research question should be guided by one or several hypothesis. However, it is relevant 

in case of quantitative research within the deductive strategy. Blaikie (2010) suggests three main types 
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of research questions: what, why and how. Each type maintains three different categories of research 

purpose – describe, explain or understand and change. What type of questions obliges to find a 

descriptive answer. It is directed towards discovery or description of social phenomenon, such as the 

categories of individuals, social processes or social groups of all sizes. Meanwhile, why questions seek 

a reason or cause of particular phenomenon. It aims to explain or understand the relationship between 

social processes or events. Finally, how questions are concerned with changes, intervention or practical 

outcome.  

Besides researcher’s personal interest or motives, research purposes are concerned with the type of 

knowledge a researcher wants to achieve. Basic type of research intends to explore, describe, explain, 

understand or predict, while applied research aims to change, evaluate or assess social impacts. One or 

several purposes can be pursued in sequence in order to achieve a desired outcome.  

This thesis will fall into what and why type of research. Since the exploration for topic and problem 

have been concluded and presented in the introduction part, it is necessary to bring it further and 

describe such phenomenon in details. For this reason, Part 1: Analytical overview of this paper is going 

to describe particular findings. Afterwards, the author pursues to explain and understand what the trust 

and what the difference between personal and institutional trust is. Lastly, creation of trust model 

predicts and suggests how to solve current issue. All previous purposes can be found in Part 2: 

Problem solving analysis and introduction to institutional trust framework. As the research purposes 

were identified, the following research question introduces and explains what knowledge the author of 

this paper wants to achieve: 

 

Research question – How can financial service providers improve consumers’ trust level? 

 

In order to answer this question, the author is going to review a number of social studies related to trust 

topic. This will be done in search of common grounds across scholars and, consequently, the findings 

will shape an institutional trust model that is aimed to improve consumers’ trust level.  
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2.4. Research strategies 

Having defined research purposes and the question, it is necessary to choose appropriate strategies to 

find an answer. Research strategy provides a starting point and set of steps to reach a final outcome. 

Strategy can also be connected with research paradigms (introduced in the following chapter), which 

can be described as theoretical or philosophical traditions, and focuses on the logics of social enquiry. 

Blaikie (2010) has discussed four research strategies – Inductive, Deductive, Retroductive and 

Abductive. The aim of Inductive strategy is to provide a generalization about characteristics of social 

phenomena and/or individuals. This strategy is associated with what type of questions and is being 

used for collection of data on characteristics, and production of the descriptions. Deductive is another 

way to reach a final outcome. Former strategy seeks to explain certain patterns by using an existing 

theory or proposing a new one, which can be tested later. It starts with identification of regularities that 

needs to be explained and is followed by construction of a theory in the end. The third strategy is called 

Retroductive. The aim is to discover underlying mechanisms to explain observed regularities. This 

strategy can easily be confused with Deductive. However, Retroductive focuses on the explanation for 

the most suitable mechanism in the particular context, unlike Deductive that produces specific 

outcome. The last strategy is Abductive. This research strategy includes what Inductive and Deductive 

strategies disregard – the meanings and interpretations, the motives and intentions. Researchers, who 

use Abductive strategy, aim to describe and understand a social life in terms of social actors’ meanings 

and motives. Social scientists’ task is to discover an “insider’s” view, rather than “outsider’s” view.  

As for this paper, it was decided to use three strategies – Inductive, Deductive and Abductive. It is the 

most suitable approach to find an answer for the research question. By inductive strategy, the 

description of trust and beliefs of scholars will be laid down. Meanwhile, abductive is aimed to reveal 

the reasons of low trust level. Lastly, deductive strategy helps to build a theoretical model and solve the 

problem defined in this paper. Nevertheless, before making any predictions, it is, actually, important to 

describe, explain and understand the concept of trust, and its current situation. For this reason, variety 

of literature and theories are going to be reviewed. Moreover, predictions are made not only based on 

the theories, but gathered qualitative and quantitate data as well. This creates a ‘big picture’ and, lastly, 

the new model can be introduced that tends to answer the research question.  
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2.5. Research paradigms 

Research strategy usually goes hand-in-hand with paradigms. It can be described as some sort of 

theoretical traditions or methodological ideas, which have developed and mutated over the time. The 

choice of particular strategy does not necessary require a commitment to a particular paradigm, but the 

reverse might be the case. As Blaikie (2010) has emphasized, theoretical and methodological traditions 

play a role in providing social researchers with an intellectual context, in which to conduct their 

research, as well as a source of assumptions and ideas. Nevertheless, paradigms are less essential 

component of social research than a research strategy. 

Four classical research paradigms exist and represent the earliest attempts to either apply or reject 

methods of the natural science in the social science (Blaikie, 2010). Such are: Positivism, Critical 

Rationalism, Classical Hermeneutics and Interpretivism. Positivism sees the reality as separate events 

that can be observed by human senses. Nevertheless, the only knowledge of this reality come from 

experience and language, which is used to describe such knowledge, involves concepts, and the truth of 

statements that are uncontaminated by any theoretical notions. Critical rationalism rejects any sensory 

experience. It is believed that observations within such paradigm are always made within a frame of 

reference and theories do not derive from observations. Classical Hermeneutics involves the re-

experience of social actor behavior and the social world is being understood from inside as it is, rather 

than external position occupied by an expert. Understanding and discovery comes as a part of 

fundamental to human existence and has to assimilate with social actors to be able to draw a 

conclusion. Interpretivism, derived from Classic hermeneutics. It is the reason both paradigms are 

closely related. Similar to Classic hermeneutics, Iterpretivism, as its title, sees the world as 

interpretation, rather than discovery, by the meanings social actors produce as part of their everyday 

life. 

Besides classic paradigms, six types of contemporary paradigms can be presented too. Critical theory 

is based on idea that, as subject matters, a common logic of enquiry must be rejected. It basically 

rejects an interest within empirical-analytical science and uses historical-hermeneutic method with 

rational critisims. Ethnomethodology takes the study of the way ordinary members of society maintains 

sense of order in their everyday activities. Therefore, it is believed that maintaining order becomes a 
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practical problem that members have to solve. Social realism involves the view that reality is 

experienced or simply perceived by the senses. Contemporary hermeneutics is an understanding of the 

dialogue between the text and interpreter. It is quite likely, as part of this paradigm, different 

interpreters will produce different understandings at different time frames. Structuration theory 

attempts to build a connection between social theory and existent forms of social structures. Another 

one is Feminism that tries to reform traditional science and rejects traditional scientific norms with 

practices. The last is Complexity theory that discards the traditional view of science and confronts the 

subjective relativism. However, it tries to provide explanation based on limited and contextual 

knowledge. 

On the subject of paradigms, the author of this study had not had any methodological ideas or 

traditions, before this research was conducted. It indicates that the choice of research strategies was not 

influenced by any paradigms mentioned above. The selection of paradigm was a natural mind flow 

followed by research strategies. At this stage, it was decided to choose a classic paradigm - Critical 

rationalism, as the most appropriate methodological tradition that fits not only research strategy, but 

also helps to answer the research question, by rejecting all theories as absolute true and refusing to use 

any sensory experience.  

 

2.6. Theoretical background and models 

The literature of social science is full of theories, ideas, concepts, models and hypothesis for a social 

research. No exception is the topic of trust. The role of theory can be a crucial factor for conducting a 

study and generating a final outcome. Initially, it is important to understand and define the ‘theory’. 

Alex Inkeles (1964) described it as ‘a heuristic device for organizing what we know, or think  we 

know, at a particular time about some more or less explicitly posed question or issue’. More specific 

was Bailey (1994), who stated that theory is an attempt to answer why and how questions by relating 

the subject of interest to some other phenomena. Therefore, theory provides an explanation, some 

aspects of human experience and/or form non-random patterns.  
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Another way to conduct a social research is a use of models. They often provide theoretical framework 

or a concept, that can represent a hypothetical mechanism or be a simple method to communicate 

research findings. According to Blaikie (2010), seven types of models exist. These are: Abstract 

descriptions, Synonym for theory, Conceptual models, Theoretical models, Analogues of mechanisms, 

Diagrammatic representations and Mathematical representations. Abstract description type of models 

is being used for a basic description of some aspects of social reality. Synonym for theory can be seen 

as general theory with remarkable assumptions about what kinds of social phenomena do or can exist, 

the conditions of its existence and the ways it is related (Inkeles, 1964). Conceptual models are 

associated with the idea of a scheme. These types of models seek to represent the social world in terms 

of a range of related concepts. Theoretical model is a combination of ‘theories’ to form a ‘theoretical 

model’. This type includes concepts and explanatory ideas related to a particular phenomenon. 

Analogues of mechanisms type of models can be borrowed from another field of science, e.g. from the 

natural science, and applied to the social science. The main idea is that models within a particular field 

can be adopted, rearranged and/or simply applied by another one. Diagrammatic representations are 

designed to indicate relations, connections between aspects of social life or time sequences. It is 

arranged in visual representations to reflect certain patterns. Lastly, Mathematical representations tend 

to represent some form of structural equation modeling, such as regression, log linear or logit 

variations.  

The researcher of this study has decided to use both – theories and models, for chasing the final 

outcome. In order to fulfill research purposes, which are mentioned above, two distinct Abstract 

description types of models will be used – SLEPT framework and Porter’s 5 forces. Later on, multiple 

other theories are going to be reviewed, so that a final Theoretical type of model – DNA of institutional 

trust - could be established. 

 

2.6.1. SLEPT framework 

The roots of this simple framework can be tracked back to 1967. Francis J. Aguilar (1967), in his book 

“Scanning the Business Environment”, discussed the environmental factors affecting a business and 

gave an acronym “ETPS”, referring to Economic, Technical, Political and Social factors. After 1980s, 

http://www.worldcat.org/search?q=au%3AAguilar%2C+Francis+J.&qt=hot_author
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numerous researchers tried to define environmental factors and came up to different variations, such as 

PEST, PESTLE, STEP or SLEPT. As for this paper, the SLEPT variation is considered as the best for 

this study. It is believed that these external parameters will provide a desired external overview of the 

study field. 

The abbreviation SLEPT stands for social, legal, economic, political and technological factors. 

Application of this framework assesses the potential influences of macro-environmental aspects. It 

intends to help in identifying potential threads and opportunities. Moreover, this framework can 

provide an understanding of long-term trends and better strategic decision-making positions.  

