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ABSTRACT

Modern financial markets operate under conditions of increasing information asym-
metry, making independent risk assessment increasingly difficult and shifting the pro-
cess of trust formation toward specialized intermediaries. Despite substantial advances
in the literature on financial intermediation and institutional economics, there is still no
integrated conceptual framework that brings together the various categories of such
intermediaries into a coherent institutional construct while explaining their systemic role
in shaping market expectations.

This article aims to address this gap by developing the theoretical concept of trust ra-
tionalizers, defined as the set of entities and institutions that professionally assess risks,
provide information intermediation, or otherwise reduce transaction costs in the process
of trust formation in financial markets. Based on a structural-functional analysis, the
study identifies the functional groups of trust rationalizers and examines their systemic
role in mitigating information asymmetry, structuring market expectations, and influ-
encing trust elasticity, particularly by distinguishing between fundamental changes and
informational noise within the information environment.

The scientific novelty of the study lies in distinguishing two components of trust elastic-
ity: elasticity with respect to fundamental changes in risk (E_fund) and elasticity with
respect to informational noise (E_noise). The paper demonstrates that the effective
functioning of trust rationalizers increases the former while reducing the latter, thereby
structuring rather than merely amplifying market responses. The practical significance
of the findings lies in providing a theoretical foundation for regulatory reforms aimed at
strengthening the independence, accountability, and transparency of trust rationalizers.
Such reforms are particularly relevant for Ukraine in the context of post-war economic
recovery and efforts to enhance the country's investment attractiveness.

Drawing on an analysis of the European Union's regulatory approach, the study further
demonstrates the need for deeper institutionalization, greater independence, and en-
hanced accountability of institutions belonging to the category of trust rationalizers.
Their effective functioning is shown to constitute one of the key prerequisites for ensur-
ing financial stability.

Keywords: trust, institutionalization of trust, trust rationalizers, trust elasticity,
information asymmetry, market discipline, financial stability
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INTRODUCTION

The modern financial system operates in an environment characterized by increasing
complexity of financial instruments, the globalization of capital markets, and the rapid
dissemination of information. Under these conditions, trust constitutes a fundamental
prerequisite for investment transactions and the stability of financial intermediation. At
the same time, growing information asymmetry between financial institutions, deposi-
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tors, and investors gives rise to moral hazard, adverse selection, and procyclical fluctuations that undermine market disci-
pline. As a result, independent risk assessment has become increasingly difficult for most economic agents, while the
process of trust formation has become progressively more delegated.

This issue has become even more relevant in the context of the ongoing digitalization of financial services, the expansion
of open banking, the widespread use of automated credit-scoring models, and the emergence of integrated financial
platforms. These developments have increased economic agents' reliance on external institutional signals when assessing
risk. Consequently, trust is becoming less dependent on direct customer experience and increasingly shaped by the quality
of the institutional infrastructure supporting financial markets.

The growing importance of institutions that professionally assess investment risks, establish industry norms and standards
of conduct, and ensure the fulfillment of financial obligations suggests the emergence of a distinct institutional layer that
structures market expectations and reduces transaction costs within the financial system. However, insufficient independ-
ence, excessive concentration of influence, or conflicts of interest within these institutions may transform them from
mechanisms of financial stabilization into sources of systemic risk. Despite extensive research on information asymmetry
and financial market regulation, academic literature still lacks a comprehensive conceptual framework that integrates these
diverse institutions into a single institutional category and explains their influence on trust elasticity and financial stability.

Against this background, the study addresses the following research questions:

1. How do institutions engaged in information intermediation and risk assessment influence the formation of trust within
the financial system?

2. Can these institutions be conceptualized as a single institutional category?

3. How does the quality of the functioning of trust rationalizers affect the structure of trust elasticity and, ultimately,
financial stability?

Addressing these questions requires the development of a coherent theoretical framework capable of explaining the insti-
tutional mechanisms through which trust is formed, transmitted, and sustained in modern financial markets. This need
provides the primary motivation for the present study.

LITERATURE REVIEW

The role of trust in the financial system has been extensively examined within the theoretical traditions of information
economics and institutional economics. The seminal works of Akerlof (1970), Spence (1973), and Stiglitz and Weiss (1981)
established the foundations for understanding adverse selection and moral hazard arising from asymmetric information
among market participants. Subsequently, Diamond (1984) and Holmstrém and Tirole (1997) demonstrated the role of
financial intermediation as a mechanism of delegated monitoring that mitigates information asymmetry and reduces trans-
action costs.

Within institutional economics, Williamson (1985) and North (1990) conceptualized trust as an institutional mechanism
that enhances the predictability of economic behavior and reduces uncertainty. Fukuyama (1995) further expanded this
perspective by interpreting trust as a form of social capital that contributes to the efficiency of economic systems. However,
these approaches primarily focus on the institutional preconditions of trust and provide limited explanation of the mecha-
nisms through which trust is systematically structured in contemporary financial markets.

From a broader socio-scientific perspective, trust has been defined as a mechanism that enables economic agents to act
under uncertainty regarding the future behavior of others by accepting vulnerability in exchange for the expectation of
cooperation (Gambetta, 2020). This conceptualization is particularly relevant for financial markets, where trust cannot be
reduced solely to rational calculation. Instead, institutional intermediaries capable of structuring and validating expecta-
tions perform a distinctive economic function.

