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METHODICAL APPROACHES TO THE ASSESSMENT OF THE IMPACT
OF THE QUALITY OF TRANSFORMATION PROCESSES ON THE DEVELOPMENT
OF THE FINANCIAL SECTOR

Abstract. The existing methods of separate central banks, regulators of financial markets,
international financial and credit institutions, rating agencies and consulting companies, which can
be used partially to assess the quality of transformational processes taking place in the financial
sector, are analyzed. An adequate methodical toolkit is proposed, which will allow to assess the
potential of the domestic financial sector, to identify the patterns of transformation processes, and
also to assess the impact of their quality on the functioning of financial intermediaries and to
propose appropriate mechanisms for ensuring their further development. The structural-logical
scheme of formation of criteria and system of indicators of the quality of transformational processes
in the financial sector of the country’s economy is developed.

Investigated general approaches are considered to be useful for developing a methodology
for the integral assessment of the quality of transformation processes in the financial sector of the
economy by specifying the content of the main stages and methodological approaches to the goals
and object of the research. Assessment of the quality of transformation processes in the financial
sector of the national economy is an ambiguous process. This is due to the fact that, firstly, in this
regard it can be considered as the impact of transformations on the quality of objects, and as the
quality of the transformations in particular. Secondly, transformation processes in the financial
sector of the national economy can be positive and negative; general and specific; large-scale and
minor; systematic and dotted; intensive and extensive; priority and non-priority; stimulating and
moderating; divergent; resource, technological, institutional, organizational, quality, behavioral;
timely and spatial; painful, conflict and non-conflict; and also they are made with different
expenses. Thirdly, both expected and actual results of transformation processes in the financial
sector should be assessed.

Keywords: financial sector, transformation, transformation processes, indicators of the
quality of transformation processes, methodology for assessing the quality of transformational
processes.
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METOJAUYHI NIAXO0/J1U 10 ONIHIOBAHHSA BIIVIMBY SIKOCTI
TPAHC®OPMAIIIHHUX MTPOLECIB HA PO3BUTOK ®IHAHCOBOI'O CEKTOPY

AHoTauis. [IpoananizoBaHo HassBHI METOJIMKH OKPEMHX LIEHTpPAJIbHUX OaHKIB, PEryJsiTOpiB
(GiHAHCOBUX PUHKIB, MDKHApOAHUX (DIHAHCOBO-KPEAUTHUX YCTaHOB, PEHTHHTOBUX AareHuif i
KOHCAJATUHTOBUX KOMIIaHIM, SIKI YacTKOBO MOXKHAa BHKOPHCTAaTH [JIi OIIHKKA  SIKOCTI
TpaHchopMallifHUX TpoLeciB, L0 BiAOYBalOTbCA Yy (PIHAHCOBOMY CEKTOpi. 3amporOHOBAaHO
aJICKBaTHUN METOJWYHUN 1HCTPYMEHTapid, IO J03BOJUTH OIIHUTH IOTEHIIa] BITYU3HSIHOTO
(1HAHCOBOI'O CEKTOpY, BUSABUTU 3aKOHOMIPHOCTI TpaHC(HOPMALIHHUX MPOLECIB, @ TAKOXK OLIHUTH
BIUIMB iXHBOT SIKOCTI Ha (PYHKIIOHYBaHHS (DiIHAHCOBHX IMOCEPEIHUKIB 1 3aIPOIIOHYBATH BiNOBITHI
MeXaH13MU 3a0e3MeUeHHs IXHbOI'0 MOJANIbIIOr0 pO3BUTKY. PO3p00IEHO CTPYKTYPHO-JIOTIUHY CXeMy
(dbopMyBaHHS KpUTEPIiB 1 CHCTEMH MMOKA3HUKIB SKOCTI TpaHC(HOPMAIITHUAX MPOLECIB Y (hiHAHCOBOMY
CEKTOP1 EKOHOMIKH KpaiHHu.