 

 

 

 

 

 

 

 

 

 

 

Social factor covers the analysis of socio-economic environment including cultural differences, 

customer demographics, level of education and lifestyle attitude. This part could provide an 

understanding on how do consumers value trust and what is the current level of it. Legal part discusses 

the current laws and financial instruments that are applied on financial service providers. This section 

reveals legal efforts to implement financial and economic stability within a financial sector, which can 

Figure 2: Slept framework 

Social factors 

Legal factors 

Economic 

factors 

Technological 

factors 

Political factors 

Source: Self-made figure 
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Figure 3: Porter's five forces 

Source: (Porter, 1980) 

also create an impact on trust level. Another important factor to look at is economic. Variations in 

economic performances or any other financial shocks might become influential on trust level. Political 

factors include stability of governments, their ability to create an impact on this sector and various 

regulations, which tend to be in favor of consumers as well as the entire economy. Lastly, 

technological part reviews the current role of technology in this sector and what is the potential impact 

it creates for the future. 

 

2.6.2. Porter’s 5 forces 

After the review of macro-environment, using SLEPT framework, analysis of financial sector at micro-

environment is necessary to build an understanding of this particular field. For this reason, well known 

framework Porter’s five forces is being used. Named after its founder, Michael E. Porter, Porter’s 5 

forces analyze five different competitive forces that shape an industry. Such analysis helps to define an 

industry’s strengths and weaknesses and is extremely useful for a general overview.  
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Originally, this model was published in M. E. Porter’s book “Competitive Strategy: Techniques for 

Analyzing Industries and Competitors” in 1980 (Porter, 1980). Porter managed to identify five 

undeniable forces that influence any industry or market in the world. The first force is competition in 

the industry. The amount of competitors with the variety of products or services that are being offered 

to consumers shows the power of competing organizations in attracting potential customers. Another 

force is called power of customers. This part deals with customers’ ability to influence prices for 

services, their ability to switch to another company and potential consequences that certain 

organizations can experience in case of consumers’ withdrawal from using their services. The power of 

suppliers can also be influential on prices of goods or services. Amount, costs of services, capabilities, 

resources, dependability on and reliability of suppliers are all important factors in providing the best 

deals to the customers. The threat of substitutes overviews customers’ reliance on offered products or 

services and their ability to substitute such services by a similar one. This might be important in case of 

same services are being provided by non-financial companies. Potential of new entrants into an 

industry is considered as the fifth force. The complexity of sector can be a key challenge for new 

entrants. This force analyzes that is the current state for entering this sector. 

The former two frameworks – SLEPT and Porter’s five forces will provide a general overview of the 

current situation and global mega trends of financial sector. This part serves as a basic argument for the 

lack of trust. Later on, study research tries to provide a solution for such issue in Part 2.  

 

2.6.3. Phenomenology of trust, risk and confidence 

The topic of trust is widely discussed among social researches. However, trust is often being reviewed 

as a relationship between people, rather than an institution and a person. Multiple authors discussed 

such relationship as Luhmann (1979), who claims that trust depends on personality traits, or McKnight 

with Choudhury and Kacmar (2002), who underline that it is people’s willingness or intention to 

depend on their interactional partners. Nevertheless, Uslaner (2002), Warren (1999), Giddens (1991) 

and many others have incorporates the role of institutions in one or another ways. The most interesting 

discussion about the relationship between trust, interpersonal relations, and institutions was found in 

Frederiksen (2016) work “Divided uncertainty: A phenomenology of trust, risk and confidence”. In his 
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chapter, he compares and develops Luhmann’s (1979) system theoretical investigation of trust and 

confidence with Løgstrup’s (1997) phenomenology of trust. Consequently, Frederiksen combines 

Luhmann and Løgstrup ideas into the theory, which suggests that trust occurs spontaneously within the 

present(s) if nothing unsettles the situation. 

 

 

 

 

 

However, he claims that in case of falling confidence and arising suspiciousness sudden uncertainty 

and risk actions are being taken. This leads to recollection of past (familiarity) and monitoring of 

present events before taking any action (risk).  

 

 

 

 

 

 

 

 

The general idea of past-present-future process, expressed in Frederiksen work, will undergo a detailed 

analysis. Even though, the author states that trust is not the outcome of a process, but a sovereign form 

Figure 4: Temporal flow of sovereign trust 

Familiarity Present presents (Process) 

Source:  (Frederiksen, 2016) 

Familiarity Present events Future events 

Actions 

Monitoring 

events 

Figure 5: Temporal flow of obsessive risk 

Source:  (Frederiksen, 2016) 
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of interactions if no disturbance does intervene, it is believed that trust can be viewed as a process and 

can be built following the certain steps. 

 

2.6.4. Process views of trusting and crises 

On the one side, Frederiksen sees trust as an outcome that is being formed in present presents, but on 

another side of spectrum, trust might be an entire process that simply develops over particular steps. In 

contrast, Möllering (2013) reviews other authors’ works, such as Blau (1964), Luhmann (1979), 

Nooteboom (1996), Sabel (1993), and concludes their all ideas that trust is a result as well as a 

condition of social interaction processes. Based on Wright and Ehnert (2010), Möllering underlines 

that the process of trust could be defined as trusting rather than simply trust. This type of switch 

emphasizes that trust is always in process or even a process itself. Following this, Möllering (2013) 

introduced Five process views of trusting and highlighted different mechanisms of trusting. 

The first mechanism is Trusting as continuing. It is believed that trustful state of mind is preliminary 

and unfinished. It has to be viewed from the past state of mind and might even include future 

perspective. In other words, trusting connects different states of mind in different points of time. This 

creates continuity and significant importance of time. 

Trusting as processing is another driver. This part relies on Mayer and his colleagues (1995) 

framework that is built on the idea of trust indicators being perceived and processed to determine the 

level of trust, and willingness to take risks. Information processing that occurs between two parties and 

relates to trust does not happen only in individual minds, but through social processes of 

communicating and sense-making.  

Another view was called Trusting as learning. This part covers belief that trusting is learnt in 

childhood and later on is simply developed. However, trust should not be seen as an outcome of 

learning, but a part of it. Thus, social and mental processes of trusting generate trust histories that are 

shared by individuals.  
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The forth mechanism is Trusting as becoming. Not the past experience, but individuals’ identities are at 

the midpoint of process view of trusting. Möllering states that “people are who they are because of 

whom they trust and who trusts them”. It is explained that there is a need to work continuously on trust. 

It is what trust makes trusting as a developmental process of the self that never ends.   

Trust as constituting is the last view, presented by Möllering. It is based on idea of social constitution 

as laid out in structuration theory, developed by Giddens (1979).  Trust as constituting is emphasized 

on social structures instead of individuals as it was reviewed in previous views. The main point here is 

to treat trusting as a ‘practice’ and not ‘identity’. For this reason, the last view can provide great 

insights for conceptualizing institutional and organizational trust. 

 

2.7. Data collection, types, forms, sources and timing 

In order to conduct a quality report, it is necessary to collect variety of data. It can be in three main 

types: primary, secondary, tertiary. Primary data is being collected directly by a researcher(s), who 

holds a responsibility for the study, data collection, analysis and reporting (Blaikie, 2010). Even 

though, this type of data might come from multiple resources, it is still the result of direct contact 

between a source and researcher. The control over data collection can generate more accurate results 

and is fully dependent on the author(s). Secondary type of data is generated by another researcher(s). 

Usually, this type is chosen for time and cost savings. Nevertheless, several disadvantages exist, such 

as uncertainty about the quality of secondary data or it might simply be too old and not suitable for an 

assessment of current situation. The last type is Tertiary and is being analyzed by another researcher(s). 

It is the case when only results are available of the study, but the raw data might be inaccessible. 

Unfortunately, as further researcher(s) is from original data, the higher probability of distortion occurs. 

Data can also vary in forms. It can be presented in words, numbers or both. Numbers are often used for 

purely scientific approach, while words are more widely in use. Besides, qualitative data is a term used 

for collection of data in words, meanwhile quantitative – for collection of number. When both terms 

are in use, the blend of two approaches is indicated as mixed method.  
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Regardless of data type, sources of it can vary in different type of settings: natural social, semi-natural, 

artificial and social artefacts (Blaikie, 2010). In case of natural settings, a researcher aims to get into 

everyday lives of social actors. This setting is divided into three levels of analysis – micro-social, 

meso-social and macro-social. Each level defines the size of analyzed group that varies from 

individuals and organizations to cities, regions and nations. The second type of settings is semi-natural. 

It is being chosen when individuals are asked to report about their daily activities, motives or attitudes. 

Three levels vary within semi-natural settings – demographic characteristics, orientations to the world 

and reported behavior. These stages are essential in social surveys, including gender, age, place of 

residence and similar; explaining certain behavior based on attitudes, beliefs, values etc; and asking 

social actors’ about their own behavior. Artificial setting is divided into experiments and simulation or 

games. It is being collected in a controlled environment in order to analyze particular social behavior. 

The last data source is social artefacts. This setting does not include any of artificial or natural 

situations, but rather the traces of social behavior that is left behind its observers. It can be obtained 

from public documents, personal records, official statistics or private documents.  

Besides data types, forms and sources, all researchers adopt a position with timing (Blaikie, 2010). 

Three main choices are available: cross-sectional, longitudinal and historical. Cross-sectional timing 

captures the present time of social life that includes demographic characteristics, values, attitudes, 

features of organizations or institutions and structures. Longitudinal studies rely on different points in 

time and usually represent data gathered before and after the certain behavior or action; series of 

multiple number of points in time; or retrospective collection where present is taken as a base and 

information is being collected about the recent history. Historical studies involve only events happened 

in the past, but can be collected from individuals who possess necessary information or knowledge for 

that particular former time. 

As it was shortly mentioned before, there are three different methods in collecting the data. Qualitative 

method is used by words and data is generated from self-run questionnaires, structured observations or 

interviews and content analyses of documents. Meanwhile, quantitative method, defined by numbers, is 

shaped by executing focused or in-depth interviews, semi-structured or un-structured observations or 

content analysis of documents too. Nevertheless, both methods can be blended, or compared to each 

other, and presented as a mixed method in order to cover wide study areas, if necessary. Creswell and 
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Plano-Clark (2007) suggested a research design for mixed methods that includes four major types: 

triangulation, embedded, explanatory and exploratory. The triangulation can be used for comparing 

quantitative and qualitative data; transforming one type of data into the other form; validating 

quantitative data model; or applying at the multi-level model. The embedded is chosen when one type 

of data helps to design the study, elaborate and/or interpret the results. Meanwhile, explanatory reflects 

a mixed method when a quantitative part produces results that need to be explained or elaborated by 

qualitative phase. Lastly, exploratory is a reverse – qualitative data is used to develop new quantitative 

measures. 