Boot, Milbourn, and Schmeits (2006) examined the role of information intermediaries, arguing that credit ratings function
as coordination mechanisms that align market expectations. White (2010) and Partnoy (1999), in turn, analyzed institu-
tional distortions in the operation of credit rating agencies, highlighting conflicts of interest and excessive market depend-
ence on external assessments. Following the Global Financial Crisis, Brunnermeier (2009) and Adrian and Shin (2010)
emphasized the procyclical nature of financial markets and demonstrated how information signals may either amplify or
mitigate systemic risk.
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Within the European regulatory framework, the need to strengthen the independence and accountability of institutions
that generate market signals has been reflected in Regulation (EC) No. 1060/2009 governing credit rating agencies. This
approach evolved toward a differentiated multi-level governance architecture in which supranational rules for systemically
important institutions coexist with greater national discretion for smaller domestic institutions. As a result, Member States
frequently favor regulatory coordination and cooperation over complete institutional integration (Lannoo, 2020).

Related studies on regulatory capture (Carpenter & Moss, 2014) demonstrate that institutions established to mitigate risks
may themselves become sources of systemic distortions.

Petricevic and Teece (2019) further argue that the ongoing restructuring of globalization and increasing economic frag-
mentation enhance the importance of institutions capable of reducing uncertainty and sustaining trust among market
participants.

Despite this extensive body of research, most existing studies focus either on information asymmetry, the regulation of
individual institutions (particularly credit rating agencies), or the behavioral dimensions of trust. The literature lacks a
comprehensive theoretical framework capable of integrating the diverse range of institutions — including rating agencies,
auditors, financial regulators, deposit guarantee schemes, professional associations, and digital financial infrastructures —
into a unified institutional category that systematically influences financial market functioning, delegated trust formation,
and the elasticity of trust. Previous studies have generally analyzed these institutions separately or examined trust primarily
as a broad social phenomenon, without linking these analytical levels within a coherent conceptual framework.

Furthermore, limited attention has been devoted to understanding how the quality of these institutions influences the
structure of trust elasticity, particularly the distinction between market responses to fundamental changes in risk and
responses driven by informational noise.

The scientific novelty of the study lies in three principal contributions. First, it introduces the generalized category of trust
rationalizers as an institutional infrastructure supporting the functioning of financial markets. Second, it distinguishes be-
tween trust elasticity with respect to fundamental changes in risk and trust elasticity with respect to informational noise.
Third, it conceptualizes trust rationalizers as institutions that structure market responses and perform a countercyclical
stabilizing function within the financial system.

AIMS AND OBIJECTIVES

The aim of this study is to develop a comprehensive theoretical framework for trust rationalizers as a distinct institutional
category within the financial system and to explain their role in mitigating information asymmetry, structuring market
expectations, shaping the elasticity of trust, and contributing to financial stability.

To achieve this aim, the study pursues the following objectives:

1.  To conceptualize trust rationalizers as a unified institutional category encompassing organizations that professionally
assess risks, intermediate information, standardize market signals, or otherwise reduce transaction costs in delegated
trust formation.

2. Toidentify and classify the functional groups of trust rationalizers within the institutional infrastructure of the financial
system based on their roles in information processing, regulation, market discipline, infrastructure provision, legal
protection, reputation building, and digital verification.

3. To examine the mechanisms through which trust rationalizers mitigate information asymmetry, structure market
expectations, and facilitate delegated trust in financial markets.

4. To develop the concept of structured trust elasticity by distinguishing between trust elasticity with respect to
fundamental risk changes (£_fund) and trust elasticity with respect to informational noise (£_noise), and to explain
how the quality of trust rationalizers affects each component.

5. To assess the implications of the proposed framework for financial stability, including the stabilizing and potentially
procyclical effects of trust rationalizers, and to derive institutional and regulatory implications, with particular
reference to the European Union's regulatory approach and Ukraine's post-war financial reconstruction.
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METHODS

This study is grounded in a systems approach, which conceptualizes the financial system as a multi-layered institutional
structure in which trust is formed not only through direct interactions between counterparties but also through a network
of specialized intermediaries.

A structural-functional analysis is employed to classify trust rationalizers according to their functional roles within the
financial system. This approach enables the systematic categorization of analytical-signaling, regulatory-supervisory, in-
frastructure-guarantee, digital, legal-enforcement, and reputational institutions as components of a unified institutional
infrastructure.

The conceptual novelty of the study lies in distinguishing two components of trust elasticity: elasticity with respect to
fundamental changes in risk and elasticity with respect to informational noise.

The research further applies logical-theoretical analysis to develop the generalized institutional category of trust rational-
izers. In addition, elements of comparative regulatory analysis are used to examine the European Union's regulatory
framework to identify institutional mechanisms that promote the independence and accountability of trust rationalizers.

The study also incorporates conceptual modelling, allowing trust rationalizers to be interpreted as a countercyclical insti-
tutional mechanism that contributes to the stabilization of financial markets.

Accordingly, the proposed methodology integrates institutional, systems, and structural-functional approaches with ele-
ments of theoretical modelling to develop a comprehensive conceptual framework of trust rationalizers as a component of
the institutional infrastructure supporting financial stability.