As for this thesis, it was decided to use mixed method for data collection through content analysis of 

documents and existing researches. Quantitative type of data also intends to support qualitative in 

certain parts of this paper. Therefore, it is classified as embedded type. This way is believed to produce 

more convincing arguments and results. The type of data, which is going to be collected, will be as a 

secondary type. Due to limited resources and timing, it is assumed that data collected by specialized 

companies is more reliable and representative than gathered individually by the author of this study. 

Works of theorists and multiple frameworks that are used in this paper also belong to secondary type of 

data. Moreover, as information is mostly obtained from public sources, social artefacts’ setting defines 

the origin of data. Lastly, longitudinal timing is adopted for retrospective collection as the recent past 

will be drawn upon the present time.  

 

2.8. Delimitation 

As most of the social studies, this thesis has its own limitations. First of all, this study is going to 

introduce an institutional trust model illustrated as a process. It intends to be applicable to the financial 

service providers, but is not limited towards other sectors. This work provides tangible framework for 

the future testing and necessary approval. Due to limited number of pages, as it is stated by educational 

institution, only basic type of research is conducted, which does not include any testing parts. 

However, the absence of testing part shall not reduce the quality of proposed model and is simply left 

for the future studies.   
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Second of all, only secondary data is used as it is believed that specialized companies for particular 

areas can obtain higher quality information than the author of this paper, who has limited resources and 

timing. In addition, new model is not applied to a particular market, location or country. Even though, 

the model itself is assumed to be universal, its parts tend to adapt to the certain situations, as trust is 

seen not to be fixed, but rather flexible.  

Third of all, the final model is mainly based on academic and theoretical argumentations. The author is 

simply prepares a strong base for future testing of its validity and applicability. Moreover, the model 

does not aim to measure a trust level, but to identify the main parts of trust building process. 
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3. Part 1: Analytical overview 

 

This part of study will analyze what is the current situation at micro- and macro-environment in the 

financial sector. It is essential to review global trends, which show present situation and partly explain 

the reasons of particular tendencies. Moreover, industry overview contributes to a holistic investigation 

of trust level. In overall, Part 1: Analytical overview is going to identify and present the facts that trust 

within financial sector is low and there is a prospective for further investigations at theoretical level, 

which could provide an understanding and potential way about trust building between consumers and 

institutions.  

 

3.1. Global mega trends 

What if global trends are not an outcome of particular behavior, but are the ones that being shaped by 

specific reason? According to the report by consultancy firm, banks are facing multiple shareholders 

pressure and, meanwhile, global mega trends reshape the world (Ernst & Young, 2015). Another report 

predicts that fintech
1
 innovators are the main reason why insurers and banks have to re-evaluate its 

business models and keep up with such trends (World Economic Forum, 2015). Meanwhile the 

discussions or predictions are spinning around, transformations have begun.  

The glance on macro-environment through the SLEPT framework will show what has actually 

triggered such a rapid evolution within financial sector and what can companies possibly expect in the 

future. It is believed that success of institutions will depend on ability to reinvent itself and overcome 

pressure of today (Ernst & Young, 2015). However, it might not even be the main key to success. This 

is what Part 1 of study intends to do – identify both – the potential issue in the financial sector and 

driving mechanism(s) of that particular reason. 

 

                                                 
1
 Financial technology; It is considered as an economic industry that uses technology to make financial services more 

efficient 
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3.1.1. SLEPT framework 

In general, the use of SLEPT framework is useful for identifying not only potential threats and 

opportunities, but a wide-raging overview too. For this reason, it is assumed that particular components 

are able to generate necessary information to enhance further research.  

 

3.1.1.1. Social factors 

Social and demographic aspects are crucial, especially when it comes to consumers and their behavior. 

The world population began a rapid increase since the early years of 20
th

 century. For over a 100 years 

it has increased roughly by 460%, from 1.6 billion to 7.4 billion people (U.S. Census Bureau, 2015), 

(United Nations, 2015). Currently, annual increase is approximately 1.3% and United Nation’s 

projections indicate that the world population might reach a 10 billion milestone already in 2056 

(United Nations, 2015). Significant increase is expected within African and Asian regions, contributing 

by 1.3 and 0.9 billion people, between 2015 and 2050, respectively. Another influential aspect of 

regional growth is expected to be a migration movement. In overall, for the past half of the century, 

Europe, North America and Oceania have been a net receiver of international migrants, while Africa, 

Asia and Latin, and the Caribbean have been as net senders. Looking at the future perspectives for the 

next half of the century, such countries as United Stated of America, the United Kingdom, Australia, 

Canada, Germany, Italy, the Russian Federation, Bangladesh, China, Pakistan, India and Mexico are 

expected to be top receivers of international migrants, by more than 100 thousand people annually 

(United Nations, 2015).  

Globally, 50.4% and 49.6% of the world population is men and women, respectively. It is estimated 

that roughly 26% of people are under 15 years old, 62% are aged between 15-59 years, and 12% - 60 

years and over (United Nations, 2015). Regionally, Europe is the oldest continent, with a median age of 

42 years old and is estimated to reach 46 years by the middle of this century. In contrast, Africa is the 

youngest – 19 years old, but expected to increase to 25 years old by 2050 (see Appendix 5). The 

tendency of urbanization has also been followed and is projected to the most significant in Africa and 
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the lowest increase in Europe (see Appendix 6). This could lead to an increase of labor force in major 

world cities.  

Besides potential demographic shifts, generational patterns are likely to be different. Generations are 

being classified by the birth year: Federation Generation – 1900 to 1924; Builders – 1925 to 1945; 

Baby Boomers – between 1946 and 1964; Generation X – 1965 and 1979, Generation Y – 1980 to 

1994; Generation Z – 1995 until 2009; an Generation Alfa – born since 2010
2
 (McCrindle, 2010), (see 

Appendix 10). It is projected that Generation Y (also called Millennials) will compromise half of the 

global workforce by 2020 (PwC, 2011), but, in the global context, millennials are three times likely to 

be unemployed than older working-age (International Labour Organization, 2013). According to UN 

based statistics, millennials have already surpassed baby boomers and take approximately 32% of total 

world population (see Appendix 9). It marks an importance of this generation as not only representing 

the majority of population, but also being the main and growing working force.  

Mackay (1997) has described different experiences each generation underwent. Federation Generation 

is currently the oldest one, which went through the Great Depression and World Wars. This age group 

witnessed some iconic and exceptional global events. Builders were born during former events and 

quite often are being labeled as ‘the greatest’ or ‘lucky’ generation (Mackay, 1997). Born during the 

tough period, this generation learned about loyalty, hard work, social obligations, to plan carefully its 

future and to hate their opponents. Unsurprisingly, tough beginning is what shaped such experience. In 

contrast, baby boomers are the children of the Cold War. The idea of potential World War III, which 

could be fatal, seems to shape them as ‘stressed’. The tension and the Age of Redefinition (since 1970, 

when the world was destabilized by persistent economic, technological, social and cultural changes) are 

well explained by ‘have it now’ attitude. Consequently, in search of the happiness, generation had a 

significant jump in the rate of divorce. As Generation X was born within the period of constant change, 

in fact, it became for them ‘the way the world is’. Their parents experienced rising divorce rate and 

women rights were started to be taken for granted. All this led to the label ‘wait-and-see’ generation, 

promoted by Mackay (1997). Despite all the differences in those generations, apparently, they share 

one thing in common – their insecurity. Constantly changing environment, fear for the future and 

unfocused attitude tend to shape this mutual feature. As for Millennials, they were born into electronic, 

                                                 
2
 Intervals and labels of generations might slightly vary from source to a source. 
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wireless and technological society, where global boundaries are almost non-existing. This time period 

made them self-reliant and self-absorbed with strong sense of independence. Not surprised, Generation 

Y believes that they can make a better future (Williams & Page, 2011). Being an image driven, open-

minded and goal oriented group, their core values can be reflected by the following key words: speed, 

integrity, customization, scrutiny, innovation, entertainment and collaboration (Donnelly, 2008). 

Lastly, the Generation Z is the real technology savvy and the one that never lived without the Internet 

(Benjamin, 2008). Besides, they are the first to practice teenage independence on the Internet. As it is 

believed by Williams and Page (2011), individuals from Generation Z are the new conservatives. They 

tend to grasp self-control, importance of the family and traditional beliefs. Accordingly, they value 

authenticity and seek for sense of belonging.  

 

3.1.1.2. Legal factors 

The “jungle” of financial sector is heavily tangled by the variety of legislations and laws. Even though, 

specific rules and regulations depend from country to country, they all share the common goal – 

financial stability and development. The past economic events (will be discussed/analyzed in the 

upcoming sub-paragraph) have triggered new reforms and the significant improvements on financial 

regulations. For example, European Union began the financial reforms since 2009 and has completed 

33 legislative and non-legislative measures in order to shape new rules for the global financial system 

(European Commission, 2016). Besides that, on G-20
3
 Toronto Declaration, it was agreed for a need of 

safer, transparent structure, less leveraged, more liquid and better capitalized financial system. This 

way, nations could possess a better understanding of non-bank sector and how to manage very large 

financial institutions that are often called ‘too big to fail’ (International Monetary Fund, 2012).  

New regulations are constantly being implemented that challenges financial service providers to satisfy 

the demands and standards of both - stakeholders and supervisors. Likewise, existing international 

regulations tend to stabilize this sector. The Basel Committee on Banking Supervision was established 

                                                 
3
 G-20 refers to the premier global forum for international economic cooperation. G-20 consists of Argentina, Australia, 

Brazil, Canada, China, France, Germany, India, Indonesia, Italy, Japan, Mexico, Republic of Korea, Russia, Saudi Arabia, 

South Africa, Turkey, the United Kingdom, the United States of America and the European Union.  
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by the central bank governors of G-10
4
, after such disruptions as withdrawal of the banking license 

from Bankhaus Herstatt and the closer of Franklin National Bank of New York, due to high foreign 

exchange exposure comparing to its capital. This Committee sets minimum standards for regulation 

and supervision of banks, shares approaches and techniques to enhance financial stability. Currently, 

28 representatives from central banks and regulatory authorities comprise the Committee (Bank of 

International Settlement, 2015). 

In 1988, The Basel Committee on Banking Supervision introduced the framework for a minimum 

capital ratio (8% of capital (Tier 1 and Tier 2)
5
, based on a percent of risk-weighted assets) to minimize 

credit risk, which was called Basel I. Eventually, the framework was adopted not only by the members 

of Committee, but nearly around every country with active international banks, focused almost entirely 

on credit risk (Bank of International Settlement, 2015). Later on, Basel II framework substituted its 

predecessor and expanded by several additional requirements: minimum capital requirement (expanded 

definition) for credit risk, market risk and operational risk; supervisory review of an institution’s capital 

adequacy and evaluation of internal systems; and disclosure requirements. Nevertheless, as banks are 

veins of money circulation in an economy, after the response to financial crisis in 2008, Basel III was 

introduced with further extensions: increased minimum capital requirement; introduction of 

countercyclical measure (during credit expansion
6
 banks are required to set aside supplementary 

capital, meanwhile during contraction – capital requirements can be unfastened); leverage and liquidity 

measures (Bank for International Settlements, 2016).  