The study is predominantly conceptual and theoretical in nature and is aimed at developing a generalized institutional
model of trust rationalizers. Empirical examples and selected regulatory cases are used primarily for illustrative purposes
to demonstrate the mechanisms through which trust rationalizers shape market expectations and influence the structure
of trust elasticity.

RESULTS

Modern financial markets operate under conditions of profound information asymmetry, giving rise to a delegated process
of trust formation and increasing the importance of specialized institutions that professionally assess risks and standardize
financial information.

This issue has become particularly significant because trust in the financial system is inherently multi-layered. In addition
to trust in the investment object itself, market participants must also place trust in the institutions responsible for its
assessment, regulation, and supervision. Poor institutional performance, insufficient independence, or weak accountability
may transform these institutions from stabilizing mechanisms into sources of systemic risk, thereby amplifying procyclicality
and weakening market discipline. For Ukraine, this issue is especially important in the context of expanding financial
inclusion, enhancing investment attractiveness to support post-war economic recovery, and developing a comprehensive
conceptual framework for institutionalizing the role of trust rationalizers in maintaining financial stability.

Assessing investment risk is a complex and multidimensional analytical process requiring diverse expertise and professional
competencies. This task is further complicated by the depth of information asymmetry, whereby issuers, corporate man-
agers, and borrowers possess substantially more complete information regarding the actual condition of assets, associated
risks, and future prospects than potential investors or depositors. Such asymmetry creates the conditions for the classical
market failures of adverse selection and moral hazard (Akerlof, 1970), thereby undermining market discipline and reducing
overall confidence in the financial system.

Information asymmetry prevents investors and depositors from accurately distinguishing between reliable and risky in-
vestment opportunities. Consequently, market participants tend to rely on average risk assessments, which drive high-
quality issuers out of the market through adverse selection. Following the conclusion of financial contracts, borrowers and
financial institutions may be encouraged to assume excessive risk by shifting potential losses onto investors or guarantee
schemes, thereby creating moral hazard. As a result, the pricing of risk becomes distorted, market signals lose their
informational value, market discipline weakens, and the probability of defaults and systemic crises increases. The accu-
mulation of negative investment experiences gradually erodes overall trust in the financial system.
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In practice, investment decisions are rarely made without the involvement of professional organizations and experts that
assist in assessing investment risks. These include credit rating agencies, valuation experts, investment advisers, and other
professional intermediaries that can collectively be regarded as trust rationalizers. Market regulators also possess important
characteristics of trust rationalizers because they determine the scope of mandatory information disclosure, including the
publication of ratings and identified risks associated with market participants. Likewise, professional associations may
perform a trust-rationalizing function when they monitor the quality of their members' activities and implement effective
self-regulatory mechanisms to remove high-risk or non-compliant participants.

Professional investors are able to partially compensate for information asymmetry by employing sophisticated analytical
techniques, including scenario analysis, sensitivity analysis, cash flow valuation, and multifactor risk models. Nevertheless,
even for institutional investors, information asymmetry cannot be eliminated completely. For ordinary depositors and retail
investors, conducting comparable analyses is practically impossible because of limited financial resources, restricted access
to information, insufficient analytical expertise, and time constraints.

It is precisely at this point that trust rationalizers become indispensable. As institutional intermediaries, they perform the
professional verification, standardization, and interpretation of investment-related information. In doing so, they compen-
sate for information asymmetry by transforming complex, multidimensional, and often opaque information into standard-
ized and comprehensible market signals that facilitate rational decision-making by market participants (Figure 1).

Trust-based transaction rationalizers:

i+« Credit rating agencies Identification of
1 i = Credit bureaus and centralized public registers the investment
Agent of a y - Professional associations and self-regulatory organizations > object and
trust-based > « Financial market regulators and deposit guarantee schemes assgsksment of the
transaction » . Digital financial infrastructures (e.g., XBRL systems, blockchain platforms, and risk premium
! open APIs)
!
1
1
1
1
1

1
i
1
= Independent experts and certified asset appraisers i
1
1
1
1

= Investment banks, international financial institutions, and investment advisers
= Audit firms

Figure 1. Rationalization of trust-based transactions.

From the perspective of institutional economics, trust rationalizers perform at least two interrelated functions.

First, they reduce information asymmetry. Through auditing, credit rating, expert assessment, and the disclosure of stand-
ardized information, trust rationalizers narrow the information gap between the investment entity and potential investors.

Second, they reduce transaction costs. Rather than conducting a comprehensive risk assessment independently, investors
delegate part of the analytical process to specialized institutions. This substantially lowers the costs associated with infor-
mation search, verification, monitoring, and due diligence.

Within this framework, institutionalized trust should not be viewed merely as an abstract socio-psychological concept but
rather as the outcome of an institutional infrastructure that enhances the predictability and standardization of market
expectations. Trust rationalizers transform subjective expectations into more objective assessments of risk, thereby reduc-
ing uncertainty in trust-based financial transactions.

This role becomes particularly important in the context of expanding financial inclusion. Broad access to financial services
is possible only when the institutional environment provides a minimum level of reliability and transparency. For ordinary
depositors and retail investors, confidence in the financial system largely depends on the existence of effective financial
regulation and supervision, deposit guarantee schemes, credit and investment ratings, mandatory external audits, and
compliance with professional standards. Together, these institutional mechanisms constitute the foundation of rational
trust, without which participation in the financial system would involve excessive risk.