Even though banks receive a particular attention around the world by forcing to follow specific 

regulations, other non-banking financial institutions also are being exposed to some requirements. 

Solvency II Directive was introduced by and within European Union. It covers life insurance, non-life 

insurance and reinsurance companies (The European Parliament and the Council, 2009). Capital 

requirements (including minimum and solvency capital requirement), risk management system 

(consisting of own risk and solvency assessment, and an adequate governance system) and supervision 

                                                 
4
 G-10 was established in 1974 and made up of 11 industrial countries – Belgium, Canada, France, Germany, Italy, Japan, 

the Netherlands, Sweden, Switzerland, the United Kingdom and the United States of America. 
5
 Tier 1 – equity capital and disclosed reserves; Tier 2 – revaluation reserves, undisclosed reserves, hybrid instruments and 

subordinated term debt. 
6
 A term used to describe central bank’s issue of additional money by purchasing banks’ or government’s debt. 
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are mechanisms that intend to ensure such type of companies are able to survive in case of difficult 

periods as well as to protect policyholders. Since the beginning of 2018 (European Union Law, 2016), 

EU will launch MiFID II
7
 that regulates institutions and is applied to brokers, portfolio managers, 

investment banks, corporate finance, commodities and derivatives related companies (European Union 

Law, 2014). These and similar regulations, as EMIR
8
 or Volcker Rule

9
, aim to increase transparency 

and reduce risk.  

 

3.1.1.3. Economic factors 

The history of economics has always been full of minor and major crisis. However, global economies 

are being shaped by disturbing event, consequently, generating new insights and further improvements.  

The past financial crisis in 2007-08 caused severe economic damages across the world and took many 

years to recover.  

The roots of this crisis can be tracked back to 2001. The quick rise and burst of dotcom bubble in 2000 

pushed some nation to significantly decrease interest rates in order to stimulate the economy (OECD 

Insights, 2010). US Federal Reserve cut interest rates down from 6.5% to 1.75% within one and a half 

year (Singh, 2016). Japan set its rate at 0% in 2001 as it was looking to boost the economy. However, 

traders were borrowing cheap yen and buying higher yielding assets, such as US bonds. As China 

became an export powerhouse, it generated huge surplus and much of this was invested to the US. Easy 

and cheap credits boosted the prices of real-estate and market shares. Moreover, the failure to regulate 

financial institutions’ flows of cheap credits had made the problem even worse. This led to the boom of 

subprime mortgage
10

 and collateralized debt obligations
11

. However, as soon as FED
12

 started to 

decrease interest rates and the demand for real-estate declined in US, home prices began to fall (Singh, 

2016). This created a snow-ball effect. More and more financial enterprises started to fill for 

bankruptcy since the beginning of 2007. It forced governments around the world to come up with 

                                                 
7
 Markets in Financial Instruments Directive 

8
 European Market Infrastructure Regulation 

9
 In US, banks are not allowed to use their own funds to increase customers’ profits 

10
 A type of mortgage when a borrower has a low credit score. This leads to a higher interest rate 

11
 Also CDOs, is a generic term to describe a security backed by debt obligation 

12
 Federal Reserve/US central bank 
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bailout packages (covered by tax payers’ money), even though, the greatest recession was inevitable 

since the Great Depression.  

The recession has spread around the world and consequently kept the declining house prices, affected 

consumer confidence, businesses and banks were struggling to borrow and handle short-term cash 

flows, trade was collapsed and unemployment rose (OECD Insights, 2010). Some sectors are less, 

some – more sensitive during a downturn. Construction is assumed the first one to be hit, as examples 

of Spain and Ireland shows. However, Agricultural and Energy sectors are assumed to be the least 

affected. It is mostly due to their nature of business, as demand for electricity or water will not see such 

a dramatic decrease.  

Besides different sectors, youths and migrants, as separate labor force groups, are particularly 

vulnerable to unemployment. First of all, migrants often work in more sensitive industries by ups and 

downs. Second, they are more likely to be on temporary contracts and work for a shorter time. Third, 

they might become victims of discrimination. Meanwhile, youths are 2.5 times as likely to be 

unemployed as other age groups. This happens mainly because of the same costs employers spend on 

youths’ trainings as for more skilled ones. In addition, young people also tend to take unqualified 

seasonal, temporary or interim jobs. In wide terms, US unemployment jumped from 5% to 10.1% 

between 2007 and 2009, Euro area – from 7.3% to 10.1% between 2007 and 2010, in Spain and Ireland 

numbers reached 19.7% and 13.2% respectively (OECD Insights, 2010). 

 

3.1.1.4. Political factors 

The governments of countries can play a vital role and influence not only the entire economy, but 

social aspects as well. The past economic events have created a pressure on governments to tighten the 

current financial regulations in order to avoid similar downturns. In autumn 2015, during the annual G-

20 summit in Turkey, global leaders promoted sustainable, strong, balanced growth and discussed 

global economic challenges. However, besides general talks about global stability and evolution, such 

topics as norms of responsible state behavior in cyber space, global refugee crisis, strength of the 

global financial system, fair international tax system, global health and climate change were touched. 
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Nevertheless, most of the topics in this annual summit are being discussed all over again – economic 

growth, financial stability or global confidence (OECD, 2012), (G20 Brisbane Summit, 2014), (G20 

Turkey, 2015). The summit reflects global issues and can be viewed as a playground for the futures 

changes in particular areas.  

However, the events like an impeachment process against the president of Brazil (Rapoza, 2016), 

upcoming elections in United States (The Guardian, 2016), Great Britain’s forthcoming leave from 

European Union (Wheeler & Hunt, 2016), or even potential declaration of Scottish independence 

(Cuthberston, 2016) might shake political environment within these countries, which could have a 

possible impact on their economies as well as changes in financial regulations and legislations in 

general. Besides that, in response to illegal annexation of Crimea, the EU has executed restrictions 

against Russian Federation (European Union, 2014). This included not only diplomatic measures of 

being suspended from G8 summit, asset freezes, visa bans, a ban on imports of goods originated in 

Crimea and Sevastopol, but also talks on excluding Russia from the Swift
13

 (Tett & Farchy, 2013).  

Talking about the consequences of recent results from referendum in Great Britain, it will have or even 

already has an impact not only on its own financial sector, but the entire EU (Coles & Kirk, 2016), 

(Arnold & Noonan, 2016), (Irwin, 2015). Unfortunately, but such governmental step (note that 

referendum in Great Britain does not have a legal force, only the Prime Minister is able to issue a 

declaration under Article 50 of the Lisbon Treaty, after being authorized to do by an Act of the United 

Kingdom Parliament (Barber, et al., 2016)) will create a huge impact on the entire region. It is likely 

that bilateral trade volumes between UK and the rest of EU will get damaged; the reduction in 

investment from EU and in attractiveness of the UK as a gateway to Europe; UK would lose influence 

over EU regulations without gaining the freedom to regulate independently (considering that UK will 

adopt EU rules rather than being excluded from single market) and the benefits from scale and 

influence over policy in areas such as energy, the risk of damaging competitiveness; become a lower 

priority as a trade partner; and businesses would face a high degree of uncertainty during the Brexit
14

 

process (Irwin, 2015). 

                                                 
13

 Society for Worldwide Interbank Financial Telecommunication is a network for financial institutions to send and receive 

information about financial transactions 
14

 Abbreviation stands for Britain exit – a possibility of Britain’s withdrawal from EU 
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3.1.1.5. Technological factors 

For the past twenty years, technological environment has evolved extremely quickly and become a 

significant part of our lives. Since the late 90s, when the dotcom boom started, software, hardware and 

countless devices have not only shaped number of industries, but also initiated previously 

unimaginable modifications. Even though, the birth of internet can be tracked back to 1969 (Burkeman, 

2009), it took a while to bring such technology to the rapid growth. Computers would probably stay 

just machines that can repeat the actions made by its commanders. Luckily, linking such machines into 

the web has expanded the potential and enhancement of other technologies.  

Nowadays, countless of industries not just move to the web in order to be connected, but try to benefit 

from being online. For example, retail industry was one of the first to successfully use the presence 

online, since the time when such companies like Amazon or eBay were established. Later on, the fact 

of to be connected has become even more significant by social media appearance. As hardware and 

software, two main components of computers, phones and other devices keep improving the meaning 

of speed, quality and convenience become more and more important. 

Basically, technological inventions improve entire industries and the ones that do not catch up with it 

might simply struggle over the competition or just fail. The reality is that technologies reshape the 

understanding about how particular industries should work. It is believed that transport and mass media 

have witnessed the major change due to technological improvements (Writer, 2011). Nevertheless, the 

rise of mobile devices and its capabilities forces businesses constantly improve their operations by 

implementing up-to-dated technologies. However, technologies tend to evolve much more quickly than 

some industries are capable to adopt, due to its size, complexity and/or regulations.  

Mobile technologies have become unbelievably widespread in the global markets. Even, in average 8 

out of 10 people in the developing world own a mobile phone and numbers are still growing (The 

World Bank, 2016). Needless to say, mobile penetration reaches 98 percent of high-income countries. 

Nevertheless, internet connection still has to catch up as just 31 and 80 percent of the population in 

developing and high-income countries, respectively, had access in 2014 (Appendix 12). In overall, the 

digital transformation contributed heavily to the areas of water improvements, electricity, secondary 
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schools, sanitations, mobile phones and broadband, and internet (Appendix 11) (The World Bank, 

2016).  

Since the web was established, businesses were able to improve their trades, better use of the capital, 

gain competitive advantage; people could access wider job opportunities, increase productivity, gain 

consumer welfare; while governments can stimulate citizens’ democratic and human rights, like voting, 

provide more efficient and more effective public services, and spread the voice that would reaches a 

wider population (The World Bank, 2016). Looking into the current/future technologies based on 

World Economic Forum report (2015), the following innovations are expected to influence six main 

financial functions: payments by emerging new payment systems and intangible cash; market 

provisioning by establishment of new market platforms and faster, smarter machines; deposits and  

lending by alternative lending and the shift of customer preferences; insurance by disaggregated 

distribution and connection of insurances; investment management by process externalization and 

empowerment of investors; and capital rising by formation of crowdfunding (Appendix 13). 

 

3.2. Industry overview 

After conducting the overview at macro-environment, it is clear that financial sector undergoes the 

variety of challenges across social, economic, legal, technological and even political levels. 

Understanding the mechanisms within this sector could reveal a core issue/challenge that has to be 

overtaken. Porter’s five forces framework is designed for industry analysis and will guide through it in 

the following subchapters. 

 

3.2.1. Porter’s 5 forces 

This framework is being used for the particular industry analysis, but in this case it will be applied to 

the entire financial sector due to similarities across industries. For example, banking industry does the 

most of the operations that are also performed in other industries within the same sector. Moreover, it 

will provide a better overview and will underline common challenges. 
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3.2.1.1. Threat of new entrants 

The financial sector
15

 is a group of firms that provide financial services to retail and commercial 

customers (Investopedia, 2016). Infographic from Deloitte (Appendix 14) categorizes this area into 

Alternative investments, banking, capital markets, commercial real estate, life and annuity insurance, 

property and casualty insurance, mutual funds and private wealth firms. No wonder that the entire 

sector faces more or less the same challenges due to the main nature of its businesses – provide 

funding, protect and increase it.  

Interestingly, firms presenting in particular industry might compete not only within it, but also across 

other industries in financial sector. Obviously, it depends on the portfolio of financial services that are 

being offered to the customers. For example, banks quite often provide loans, take the deposits and 

execute payment transfers as well as insure trade credits between businesses, invest private capital 

funds and offer advisory services. In such cases, competition expands beyond one industry. 

Consequently, even new entrants within distinct industry might be a threat to others, operating in 

financial sector.  

The level of entrance into the financial sector varies from industry to industry and from country to 

country. For instance, the banking industry is quite demanding, even in democratic nations, and also 

holds a high risk. In order to establish a bank in United Kingdom, the following minimum procedures 

are taken: Financial service authority (FSA) holds pre-application meetings with potential applicants to 

talk about application procedure, what additional information is necessary, discuss the proposal and 

identify any immediate issues. As soon as full application is submitted, FSA reviews the business 

model and its viability; the capital and liquidity requirements; whether a firm can be resolved in an 

orderly way; the competency and suitability of the board, governance structures, senior management 

and committees; the IT and any outsourcing arrangements; and key policies and procedures for 

operating the business (Appendix 16). In addition, FSA needs to ensure that an applicant is ready to 

start business before authorization is being issued (The Financial Service Authority, 2013). In another 

hand, to establish an insurance firm, more or less similar actions are required, but such are slightly less 

complicated, see (Appendix 15) for comparison.  

                                                 
15

 Note that sectors consist of industries 
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As it can be seen, it is a very long and complicated procedure. Businesses with a banking license have 

unique opportunity to turn to the central bank for additional funds. Such ones are being issued at a 

discount rate
16

 in case of increased demand. However, the central bank can do reverse – request to hold 

commercial bank reserves or buy governmental bonds. Consequently, money enters banking system.  

Nevertheless, businesses do not always need a banking license to provide the same financial services as 

commercial banks. Other non-banking
17

 firms also provide the same services as banks – loans, 

investments, insurances and others, which technically compete with banks presenting in different 

industries. Still, besides natural competition between banking and non-banking firms, non-financial 

companies also target this sector and could potentially become a real threat.  According to the Financial 

Times, Facebook, the largest social network in the most major markets (eMarketer, 2016), tries to 

obtain regulatory approval in Ireland for certain financial service that users could use (Davies, et al., 

2014). ZongAn, an innovative online property insurance company, is the first one to be issued an 

internet insurance license in China that provides tailored services (H2 Ventures, 2016) and is a joint 

venture of Alibaba Group Holding (an e-commerce company), Tencent Holdings (an online gaming 

and social networking company) and Ping An Insurance. iZettle, a Swedish based start-up, has 

managed to raise over 170 million US dollars since 2011 and is the number one mobile payments 

provider in Europe and Latin America (CrunchBase Inc., 2016). Interestingly, small, but innovative 

rivals target not only insurance, lending or payment services, but also investment and lending (H2 

Ventures, 2016). 

In overall, the entire fintech
18

 industry can be a threat to the finance sector. While the last mentioned is 

undergoing regulatory scrutiny (Acharya, et al., 2013) and transformational change (PwC, 2014), small 

fintech companies, as well as technological giants, are targeting financial sector as an opportunity to 

gain profit and provide more comfortable and simple finance related operations. Innovative solutions 

and technological advancements drive to the new understanding about financial services and increase 

competition within this sector.  

 

                                                 
16

 The rate of interest at which banks can borrow money from the Central Bank 
17

 Note that the difference between non-banking firms and banks is that former ones are restricted from taking deposits and 

have no access to the central bank 
18

 The term is the mix of finance and technology that emerged in the beginning of 21
st
 century 
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3.2.1.2. Threat of substitute 

Products and services, which are being provided within financial sector, vary in purpose and scope. 

Some industries offer similar or exactly the same services as, for example, the banks. Saving accounts 

can be substituted by investments in stocks, bonds or treasury funds. Both banks and insurance 

companies are able to provide trade credit insurance. Furthermore, as of today, payments are being 

executed not only by banks, but also by non-banking firms.  

The uniqueness of financial sector is a range of options across the industries on desired product or 

services from different providers. This fact creates challenges to differentiate its offerings. No doubt 

that complexity of the main player in this sector – the banks, stimulated an opportunity for growth of 

specialized firms that offer similar or same services.  

Fundamentally, commercial banks perform two major functions – liquidity provision and complex 

illiquid funding (Rajan, 1998). Providing liquidity on both sides of the balance sheet to depositors and 

borrowers is the core function. This way a bank enables the money circulation in an economy under the 

requests. However, in order to meet a demand, these entities are involved in complex, both liquid and 

illiquid, and high risk investments. Consequently, banks are not able to provide tailored financial 

services and can be substituted by other, specialized firms.  

The lack of simplification in banking industry dictates wide opportunities for small or medium size 

enterprises. According to Efma-Infosys Innovation Survey (2013), fierce competition grows from web 

portals, retail and telecom space. Even though, PayPal
19

, Google Wallet
20

 or M-Pesa
21

operate mainly 

within niches, but it cannot be excluded that in the future such service offerings from non-banking 

firms might disrupt the market. Even worse, based on research (Maiya, et al., 2013), traditional banks 

may not be ready for such competition in the fast changing environment. As for example banks 

constantly add new line of services, geographical operations and distribution channels, the complexity 

starts adding costs and destroys business value, what opens the path for substitution of products or 

services (Maiya, et al., 2013). 
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 Provide worldwide online payments system 
20

 Peer-to-peer payment service 
21

 Launched by Vodafone, is a phone-based money transfer, microfinancing and financing service  
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3.2.1.3. Bargaining power of customer 

Customers are always a driving force of any businesses. No exception is applied to the ones from 

financial sector. Tough and increasing competition in this field lets customers to choose the best 

available option on the market. According to the report from EY (2010), 24% of respondents have 

changed their main banking provider at least once in their lives. Besides that, economic recession in the 

past decade influenced a negative impact on trust, as 45% of Europeans have admitted this fact.  

Increased competition is what gives customers a power in lowering prices, providing a better customer 

service and improve quality of products/services. As the power of customer is relatively high, the entire 

sector has to differentiate its business in order to attract potential customers. Since a significant amount 

of small firms operate exclusively on the web (H2 Ventures, 2016), it lets them to drive prices low and 

compete with already established big enterprises. However, overall situation is clear – 74% of 

Europeans had only one type of product in each of their other banks. It indicates that customers are 

more frequently looking for a specific product in a specific bank (Ernst & Young, 2010).  

 

 

 

 

 

 

 

 

 

 

Source: (Ernst & Young, 2010) 

Figure 6: Survey regarding amount of banking products 
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Source: (Ernst & Young, 2010) 

Figure 7: Survey regarding the reasons to switch the main bank 

Source: (Ernst & Young, 2010) 

Figure 8: Survey regarding duration with the main bank across 

EU countries 

The lack of loyalty and freedom to choose can be easily spot on as well as the concept of the main bank 

might be under the threat. Undoubtedly, price (43% of respondents) and service (42%) were identified 

as the main criteria that drive customers to 

change their bank (Ernst & Young, 2010). 

Regardless of the main driving forces to 

change a financial provider, the most 

worryingly is that roughly a quarter of 

customers who are planning to do so, 

claim this to be due to a lack of trust. 

Another negative factor was found that 

almost a half of respondents are willing to 

move after staying for more than ten 

years. Apparently, the long term 

relationship with financial institutions 

does not satisfy its customers.  

Customers’ diversification of their finance 

portfolio is common as well as the 

duration, of relationship between the main 

bank and customers, varies from country 

to country. However, approximately 20% 

of European customers stay with their 

main bank no longer than 5 years. This 

might indicate that customers’ migration 

happens relatively often. Even though, it 

can still be considered as small part of the 

movement, apparently, dissatisfaction 

arises over the time. In overall, variety of 

financial providers, easy access to 

information about their services and 
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freedom of choice (at least in democratic type of countries) can serve the best interests of consumers.  

3.2.1.4. Bargaining power of suppliers 

The role of suppliers is always important for any business activities as they simply contribute to its 

operations. There are two major suppliers in finance industry – depositors/suppliers of capital and 

employees. The role of depositors is to provide the primary resource of capital, meanwhile employees 

act as a resource of labor force.  

The finance industry is always dependent on an appropriate capital inflow to maintain operations, but it 

does not necessary mean that depositor, or in other words suppliers of capital, possess high level of 

bargaining power. Individual depositors, excluding major corporates and HNWI
22

, have a little power 

unless it is being taken as a whole, then the bargaining power is substantial. A mass withdrawal, also 

known as a bank run or a bank 

panic, is a term that occurs in 

an event of sudden money 

withdrawal when people 

request to convert their deposit 

accounts into cash. It can 

easily destabilize financial 

service providers and push 

them into the bankruptcy. The 

Great Depression
23

 is a period 

that represents such type of 

events and its consequences – 

approximately 650 banks 

failed in 1929 (History.com, 

2010). However, deposit 

insurance was non-existing 

                                                 
22

 High-net-worth individuals 
23

 The deepest and longest-lasting economic downturn in the history of Western industrialized world that occurred between 

1929-1939 

Source: Invalid source specified. 

Figure 9: Percentage of implicitly and explicitly granted state insurance on 

deposit accounts across continents 
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(Parker, 2002) in those times and, nowadays, majority of the countries provide state insurance on 

customers’ deposit accounts, it lowers the power of suppliers, but definitely does not remove it.  