Accordingly, trust rationalizers establish the institutional conditions necessary for the effective functioning and expansion
of financial inclusion, which, in turn, strengthens market discipline. As participation in financial markets broadens, the
reputation of financial institutions becomes increasingly important, market sensitivity to risk signals increases, and mech-
anisms of market self-discipline become more effective.
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At the same time, delegated trust introduces a new category of risk — the risk arising from the errors, misconduct, or lack
of integrity of the trust rationalizers themselves. When these institutions operate under conflicts of interest, weak account-
ability, or politically influenced regulation, they may amplify rather than reduce information asymmetry. Under such cir-
cumstances, informational errors can become systemic, while distortions in trust may spread throughout the entire financial
system.

Therefore, the effectiveness of trust-based transactions in financial markets depends not only on the characteristics of the
investment object but also on the quality of the institutional environment and the professional accountability of trust
rationalizers. Strengthening the institutionalization of their activities through appropriate regulation, effective supervision,
and enhanced accountability is essential for ensuring high-quality financial inclusion and the long-term stability of the
financial system.

Based on their primary functions, trust rationalizers may be classified into the following functional groups (Table 1):

Table 1. Functional classification of trust rationalizers.

signaling institu-
tions

investment advisers, credit bureaus, analytical agencies, finan-
cial data platforms (e.g., Reuters and Bloomberg), financial
media

Functional Representative Institutions Primary Functions
Group
. ’ - . ] Generate market information, reduce information asymmetry,
Analytical and Credit rating agencies, audit firms, independent asset valuers, conduct professional assessments of financial conditions and

risks, and evaluate investment prospects by transforming com-
plex and asymmetric information into structured and compre-
hensible market signals.

Regulatory and
institutional bod-
ies

Central banks, financial and banking supervisory authorities,
securities commissions, competition authorities, professional
self-regulatory organizations (e.g., associations of valuers, au-
ditors, banking and stock exchange associations)

Rationalize trust through licensing, establishing and enforcing
market rules, introducing professional standards, certification,
and self-regulation. They also monitor compliance with regula-
tory requirements, impose sanctions on violators, and enhance
the predictability of market participants' behavior.

Infrastructure
and guarantee in-
stitutions

Payment systems, central securities depositories, clearing insti-
tutions, stock exchanges, deposit guarantee schemes, export
credit agencies, insurance companies, and public investment
guarantee mechanisms

Provide the technical, organizational, and financial infrastruc-
ture required for the execution of financial transactions. They
reduce counterparty risk through clearing, settlement, and
ownership registration mechanisms, while allocating and insur-
ing risks through guarantees, reserves, and compensation ar-
rangements. These functions enhance confidence in contract
enforcement and asset protection, thereby strengthening ra-
tional trust in financial markets.

Digital trust ra-
tionalizers

Financial reporting systems (XBRL), blockchain infrastructures,
open-data platforms (APIs), e-government systems, centralized
registers

Automate data verification and reporting processes, improve
data reliability, reduce opportunities for manipulation, and fa-
cilitate continuous monitoring through digital technologies that
minimize human error and lower transaction and monitoring
costs.

Legal enforce-
ment institutions

National and international courts, law enforcement agencies,
cybercrime units, and related institutions

Strengthen trust by ensuring contract enforcement and pro-
tecting property rights. They reduce opportunistic behavior,
enhance the predictability of legal enforcement, and minimize
legal uncertainty and unexpected losses in financial transac-
tions.

Reputational insti-
tutions

Supervisory boards, independent directors, internationally rec-
ognized ratings, stock market indices, and international finan-
cial institutions (e.g., the IMF, World Bank, EBRD, and Euro-
pean Investment Bank)

Build and capitalize the long-term reputation of market partici-
pants by transforming their performance history and reputation
into an institutional asset that subsequently influences their ac-
cess to financial resources and the cost of capital. Their in-
volvement also signals compliance with international standards
and reduces country- and institution-specific risk.

In the context of trust formation, trust rationalizers perform at least four key functions:

1. Informational and evaluative function — providing quantitative assessments of risk through credit ratings, scoring
models, indices, and other analytical tools, thereby reducing information asymmetry and generating reliable market
signals.

2. Regulatory and disciplinary function — establishing market rules and constraining opportunistic behavior among
market participants.

3. Guarantee and assurance function — minimizing the risk of contractual default and facilitating the allocation and
sharing of losses.

4.  Stabilization function — structuring the elasticity of trust, reducing the volatility of market expectations, and mitigating
procyclical fluctuations.
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While institutional economics traditionally views trust as a mechanism for reducing uncertainty and transaction costs, trust
in modern financial markets increasingly assumes a delegated form (Diamond, 1984), resulting in a multi-level trust archi-
tecture consisting of:

= Level 1 — trust in the investment object itself
= Level 2 — trust in the institutions responsible for assessing, rating, or supervising the investment object;
. Level 3 — trust in the legal enforcement framework and the institutional guarantee infrastructure.

Beginning with the second level, these institutions become the primary focus of the present study, as they constitute the
institutional foundation upon which trust in the modern financial system is built.