Another major supplier in finance 

sector – the labour force – seems to 

avoid this sector and it might 

become a real challenge in the 

future. According to EY (2015) 

research, 48% of Warton
24

 

graduates were taking jobs in 

finance field in 2007, comparing to 

only 25% in 2013. It can indicate 

that one of the best talents look 

elsewhere. Nevertheless, looking at 

statistics of member countries in 

EU, social sciences, business and 

law type of studies are most 

popular among other fields. Despite this fact, “the banking industry had received a lot of negative 

attention and has made more difficult to recruit people”, says Bruce Livesay, CIO
25

 at First Horizon 

National Corp. Meanwhile, head of global technology and operations team at Bank of America, 

Catherine Bessant expressed her own stand point of view – “It is hand-to-hand combat” (Universum 

Global, 2016). Moreover, only 10% of U.S. college graduates are willing to work in finance/banking 

field (LaVelle, et al., 2015) and nearly nine in ten financial service executives are concerned about 

losing top performers in the next 12 months (theHRDirector.com, 2015). Thus, it can be concluded that 

from one standpoint – short term – the power of suppliers is relatively low, but on another hand – in the 

long run it might significantly increase. 

 

                                                 
24

 Wharton is the private business school of University of Pennsylvania and belongs to Ivy League (collegiate athletic 

conference that consists of eight private higher education institutions; also viewed as the most prestigious and ranked 

among the best universities worldwide) 
25

 Chief Information Officer 

Figure 10: Distribution of tertiary graduates by sex, EU-28, 2013 (¹) 
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3.2.1.5. Intensity of competitive rivalry  

It is believed that competition in general and followed by competition policy (European Commission, 

2012) is good for businesses. It lowers prices for all, provides better quality and more choices, 

stimulates innovations and lets to grow in the worldwide context. Nevertheless, can it be applied to the 

finance sector as well? Surprisingly, one of the findings in IMF
26

 paper underlines that growth benefits 

of financial development is positive only up to the certain point, and after, it drags down (Sahay, et al., 

2015). Besides that, if taking a look at the amount of all type of banks within European Economic Area 

(EEA), which covers 32 countries, it can be counted to 2,542 institutions that hold 44,805 billion euros 

in assets (Ayadi, et al., 2016). Obviously, not all of them compete with each other as it varies from 

country to country and depends on a service match between institutions. For example, in Germany, 

1,108 banking institutions were identified, while only 2 in Estonia. Nevertheless, the total amount of 

only banks, excluding other financial service providers, is impressively high. Fierce competition is 

inevitable as insurance enterprises and other finance related companies also provide similar or the same 

services. FinTech industry has seen drastic rise in global investment for the past couple of years, 

between 2013 and 2015 (The Economist, 2015), and might easily cannibalize certain financial services 

that are currently provided by banks or insurances. Such small enterprises, which specialize within 

particular service field and have focus in technological innovations, become a real threat to the existing 

players.  

Economic, social, political, technological and legal factors; threat of new entrants and substitutes, 

power of customers, suppliers; and increasing rivalry in this sector  are all significant and influential 

aspects for financial institutions. However, what are potential consequences of such major challenges? 

According to Edelman Trust Barometer in 2015 (Edelman, 2015), financial services and banks were 

identified as one of the least trusted industries. This trend continues for many years. It is worth to 

mention that automotive industry back in 2007, was almost equally distrusted as financial sector 

(Harrington, 2013). However, former has implemented necessary adjustments by addressing on 

customers’ pain points, such as risk and negative credit as well as involving customers into product 

development strategies (Jain, 2014). Increasing competition and previously reviewed challenges might 

not only contribute to the low level of trust, but also keep the financial sector from regaining it. 
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4. Part 2: Problem solving analysis and introduction to institutional trust 

framework 

 

This part is devoted to review the term ‘trust’ from theoretical point of view and provides insights into 

the particular stages that institutions shall pay attention in order to gain consumers’ trust. The main 

ideas will be borrowed from Frederiksen “Phenomenology of trust, risk and confidence” and Mollering 

“Process views of trusting and crises”, and complimented by dozens of other authors, who have 

presented valuable thoughts and can be used for the ‘trust’ topic. Lastly, stages, for building trust 

between institutions and customers, will shape a general framework for future investigations. 

 

4.1. Theoretical background. What is the trust? 

Countless social studies were conducted to discuss the role of trust, its definition or application. 

However, a disagreement exists in the literature when it comes to a term ‘trust’. Variety of views on 

this term creates misunderstanding and confusion as, for example, faith, confidence, trust and reliability 

are being quite often used as synonyms (see (Luhmann, 1988), (Offe, 1999), (Pettit, 1995) and 

(Solomon & Flores, 2001)). As Khodyakov (2007) has expressed his own concern – there is no 

consensus among social scientists about the object of trust. Thus, it is essential to try to uncover the 

reasons of it.  

Trust has been an interest of multiple disciplines including information systems (Wang & Emurian, 

2005), management (Mayer, et al., 1995) or marketing (Morgan & Hunt, 1994). Establishment and 

maintenance of trust is vital in achieving a long-term relationship. No wonder that businesses try to 

establish mutually beneficial connections with suppliers, employees, customers or other businesses. 

Since trust had been viewed from a variety of disciplines and perspectives, numerous definitions has 

been defined.  

Apparently, different perspectives treat trust in multiple ways. Paliszkiewicz and Klepacki (2013) 

suggest categorizing ‘trust’ into three perspectives. First – as an individual feature that can be looked 
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from a viewpoint of personality theorists. Second – reflected as a part of relationship. Third – a part of 

social-economic exchange. It is believed that such categorization separates and simply explains the 

different concepts of trust. 

Trust that is viewed at individual level can be well understood through the psychological prism of a 

person. It reveals the background or helps to understand the reasons of trust incline or its decline. Some 

scholars believe that trust is instinctive, and, as a feeling, can be close to love (Gibb, 1978). Others like 

Wrightsman (1966) or Rotter (1967) consider it as a personality trait, which reflects the general 

expectations of the trustworthiness of others. It can also vary in how much and at what time/situations 

people trust. The readiness depends on estimation of probability that the trusted ones will respond in 

the same way (Tyler & Kramer, 1996); or developed experiences and cultural backgrounds (Mayer, et 

al., 1995); or intention, willingness to depend on interactional partners (McKnight, et al., 2002). All, 

previously mentioned, authors define trust from psychological side.  

Besides individual feature, some researchers view trust as a part of relationship. Bateson (1988) and 

Garbarino with Johnson (1999) understands it as an expression of confidence between partners; in 

work of Dwyer and Sejo (1987), trust is viewed as a belief that no partner will exploit other’s 

vulnerability. Meanwhile, Lewis and his colleague Weigert (1985) bring it further - people would have 

no need or intention to trust apart their relationship with others. Instead of psychological perspective, 

here comes social function. Stable social relationship might include an important ingredient – a trust.  

The last perspective is identified as social and economic exchange. Blau (1964) has well exposed his 

idea that social exchange is a voluntary action of people who are motivated by the returns from others. 

It does not necessary priced in terms of quantitative exchange, but this is the reason social exchange is 

not specific. Meanwhile, economic exchange is relatively simple. It is based on a formal contract, 

which lays down a particular amount to be exchanged. Even though, both concepts are different, they 

still rely on trust and clearly involve risk and uncertainty (Molm, et al., 2000), (Frederiksen, 2016). 

Other authors also expressed their ideas related to social or economic exchange. James (2002) claims 

that from economic viewpoint, trust is an expectation that individuals will not be exploited by others; 

Sako (1992) describes it to be an expectation or state of mind held by one trading partner about another 

that each behaves in mutually acceptable manner.  
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The concept of trust has been seen through the variety of perspectives. This is the reason social 

researchers cannot reach consensus regarding a trust definition. In addition, disciplines such as 

economists sees it as trusting institutions and their experience; psychologists – as reliable or unreliable 

behavior of individuals; and sociologists – as trustworthy, ethical and fair manner in interpersonal 

relations (Paliszkiewicz & Klepacki, 2013).  

 

4.2. Difference between personal and institutional trust 

According to multiple social researchers, trust can be defined from different perspectives and different 

disciplines. However, as Frederiksen (2016) claims, trust may also be directed at both – people and 

institutions. As both are fundamentally dissimilar – people are more tangible, while institutions can be 

viewed as intangible – it is necessary to clarify how trust can vary between individuals and institutions.  

Numerous scholars have discussed the role of institutions in their works. Stevenson and Wolfers (2011) 

analyzed trust in public institutions over the business cycle, Tocqueville (2012 [1835]) looked at trust 

between Americans by their involvement in institutions and compared to Europeans trust preference in 

their governmental institutions. The idea of trust being essential for social interactions in public 

institutions was presented by Fukuyama (1995).  

Interestingly, if interpersonal trust is an outcome of direct relation, institutional trust might be 

fundamentally intersubjective, as it requires experience with representative of institutions (Giddens, 

1991), (Garfinkel, 1963). Fukuyama (1995) with Almond and Verba (1963) considers that in case of 

interpersonal trust does not exist institutional trust is simply not even possible. For this reason, trust in 

institutions is more complex rather than between individuals. As Frederiksen (2016) explains, 

organizations involve roles that also include internal and external policies, procedures and guidelines. 

Other informal rules, like corporate culture, are also involved in all forms of interaction. In general, the 

complexity of institutional trust is being created through a variety of contacts with different 

“representatives”.  

Multidimensional nature of trust creates challenges for being defined, operationalized and measured 

(Simpson, 2007). In two-person experiment described by Axelrod (1984), simulation research has 
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confirmed that tit-for-tat
27

 strategies tend to develop quickly and stay stable if interactional partner 

continues to make a cooperative choice. In the similar way, according to Hardin (1993) and Kramer 

(1996), individuals follow Bayesian-like
28

 decision process, handle all necessary information for trust 

and it can be quickly withdrawn if it is misplaced. Luhmann (1979) has also believed that individual 

trust comes quickly. He wrote that it starts at a “zero” point, but quickly reaches a decision – to trust or 

not. This can demonstrate that interpersonal trust might be built rapidly and will continue to stay 

around in case of repeated interactions. 

Even though, both directions include some sort of complexity, institutional trust is believed to be slow 

and involve more interactional stages than a personal trust. This can be the reason of being an 

intangible nature. In simple words, in order to gain institutional trust, numbers of verified steps have to 

be passed and it might also include interpersonal interaction. For this reason, the following parts of this 

paper seek to reveal what are those potential steps that institutions have to pass in order to qualify and 

gain individuals’ trust.  

 

4.3. Frederiksen. Phenomenology of trust, risk and confidence 

The work of Frederiksen (2016) has greatly contributed to trust research. In his chapter Divided 

uncertainty: A phenomenology of trust, risk and confidence, the author does not only try to theorize the 

relations between trust in people and confidence in institutions, but also attempt to separate risk and 

trust, which is believed to be maintained at the level of subjective experience. Such distinction has 

defined trust as a process and a risk is disruption of that process. The most interesting aspect here is the 

claim to be a process.  