Trust rationalizers exert a significant influence on trust elasticity because they contribute to the formation of market
participants' reputations, establish the framework for risk assessment, and structure the market signals upon which finan-
cial decisions are based. Through information standardization, professional analysis, and regulatory oversight, they reduce
uncertainty and limit excessive market reactions to short-term or noise-driven information shocks. Consequently, the ef-
fective functioning of trust rationalizers does not merely alter the overall sensitivity of trust; rather, it makes trust more
structured and more closely aligned with underlying economic fundamentals by reducing excessive elasticity and restrain-
ing procyclical fluctuations in financial markets.

When institutional signals are inaccurate or highly synchronized, trust rationalizers may amplify procyclical dynamics. Dur-
ing expansions, they may contribute to excessive optimism and underestimation of risk, whereas during downturns they
may reinforce market panic and liquidity shortages. Consequently, institutions intended to stabilize financial markets may
themselves become sources of systemic instability.

Trust rationalizers may be defined as professional market actors that serve as institutionalized information intermediaries.
Through the collection, standardization, analytical processing, and independent evaluation of data, they transform frag-
mented or unevenly distributed information into standardized and verified risk signals. In doing so, they reduce information
asymmetry and transaction costs, mitigate uncertainty and opportunities for opportunistic behavior, strengthen market
discipline, and provide a rational foundation for investment and other economic decisions.

Alongside their important stabilizing role, trust rationalizers are also associated with significant institutional risks arising
from the nature of their functioning. One such risk is the concentration of trust, whereby a limited number of institutions
become the dominant source of information signals for the entire financial system. Empirical evidence from the credit
rating industry demonstrates that declining competition among rating agencies weakens the quality of informational and
disciplinary signals (Camanho et al., 2022), reinforcing the need for greater structural diversification within the ecosystem
of trust rationalizers. Without such diversification, the likelihood of regulatory capture (Carpenter & Moss, 2014), conflicts
of interest, and loss of institutional independence increases, potentially leading to significant distortions of market signals.
Particularly dangerous are synchronized systemic errors, in which identical methodologies or similar interpretative ap-
proaches generate large-scale mispricing of risk capable of amplifying procyclical market dynamics. These risks are espe-
cially pronounced in environments characterized by weaker disclosure requirements and lower levels of transparency within
the institutional infrastructure of trust rationalizers (Aramonte & Avalos, 2021).

Accordingly, the growing importance of trust rationalizers within the financial system must be accompanied by stronger
institutional accountability, greater transparency, enhanced public oversight, and the development of a competitive insti-
tutional environment. Only the combination of rigorous professional standards, effective supervision, and limitations on
excessive market concentration can preserve the stabilizing role of trust rationalizers while minimizing the risk that they
themselves become a source of systemic instability.

This gives rise to an institutional paradox. The more central trust rationalizers become to the functioning of the financial
system, the more systemic the consequences of their own errors, conflicts of interest, or loss of independence may become.
As a result, institutions originally intended to reduce information asymmetry and stabilize financial markets may themselves
become sources of informational distortions and catalysts of destabilizing procyclical fluctuations.

Following the Global Financial Crisis, credit rating agencies in the European Union became subject to substantially stricter
regulation and supervision by the European Securities and Markets Authority (ESMA). Several EU regulatory acts have
been introduced to strengthen the role, independence, and accountability of trust rationalizers, most notably Regulation
(EC) No. 1060/2009 on Credit Rating Agencies. The Regulation was adopted to safeguard the independence and integrity
of the credit rating process by establishing a prudential regulatory framework governing the activities of credit rating
agencies, thereby protecting investors and financial markets from the risks associated with improper or misleading rating
practices.
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The Regulation establishes the conditions governing the issuance of credit ratings and introduces comprehensive organi-
zational and conduct requirements for credit rating agencies, their shareholders, and related parties. These measures are
designed to safeguard institutional independence and prevent conflicts of interest, including restrictions on analysts' in-
volvement with rated entities, mandatory agency rotation, and limitations on cross-shareholdings. In addition, the Regu-
lation enhances transparency through the mandatory disclosure of rating methodologies and underlying assumptions, the
publication of transparency reports, the establishment of liability for intentional misconduct or gross negligence, continuous
improvement of rating methodologies, and measures intended to reduce the destabilizing effects of rating announcements
by regulating their timing. Furthermore, it seeks to reduce excessive market reliance on external ratings by requiring
market participants to perform their own independent credit risk assessments.

For Ukraine, strengthening the accountability of trust rationalizers is equally important. This should include, at a minimum,
the introduction of transparent and harmonized professional standards governing information intermediaries, asset valuers,
and auditors, together with enhanced financial and legal liability for professional misconduct.

In this context, the institutionalization of trust requires a clearly defined framework of responsibility for the dissemination
of misleading information, strengthened regulatory requirements concerning transparency, timely disclosure of risks and
conflicts of interest, the implementation of robust internal risk management systems, and the effective enforcement of
sanctions for regulatory violations. Equally important is strengthening the role of professional associations, which should
ensure compliance with professional quality standards among their members and implement effective self-regulatory
mechanisms to remove unethical or high-risk participants, particularly in sectors where valuation distortions are most likely,
such as asset appraisal. Investment advisers should have clearly defined professional responsibilities and bear financial
liability for negligent or misleading recommendations. At the same time, financial regulators should ensure transparency
in financial reporting, conduct effective supervision of regulatory compliance, and communicate identified risks in a timely
manner, thereby reinforcing market discipline and strengthening financial stability.

Unlike previous approaches, which conceptualize trust elasticity as a single measure of market sensitivity, the present
study proposes distinguishing between trust elasticity with respect to fundamental changes in risk and trust elasticity with
respect to informational noise. This distinction provides a theoretical explanation for why the same institutional mecha-
nisms can simultaneously strengthen market discipline while reducing excessive market reactions driven by panic or tem-
porary information shocks.

The Impact of Trust Rationalizers on Trust Elasticity

Previous studies have measured trust elasticity as the ratio of the percentage change in the level of trust to the percentage
change in the reputation of the trust object, which can be xpressed as follows:

_ %AT
T ™ 9%aAR’

where T is the volume of trust, and R is the reputation of the trust object.

A high elasticity value indicates that trust responds strongly to changes in reputation.

The initial assumption was that high-quality functioning of trust rationalizers reduces excessive trust elasticity by preventing
procyclical fluctuations. However, a deeper analysis allows for broader theoretical generalizations.

Trust rationalizers may simultaneously perform two opposite functions:

1. Increasing constructive elasticity — when rationalizers enhance transparency, improve the quality of analytics, and
ensure disclosure of reliable and accessible information, so that even a slight deterioration in key indicators triggers
an adequate market response. In this case, trust becomes more sensitive to real risk, strengthening market discipline
in a positive way.

2. Reducing destabilizing elasticity — when rationalizers filter informational noise, explain the nature of changes, and
prevent panic-driven interpretations, thereby limiting excessive reactions to short-term informational shocks.

Accordingly, it is useful to distinguish two components of trust elasticity:
Er = Efund + Enoise:

AE_fund / Aa > 0 Ta AE_noise / Aa < 0,
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where Ep,,, denotes the elasticity of trust with respect to fundamental changes in risk, E,;s. denotes the elasticity of trust
with respect to informational noise, and a represents the quality or intensity of the functioning of trust rationalizers.

This implies that as the quality of trust rationalizers’ functioning («) increases, trust becomes more elastic to fundamental
risk changes (Ef,nq), While becoming less elastic to informational noise (Ej;s.). The overall effect depends on market
structure, the level of rationalizers’ activity, and the degree of synchrony in their signals.

When trust rationalizers exhibit a high degree of activity, and their signals become highly synchronized, they may reinforce
procyclical dynamics, whereby a single negative signal triggers a cascading market reaction. Conversely, in a competitive
and institutionally balanced environment, trust rationalizers contribute to financial stability by fostering a high-quality,
structured elasticity of trust that enhances the market's responsiveness to fundamental risks while reducing excessive
reactions to transitory information shocks.

To avoid excessive theoretical abstraction, it is useful to consider several illustrative examples of how trust rationalizers
influence financial market behavior during periods of crisis. Under such conditions, they function as an institutional mech-
anism for filtering informational noise, simultaneously increasing the market's sensitivity to fundamental risks while damp-
ening reactions to short-term, emotion-driven impulses (Figure 2).

+40

+
N
o

o

Change in transaction volume, %

Time after information shock

Figure 2. Transaction volume behavior during information shocks with stabilization and constructive elasticity effects.

Accordingly, under certain conditions, trust rationalizers may increase trust elasticity, while under others they may reduce
it. This is not a contradiction but rather reflects two distinct mechanisms through which trust rationalizers influence market
behavior.

4. The disciplinary effect. Trust rationalizers increase trust elasticity when they:

. enhance market transparency by providing accurate and reliable signals (curve Al in the case of positive infor-
mation);

= rapidly communicate objective negative information (curve B2).

Under these conditions, even a relatively small deterioration in fundamental indicators immediately triggers a market

response consisting of: (i) capital outflows from the financial institution and (ii) corrective actions by its management.

In this case, an increase in trust elasticity represents constructive elasticity, which strengthens market discipline by
making market participants more responsive to genuine changes in underlying risk (curve B2).

5. The stabilization effect. Trust rationalizers reduce trust elasticity when they:

= filter out informational noise;
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= provide explanations for observed changes;
= prevent panic-driven and emotionally biased interpretations of events.

As a result, excessive reactions to temporary information shocks are mitigated (curves A2 and B1). In this case, a
reduction in trust elasticity represents the stabilizing function of trust rationalizers.

Accordingly, it is essential to distinguish between:

= trust elasticity with respect to fundamental risk, and
= trust elasticity with respect to informational noise.

Taken together, these findings suggest that trust rationalizers increase the elasticity of trust in response to fundamental
risk while simultaneously reducing its elasticity with respect to informational noise. Thus, their role extends beyond simply
increasing or decreasing trust elasticity. Rather, they structure and reshape its composition, improving the quality of market
responses. Specifically, they increase the sensitivity of trust to economically justified changes and fundamental risks while
reducing excessive reactions to noisy or misleading information.

It should be acknowledged that the present study has certain limitations. The proposed framework is primarily conceptual
and theoretical in nature and does not seek to provide a comprehensive econometric validation of the proposed model of
trust elasticity. Such empirical testing constitutes an important avenue for future research.

The proposed concept of trust rationalizers extends the traditional literature on information asymmetry and delegated
trust. Unlike previous studies, which have generally examined institutions such as credit rating agencies, auditors, or
financial regulators in isolation, the present study integrates these institutions into a unified institutional category that
performs the broader function of structuring market expectations.