Surprisingly, conclusion was drawn in the end that trust is not the process’s outcome of calculation or 

interpretation, but is a sovereign form of interaction. Furthermore, Frederiksen states that it is wrong to 

believe trust is being based on experience. His claim is grounded on the idea that importance of 

confidence and experience is directed for the purpose of situational classification, rather than for 
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 It is a game theory mechanism introduced by Robert Axelrod, where each participant follows a course of action consistent 

with his/her opponent’s previous turn 
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 Based on Bayesian probability, it is a level of certainty, which is related to a potential idea or outcome 
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trusting itself. The only purpose of such classifications is to develop the aid to learn about familiarity. 

However, when it comes to trust itself, Frederiksen concludes it as emerging spontaneously within a 

flow of interaction. This spontaneity is not specific as no clues were provided – whether the discussion 

was about interpersonal trust or institutional. Moreover, conceptually separating an uncertainty, which 

is present at both – institutional and interpersonal trusts, does not explain an actual difference. 

Therefore, the absent of clear distinction between those two, creates a significant confusion.  

To draw the line between institutional and interpersonal trust has always been a great challenge that 

encouraged number of investigations, conducted by Hardin (1992), Løgstrup (1997) or Luhmann 

(1997). Frederiksen (2016) believes that trusting people takes place within some sort of institutional 

context. Such interconnection is followed by the examples about banker and money system. A further 

explanation brings to the light a fundamental logic and provides an insight that interaction is part of the 

final state of ‘trust’, but is not being developed into details. Moreover, combined theory of Luhman 

(1988) and Løgstrup (1997) presented by Frederiksen (2016) concludes that trust emerges 

spontaneously at the present time if nothing disturbs such action. This, again, does not specify the 

direction of trust, whether institutional or interpersonal.  

Beside all disagreements and confusions of previously mentioned statements, which absolutely 

contradict the beliefs of this paper, the idea of time horizon has caught an attention in Frederiksen’s 

(2016) work. First traces were mentioned while presenting Luhman’s analyses (1988). According to the 

latter sociologist, uncertainty, as part of a trust, is defined as unknowable aspect of the future. In other 

words, a future is all potential presents that will eventually become the present. Later on, Luhmann also 

states that uncertainty is connected to an experience. It is explained by the fact that experience is stable, 

regardless of passing time, fixed and unchanged. Therefore, past experience reflects future decisions. 

Lastly, decision to trust is recorded within temporality of events. Initially, such momentum is potential 

future, when executed in the present, and will later turn into the past becoming an experience. 
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4.4. Möllering. Process views of trusting and crises 

Unlike Frederiksen (2016), who was trying theoretically separate relationship between trust in 

institutions and trust in people by taking into consideration an uncertainty element, Möllering (2013) 

was unsatisfied by the way surveys have been used to measure the level of trust. Instead of providing 

explanations on the levels and changes observed, such studies have mainly been focused on 

descriptions of ‘how much’ individuals trust. Besides that, Möllering believes that trust shall be 

conceptualized and operationalized as a constant process.  

In his work, Möllering (2013) introduced five process views. They aim to highlight different 

mechanisms of trust at both levels – mental and social. The first level – trust as continuing – 

acknowledges that trust is dynamic and temporal, but not static. It is viewed as descriptive step, where 

an entity shall consider a trust change over the time, including the importance of past, present and 

future around critical events. Even though, it describes the time flow, it does not explain what factors 

should be considered when trust is being tracked at different points in time. The second level – trusting 

as processing – tries to uncover the idea that information processing, or calculating trust, is firmly 

well-known. At this point it can be concluded that preliminary state exists behind a final decision to 

trust. Nevertheless, it also includes that people can miscalculate or emotionally misjudge gathered 

information. Another view – trusting as learning – followed by Erikson’s (1965) work, is believed to 

be learned in childhood and at some extend during personal development in later stages. This view can 

be potentially some sort of beginning to identify the chain of trust building. The fourth stage – trusting 

as becoming – is rather shallow as it is based on the idea that trusting depends on individuals itself, not 

just particular circumstances. Möllering underlines the thought presented by Luhmann (1979, p. 62), 

who has stated that trust involves expectations of others. Therefore, it has to be earned or won. It can 

also be applied to any organizations. Identity of a firm develops over the time, exposing its culture and 

values. Consequently, trust and identity can be seen not just as connected, but also as involved in the 

process. The last view is presented as trusting as constituting. Möllering brings up to the light 

structuration theory
29

 developed by Giddens (1979) & (1984) and claims that it is a great example to 

emphasize trusting as a ‘practice’, instead of ‘identity’. In this context, ‘practice’ means that trust does 

not simply dependent on social factors, but can also create or even recreate certain rules. 

                                                 
29

 Social system that is based in the analysis of both structure and agents 
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The only issue with Möllering’s framework is that it cannot be applied to the real case. As author has 

stated in the beginning, his framework is aimed to categorize process views on trusting. This is the 

reason why five different views do not collude and are simply defined as separate arguments in regards 

of trust being a process. Though, it gives a simple base for further discussions, but it can hardly be 

called a framework. Nevertheless, Möllering as well as Frederiksen have successfully promoted a time 

horizon, preliminary state (expectation), which can also be acquired in early stages of individuals’ 

lives, existing interaction and considerations that interconnection between institutional and individual 

trust might exist. This gives a great starting point to illustrate what are potential stages of uninterrupted 

trust process.  

 

4.5. What shapes an institutional trust? 

While discussions about trust are ongoing, it is important to figure out what are potential components 

of it. Since a trust itself is considered to be some sort of a process, the review of Frederiksen’s (2016) 

and Möllering’s (2013) works have already provided a starting point for further considerations.  

As it was previously analyzed, Frederisken’s point of view is clear - experience is directed for the 

purpose of situational classification and the reason is to establish familiarity. The first question here 

would be whether familiarity generates trust. Based on research conducted by Dore (1983), Dyer and 

Chu (2000), and Uzzi with Gillespie (2002), all have underlined that prior to interaction, familiarity is 

being shaped. Meanwhile, Gulati and Sytch (2008) looks at this as a multilevel phenomenon, which 

originates from both organizational- and interpersonal-level processes, and argues that exchange 

partners examine trustworthiness in early stages. This can support Luhmann’s (1997, p. 62) idea that 

expectations are being involved too. Whether it is a previous history of interaction or prior 

anticipations, familiarity and expectations are also part of generating the trust.  

Nevertheless, both features mentioned above do not necessary mean to be the only ones that are part of 

this process. According to Jonker and Treur (1999) numbers of factors shape a trust, but the important 

one is experience. Latter authors, while defining a trust, came up with the conclusion that trust depends 

on some sort of expectations, predictions or even beliefs. However, it was unclear from where such 
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states come from. As it showed up, experience is essential, disregarding the type of it (negative, 

positive or neutral). In addition to it, Jonker with Treur have mentioned that other factors besides 

categories of experience could be made too – cognitive or emotional.  

Unsurprisingly, research led by professor Chris Halliburton and Adina Poenaru (2010) identified two 

separate dimensions that trust is being shaped through – emotional and rational. Emotional aspect is the 

confidence customers acquire as a feeling, when they are being treated by care. Meanwhile, rational 

side refers to customer’s readiness to be dependent on service provider’s competences and reliability. 

This study also supports Frederiksen (2016) as it was found out that trust develops in a multi-channel 

context. Thus, interaction can be considered as another component in this complex process. 

Another study was looking for a possible explanation about what impact familiarity or experience 

creates on relationship between trust, satisfaction and transparency (Ruffn, 2015). It appears that if 

experience is measured in terms of access to transparency incentive, trust is being greater when such 

program is in use. However, the impact of transparency is limited and diminishes over the time in 

relationship between individual and institution. Consequently, transparency can, actually, positively 

influence interaction with an institution.  

Coming back to the Part 1 of this paper, it was discovered that generational patterns tend to be 

different. It happens due to experiences each generation has undergone. Millennials were born during 

constant change, while Builders are defined as loyal with social obligations. It is likely that Möllering’s 

forth view – trusting as becoming – has sense, as both, previously mentioned generations, might treat 

trust differently. In other words, the identity can vary depending on the events of that particular time, 

when individuals have acquired, possibly, unique qualities. Therefore, it makes more sense to 

categorize target groups into the range by birth years rather than age groups. As values and believes are 

being shaped in the early life stages, they cannot be easily changed and only with age a slight 

modification might appear. 
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4.6. DNA of institutional trust 

In this section, the author of this paper will illustrate the components of trust building process. 

Previously, all potential mechanisms were identified as general steps, the following parts tend to 

specify on how each of them are being defined. This should be helpful for institutions to better 

understand not only general steps, such as interaction or expectations, but also what do they consist of.  

Below is the figure that represents newly generated framework. Meanwhile, the upcoming subchapters 

are going to discuss the main parts and provide a detailed overview. 
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Figure 11: DNA of institutional trust 
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4.6.1. Expectations and familiarity as part of the trust process 

Besides the overall complexity of trust process, it is still necessary to look into each stage of this 

process and disclose what its subcategories are. This shall provide a better understanding on the way 

institutions could treat trust building process.  

In the context of trust between financial service providers and consumers, expectations are being 

defined as beliefs about service delivery that represent reference points against provided performance 

(Wilson, et al., 2012). Knowing what consumers expect is a critical observation and can give an 

advantage of delivering good-quality service as well as great communication insights. In overall, 

expectations can vary across high and low levels. Such ones 

were identified by Wilson and his colleagues (2012, p. 53) as 

Desired service and Adequate service. If desired reflects 

consumers’ wishes and hopes, then adequate – minimum 

level of performance acceptance. The variation between those 

too is called the zone of tolerance. When it comes outside the 

range, consumers receive either negative or positive attention.  

This zone depends on multiple factors. Such as, lasting 

service intensifiers that heightens sensitivity to service. It 

occurs when expectations are driven by another individual or 

group of people. The factor can be influenced by using market 

research to determine requirements and sources of derived 

service expectations. Another is personal needs. It covers generic attitudes about the proper services. 

Educating consumers on the ways the service addresses their needs, can impact previous factor. Both 

mentioned factors simply lift the level of desired service. On the other end, temporary service 

intensifier occurs in momentum situations, when minimum service is expected. Paying a better 

attention on emerging cases can bring a positive impact on latter factor. Perceived service alternative 

aspect depends on a variety of options. If individuals have an opportunity to choose another, a better 

service provider, it is likely to have a higher level of adequate service. The only way to influence such 

factor, it is being fully aware of competitive offerings, and try to match them. A third factor at the level 

Figure 12: Factors that influence desired 

service 
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Desired service 

Zone of tolerance 
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Source: (Wilson, et al., 2012) 
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of adequate service is individual’s self-perceived service role. This occurs when customer explicitly 

specifies what does he/she expects from a particular service. Institutions can make an impact on this 

factor by educating its consumers to understand their roles. 

Situational factors also do influence. Such one is being 

defined as service performance conditions that happen 

beyond the control of service provider. When consumers 

recognize this fact, the zone of tolerance is likely to get 

extended. The last element is predicted service. This factor 

is viewed as customers’ believe about the level of service 

they are likely to receive. Based on Wilson (2012), 

predicted service contains some sort of calculation of 

probability. Therefore, it might be an appropriate to inform 

customers when service provision is higher than normally 

expected, in order to avoid a future encounter to be 

inflated.  

Desired and adequate service expectations are overall 

assessments of service provision. Whereas, predicted 

service is almost always an estimate of individual 

encounters as a future experience. Consequently, it is 

the reason this factor is viewed as an influencer of 

adequate service level. As it comes to whether 

specific or general prediction about potential service 

quality, it does hold other four factors that influence 

both – predicted and desired service. Explicit 

promises can be either non-personal or personal 

statements provided by institutions via advertising or 

salespeople. An appropriate and logic way to manage 

such predicted expectations is to ensure that reality 

fits the promises. Contrary, implicit factor provide 
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Adequate service 

Temporary service 

intensifiers 

Perceived service 
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Self-perceived 

service role 
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Source: (Wilson, et al., 2012) 
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service related clues about what the service should and is likely to be. For example, individual, who 

compares price levels of two banks, is likely to expect a higher-quality service of the one that charges 

more. Therefore, it is important to make realistic and as accurate as possible promises when explicitly 

translating it to consumers. Meanwhile, implicit promises shall reflect tangibles that meet the level of 

provided services. Word-of-mouth is another channel of expectations. It carries a certain weight as an 

information source, which might be significant for predicted and desired service levels. The difficulty 

can arise when institutions try to influence this factor. Nevertheless, the use of testimonials or 

establishing opinion leaders could be able to send a necessary message to its consumers. Lastly, past 

experience is another crucial force. Previous exposure can also stimulate a prediction of expected 

service. At this point, institutions can only conduct a research about previous experience of similar 

services and try to improve negative aspects of it. 

When it comes to familiarity, there are two possible states. Individuals can either be familiar with a 

particular institution or not. In case of being familiar, they proceed with its own interaction stage and 

overall experience within a trust process. However, it might happen that familiarity has not been 

obtained and it is somebody else’s (other individual’s) DNA of trust that gets involved (note a small 

fragment after familiarity in the framework). If individual “A” does not familiar with an institution 

and/or its service, but trusts individual “B”, it likely that individual “A” will obtain overall experience 

and interactions of individual “B”.  

 

4.6.2. Interaction within the trust building process 

As it was analyzed previously, individuals have some sort of pre-beliefs or early assumptions, even 

before they are being involved in a particular service or get in touch with a certain institution. All of 

this matters as much as an actual contact with organization. People constantly interact with service 

providers through a number of channels. For this reason it is important not only to understand 

consumers’ expectations, but also to be aware of what are those interacting channels, so that 

institutions could deliver an excellent experience. Consequently, this would lead to consumers’ trust. 

Based on John DiJulius’s (2011) work, interaction was defined by six core components, which shape 

an experience.  
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The first component is Physical. It defines actual, physical elements that are permanent and cannot be 

changed on the daily basis. This can 

include buildings, location, design or even 

spaciousness. As DiJulius underlined, 

“people don’t remember what you said as 

much as how you made them feel”. Thus, 

interaction with physical elements is 

equally important as other five 

components. Setting is another part that 

refers to controllable setting and is being 

created daily. Second element sends a 

message to consumers about what will be 

provided. It reveals characteristics of 

institution as it appeals to five senses: 

sight, smell, taste, touch and sound. Noise 

level, lightning, acoustics, comfort of 

chairs are all the examples of this setting. 

Next one is Functional. It covers the ease 

of being in touch with a service provider, excluding any human interactions. The examples follow 

return policies, opening hours, security or service variety. Meanwhile, Technical component is defined 

by staff’s expertise, up-to-dated technology, software or even quality of service. The fifth element, 

Operational, reflects the actions that are taken before, during and after customer’s experience. Thus, it 

is related to day-to-day interactions, such as usual paperwork of employees, answering the phone or 

processing orders. Lastly, Experiential element refers to a “wow” effect of customers. This is the 

reason they return or use a certain service again. It involves personalization, soft skills
30

 or hospitality.  

Those are all potential channels that individuals use to interact with and build an experience about 

service itself as well as a provider behind that. Passing this stage, if overall positive experience is being 

shaped, then consumers’ trust is successfully established. 

                                                 
30
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Setting 

Functional 

Technical Operational 

Experiential 

Physical 

Source: (DiJulius, 2011) 

Figure 15: Components of customers’ experience 
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5. Reflection 

In overall, this study has been successful from an academic as well as personal side. The author has 

gained theoretical knowledge within the trust topic and expanded his own analytical skills. Since the 

beginning, it has been decided to investigate the financial sector, as it had been the area of interest. 

After a long, but interesting exploration of publicly available data, it was clear that financial sector 

faces challenges when it comes to consumers’ trust level. This has led to the review of particular 

literature and academic researches of that field.  

Later on, as it was found out, a great number of scholars had discussed the role of trust in the social 

world. Two of them – Frederiksen and Möllering – seemed to complement each other ideas. 

Nevertheless, none of them could be applied by any organization. This happened due to the lack of 

actual, applicable framework. Even though, Möllering had actually introduced its own framework, he 

admitted that it was just separate views on trust as a process and it needs to be developed by future 

studies. Meanwhile, Frederiksen tried to distinguish different types of trust and presented Luhman’s 

idea about the time continuity. Adding more arguments to this, it was clear that both authors’ ideas can 

be blended.  

Unfortunately, it was not enough to create a model, which could be applied to a real case. It was the 

moment when actual challenges had appeared – to develop a logical chain of the trust process. First of 

all, it was necessary to better understand the concept of trust, its types and differences between them. 

Then, the key components had to be identified. As soon as it had been done, the author looked at other 

fields that could further develop the elements of trust. Luckily, service marketing has provided a related 

material, which was a great fit.  

The main purpose of this study was to describe the current situation of trust, explain and understand the 

process of trust, and present the model, which is expected to be able to solve an existing problem. This 

topic has appeared as exceptionally interesting and it is believed that all objectives were successfully 

reached and presented in this paper. 
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6. Recommendation 

The complex research has generated several recommendations not only for institutions, but also for 

future studies.  First of all, when it comes to the model “DNA of institutional trust”, it is necessary to 

proceed with an applied type of research. In this way, the validity could be established. Second of all, it 

is recommended to create some sort of numerical tools, so that the level of trust could be measured or 

compared in one or another way.  

Based on the research, it was found out that, especially, banks tend to perform the majority of all 

available financial services. It does not create flexibility in terms of price and makes difficult to 

compete against other, specialized entities. Being a universal service provider increases a risk to be 

outcompeted. Therefore, institutions shall better narrow its focus of services in financial sector.  

Another important recommendation is to accept the fact that trust in institutions is extremely complex 

and shall be viewed as a long-term perspective. It does take time not only to understand consumers’ 

behavior, but also to be established. Financial service providers shall build a relationship with its 

customers and create feedback capacity to ensure their services remain relevant as, especially, 

technology is constantly changes.  

Lastly, even if institutions successfully manage to gain its consumers’ trust, it is essential to maintain 

the level of it over the time. This could be done by addressing the main pain points of customers and 

involving them into financial service development stages. Such and similar examples can be found in 

automotive industry, which has significantly managed to improve the level of trust, and aviation 

industry.  
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7. Conclusion 

This thesis intends to answer the research question how financial service providers can improve 

consumers’ trust level. The analysis was made at both macro- and micro-environments. It has helped to 

get a broad overview about the current situation of trust and on-going academic discussions in this 

field.  

First of all, it was found out that financial sector, indeed, faces multiple challenges when it comes to 

generating trust for its consumers. The landscape of competition is fierce and does not contribute to the 

establishment of trust. Besides that, new regulations are constantly being implemented and it 

challenges service providers to satisfy its stakeholders. Worldwide economic meltdowns just tighten 

the rules and create tension between institutions and consumers. Moreover, the rise of technology, its 

simplicity and reliability gives a great opportunity for other sectors to step in and pull off a part of 

consumers. Together with an increase in competition, individuals gain the power to get the best options 

that are available in the market. Consequently, their demands rise up for a better service.  

Second of all, academic literature has proved that the trust itself is not static, but rather a constantly 

moving process. Institutional trust, unlike interpersonal trust, is more complex and takes longer to be 

developed. The present decision to trust is an evolved process of the past expectations, interactions and 

personal values with believes, which were shaped in the early life stages of each individual. In overall, 

it creates a positive or negative experience that can be a significant influencer of future decisions.  It 

was also discovered that in case of being unfamiliar with a certain institution, it does not necessary 

mean that individuals are not going to establish trust towards it. 

As a final point, institutions can improve consumers’ trust level. At first, it is done by accepting trust as 

a process, which can actually be managed and influenced. Then, categorize target group by a ‘year 

range’, rather than an ‘age range’. Analysis of specific year range provides a better understanding about 

encoded believes and values. Next step is an identification of expectations and proper communication 

of what institutions can provide. It can be done in multiple ways: prepare a market research, be aware 

of competitive offerings, make realistic and accurate promises, ask for a feedback from consumers, 

ensure that service tangibles accurately reflect the type of service is being provided, educate consumers 

on the way service addresses their needs, let them understand their roles and use service guarantees to 
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assure that situational factors will not impact them. Lastly, fulfill consumers’ expectations within six 

interactional channels that shape their experience. 

For this reason, the model - DNA of institutional trust - has been established to help to improve a level 

of trust in financial sector.       
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Percentage 
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Generation Y (Millennials)   
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World 30-34    563 215   
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Generation X   

World 35-39    503 642   

World 40-44    486 095   
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World 50-54    410 872   

Total     1 860 671 25.0% 

        

Baby Boomers   
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Silent Generation   

World 70-74    157 617   
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World 85-89    38 713   

Total      385 896 5.2% 

        

Greatest Generation   

World 90-94    14 824   

World 95-99    3 227   

World 100+     477   

Total      18 528 0.2% 

TOTAL 
WORLD 
POPULATION 

    7 432 662   

Source: (United Nations, 2015) 
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