The concept of structured trust elasticity further explains why the effective functioning of trust rationalizers does not
merely reduce market volatility but fundamentally changes the nature of market responses. Under such conditions, finan-
cial markets become more responsive to fundamental risks while exhibiting lower sensitivity to informational noise and
panic-driven reactions.

The practical significance of the proposed framework lies in its potential application to the design of regulatory policies
aimed at strengthening the transparency, accountability, and independence of institutions that generate market signals.
This is particularly important for countries characterized by elevated institutional uncertainty and for transition economies,
including Ukraine.

DISCUSSION

The findings of this study provide a new perspective on the nature of trust within the financial system. Unlike most previous
studies, which conceptualize trust primarily as either a behavioral characteristic of economic agents or a by-product of the
effectiveness of financial institutions (Arrow, 1972; Fukuyama, 1995; Guiso et al., 2008), the proposed framework demon-
strates that, in modern financial systems, trust is increasingly generated through specialized institutional mechanisms
responsible for the production, verification, interpretation, and dissemination of risk-related information. In this context,
the proposed category of trust rationalizers extends existing theoretical approaches by explaining how trust can be sus-
tained even in the absence of direct interpersonal interactions.

The proposed concept also advances institutional economics by extending the traditional understanding of the role of
institutions in reducing transaction costs (North, 1990; Williamson, 1985). Whereas classical institutional theories primarily
view institutions as mechanisms for contract enforcement and the protection of property rights, the findings of this study
suggest that a substantial part of the contemporary institutional infrastructure performs an additional function — the ra-
tionalization of trust-based decisions. Credit rating agencies, auditors, central banks, deposit guarantee schemes, financial
regulators, judicial institutions, and digital verification mechanisms collectively shape the informational environment within
which economic agents assess risk and make financial decisions.

The findings are also consistent with the literature on information asymmetry and signaling in financial markets while
offering a broader interpretation of their role. Unlike traditional signaling theory (Spence, 1973), the proposed framework
suggests that signals do not merely transmit information but also influence the very mechanism through which trust is
formed. Consequently, trust rationalizers affect not only the quantity of available information but, more importantly, its
interpretation, credibility, and capacity to generate coherent market expectations.
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At the same time, the findings indicate that the impact of trust rationalizers is not unambiguously positive. Their effective-
ness depends on institutional independence, accountability, competitive market conditions, and the absence of conflicts of
interest. The experience of international credit rating agencies during the 2007-2009 Global Financial Crisis demonstrated
that failures by key producers of informational signals may not only fail to reduce systemic risk but may actually amplify
it. Thus, the proposed framework explains both the stabilizing and the potentially destabilizing roles of trust rationalizers
within the financial system.

The practical significance of the proposed framework lies in its potential application to the design of financial stability
policies. For transition economies, particularly Ukraine, strengthening the independence of financial regulators, developing
auditing infrastructure, improving the judicial system, reinforcing deposit guarantee schemes, and integrating digital veri-
fication mechanisms should be viewed not as isolated institutional reforms but as complementary elements of a unified
system for building trust in the financial sector. Such an approach is particularly relevant in the context of post-war
economic recovery, where the confidence of international investors and financial institutions represents one of the key
prerequisites for capital mobilization.

Nevertheless, the study has certain limitations. The proposed framework is primarily conceptual and requires further em-
pirical validation. Promising directions for future research include the development of quantitative indicators for measuring
the effectiveness of trust rationalizers, empirical assessment of their contribution to financial stability, and the integration
of the proposed framework into models of institutional trust across different national financial systems.

CONCLUSIONS

This study develops the theoretical concept of trust rationalizers as a distinct institutional category encompassing entities
and institutions that professionally perform risk assessment, information intermediation, and transaction cost reduction in
the process of trust formation in financial markets. Unlike existing approaches that analyze individual intermediaries sep-
arately, the proposed framework integrates credit rating agencies, auditors, financial regulators, guarantee mechanisms,
professional associations, and digital infrastructures into a unified institutional infrastructure.

The principal theoretical contribution of the study is the introduction of the concept of structured trust elasticity, which
distinguishes between trust elasticity with respect to fundamental changes in risk and trust elasticity with respect to
informational noise. The findings demonstrate that effective trust rationalizers increase the market's responsiveness to
objective risk while simultaneously reducing excessive reactions to noisy and emotion-driven information. Consequently,
trust rationalizers do not simply increase or decrease trust elasticity; they improve its structure and quality, thereby
strengthening both market discipline and financial stability.

The findings further suggest that the effectiveness of trust rationalizers depends critically on their independence, account-
ability, transparency, and institutional diversity. Conversely, excessive concentration, conflicts of interest, or regulatory
capture may transform these institutions from mechanisms of stabilization into sources of systemic risk and procyclical
instability.

The proposed framework has practical implications for regulatory policy by providing a conceptual basis for strengthening
the governance of institutions that generate market signals. These findings are particularly relevant for Ukraine in the
context of post-war economic recovery and efforts to enhance investment attractiveness.

Future research should focus on developing quantitative indicators of the effectiveness of trust rationalizers, constructing
a composite index of their performance, and empirically examining the relationship between the quality of trust rational-
izers, structured trust elasticity, and financial stability.
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PALIOHAJNII3ATOPU [JOBIPU SIK IHCTUTYLINHA IHOPACTPYKTYPA ®IHAHCOBUX PUHKIB:
KOHLEMTYAJIbHI 3ACAZN CTPYKTYPOBAHOI E/IACTUMHOCTI 1OBIPU

CyuacHi ciHaHCOBI PUHKM (DYHKLIIOHYIOTb B YMOBaX MornnbneHHst iHbopMaLiMHoi acuMeTpil, WO YCKNaAHIOE CaMOCTilHe
OUIHIOBaHHA pY3KMKiB i 3yMOBNIOE AeAani 6inbLuy Aeneradito npouecy popMyBaHHS A0BipY cnevianizoBaHUM nocepeaHuKam.
Monpu 3HaYHMIA PO3BMTOK AOCHIAXKEHD Y LiapuHi (hiHaHCOBOro NocepeAHULTBA Ta IHCTUTYLLIOHAIbHOT EKOHOMIKW, Y HAYKOBIN
niTepaTypi AOCi BiACYTHS iHTErpoBaHa KoHuenuis, sika 06'eqHyBana 6 pisHi kaTeropii Takux nocepeaHuKIB y LiNiCHY iHCTU-
TYUiliHY KOHCTPYKUiO Ta NOSICHIOBasa IXHIO CUCTEMHY POnb Yy POPMyBaHHI PUHKOBUX OYiKyBaHb.

MeTolo AOCNiAKEHHS € 3aN0BHEHHS LIiEl TEOPETUYHOI MpOorasnHK WAsSXoM po3pobky KoHLUEeNLUii pauioHani3aTopiB A0Bipy,
SIKi @aBTOP NPOMOHYE PO3YMITU K CYKYMHICTb Cy6'eKTiB Ta IHCTUTYLIN, WO NpodeciMHO 3A4INCHIOTb OLIHIOBAaHHS PU3MKIB,
iHchopMaLiiHe nocepeaHULTBO abo iHLWMM YMHOM 3abe3MeUyoTb 3HUXKEHHS TPaHCaKLUIMHMX BUTPaT Y npoueci opMyBaHHS
[0BipM Ha (biHaHCOBMX pUHKax. Ha OCHOBI CTPyKTypHO-(YHKLIOHa/IbHOMO aHanisy BU3Ha4eHO (PyHKLiOHaNbHI rpynu paui-
OHani3aTopiB A0BIPU Ta PO3KPUTO TXHIO CUCTEMHY POSib Y 3MEHLLEHHI iHopMaLiMHOT acMMeTPil, CTPYKTYPYBaHHI pUHKOBMX
OuiKyBaHb | (hOpPMyBaHHi €1acTMYHOCTI A0BIpW, 30KpeEMa Yepes po3MeXyBaHHS! yHAAMEHTaNIbHUX 3MiH pU3KUKY Ta iHdop-
MaLiiHOro LyMy.

HaykoBa HOBW3Ha AOCNIMKEHHS NONSAraE y BUOKPEMEHHI ABOX CKNaA0BUX €nacTUYHOCTI A0BIpU: enacTUYHOCTI Woao dy-
HAAMeHTanbHUX 3MiH puanky (E_fund) Ta enactnyHocTi wopo iHgopmauiiHoro wymy (E_noise). O6rpyHTOBaHoO, Lo ede-
KTUBHE (PYHKLiOHYBaHHS pauioHanizaTopis A0BIpU NiABULLYE NepLly CKIa[oBY Ta OAHOYACHO 3HWXYE APYry, TUM CaMWM He
NVLLE 3MIHIOKYM IHTEHCUBHICTb, @ 1 CTPYKTYPYIOUM PUHKOBY peakLito. MpakTUYHe 3HaUYeHHS oAep)KaHUX pe3ynbTaTiB Mo-
nsarae y ¢popMyBaHHi TEOPETUYHOrO NIAIPYHTS ANS PErynsaTOPHUX pedopM, CrpSMOBaAHUX HA MOCUMIEHHS HE3aNeXHOCTI,
nig3BITHOCTI M NPO30pOoCTi pauioHanizaTopis AoBipu. Taki pecopMun € 0COBNNBO akTyanbHUMK Anis YKpaiHu B yMOBaXx Mo-
BOEHHOMO EKOHOMIYHOrO BiAHOB/IEHHS Ta MiABMLUEHHS iHBECTULNHOI NpMBabAMBOCTI KpaiHW.

Ha ocHoBi aHanisy perynsaTopHux niaxoais €eponeiicbkoro Cotosy AoBeAeHO HEOBXiAHICTb NoAaNbLIOI iIHCTUTYLOHani3aujl,
3MiLHEHHS HE3aNEXHOCTI 1 MiABWLLEHHS BiANOBIAABHOCTI iIHCTUTYLLIN, WO HaneXaTb A0 KaTeropii pauioHanisaTopis A0Bipy.
Moka3zaHo, Lo ix edpekTmBHe (DYHKLiIOHYBAHHSI € OAHIEIO 3 K/IOHOBUX NepeayMoB 3abesneyeHHs iHaHCOBOI CTabinbHOCTI.

KnrouoBi cnoBa: JoBipa, iHCTWTYLioHanisalis AOBipW, pauioHanisaTopu A0BIpM, €nacTUYHICTL AOBipY, iHdopMauiiiHa
acMMeTpis, pUHKOBa AncUMniHa, giHaHcoBa CTabinbHICTb

JEL Knacudpikauia: D82, G21, G28, L51
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