Po3rnsHyTi 3aranbHi MIXOAM JOUITHHO BUKOPUCTOBYBATH IJISi PO3POOJICHHS METOIUKH
IHTErpajbHOI OLIHKU SIKOCTI TpaHCPOpMaLiHUX NpoLeciB y (PIHAHCOBOMY CEKTOPI €KOHOMIKU
IIIIXOM KOHKpETH3alii 3MICTY OCHOBHHMX €TamiB 1 METOJUYHUX MPUHOMIB CTOCOBHO IIiJiel Ta
00’exta pociipkeHHs. OLiHIOBaHHS AKOCTI TpaHCc(OpMaLiiiHUX MPoLECiB y (piHAHCOBOMY CEKTOpi
HAI[IOHAJTbHOI €KOHOMIKH — TMPOIIEC HEOJHO3HAYHHM, OCKLIBKH, MO-TIEpIIe, Y IbOMY IUIaHI HOTO
MOXHa PO3MISINATH SK BIUIMB 3IMCHIOBAHMX TpaHcopMalliii Ha SKICHHUH cTaH 00 €KTIB, MIO
MiJ1al0Thcsl iXHBOMY BIUTMBOBI, Tak 1 SK SKicTh TpaHchopmaniid sk Takux. llo-gpyre,
TpaHchopMarliifHi mporecn y (iHAHCOBOMY CEKTOpl HAamioOHAJbHOI E€KOHOMIKH MOXYTh OyTH
MNO3UTUBHUMM 1 HETaTUBHUMH; 3arajJlbHUMH, KOHKPETHMMHU 1 cnenu(iuHUMM; MacluTaOHUMHM 1
HE3HAYHUMH, CHCTEMHHMH 1 TOYKOBHMH; IHTCHCUBHUMH I EKCTCHCUBHUMH, TPIOPUTCTHUMH 1
OPYTOPAAHUMHU; CTUMYJBOBAHUMH 1 CTPUMYBAHHUMH; PI3HOCIPSIMOBAaHUMM; PECYPCHUMH,
TEXHOJIOTTYHUMH, IHCTUTYIIOHAIBHUMH, OpPTaHI3alliiHUMU, [IIHHICHIMH, TTOBEAIHKOBUMH; y Yaci i
MIPOCTOPOBUMHU; OONICHUMH, KOHPIIKTHUMH 1 HEKOH(QIIKTHUMH, a TaKOXK BiAOYBaTHCS 3 PI3HUMH
BuTpatamu. [lo-Tpere, OIIHII MarOTh MUIATaTH SIK OYIKyBaHi, Tak 1 (paKTHUHI pe3yJbTaTH
TpaHchopMaIiiHUX Tpo1eciB Y (HiHAHCOBOMY CEKTOPI.

Kntouoei cnoea: GdinancoBuii cexktop, TpaHchopmaris, TpaHcopmariiitHi TporecH,
MOKa3HUKU SIKOCTI TpaHC(POPMAIIMHUX MPOIECiB, METOAMKA OI[IHKH SIKOCTI TpaHCHOpMAIiHUX
IPOIIECIB.

®dopmyr: 6; puc.: 1; Tadmn.: 0; 616:.: 15.

Introduction. Current development trends of the domestic financial intermediaries are
determined by the efforts of foreign financial institutions, as well as changes in the quality of
transformation processes in the financial sector (FS). Thus, the issue of improving its financial
stability, competitiveness, institutional efficiency and functional safety is currently of great interest.
To consider this problem, it’s necessary to develop adequate methodical toolkit for assessing the
domestic financial sector potential, identifying the patterns of transformation processes, assessing
the impact of their quality on the financial intermediaries functioning and proposing the appropriate
mechanisms for their further development.

Literature Review and Problem Statement. The theoretical and methodological basis for
assessing the quality of transformation processes of financial security of national economy is
complex, multidimensional and interdisciplinary. The issue of assessment of the quality of
transformation processes in general and in the FS of the national economy, its segments and
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financial institutions in particular, is considered by the following Ukrainian and foreign researchers:
V. Arkhipova, L. Bertalanffy, Z. Bodie, O. Brizhak, O. Getman, 1. Goloshchapova, O. Ermolenko,
S. Erokhin, A. Ize, E. Karpunina, N. Korneva, L. Kryukov, K. Lazarchuk, S. Lyubimtseva,
A. Maksimov, R. Merton, A. de la Torre, E. Feyen, S. Huntington, A. Tsarkov, V. Shimov and
others.

In the scientific literature various methodological approaches, which are mainly concerned
with the issues of assessing the functioning of the banking system as a component of the financial
sector, as well as the activities of banking institutions and other financial intermediaries on micro-
level, are considered. These works are specifically based on an assessment of banks financial
position, stability and reliability. They differ in the sources of information, coverage of the financial
and credit activities areas, the environment of its implementation, types of used indicators, toolkit,
assessing technologies etc. However, nowadays these is no single approach to assessing the impact
of quality of the transformational processes on the development of the financial sector and the
appropriate system of indicators.

The purpose of the research is to determine the complex of theoretical, methodological and
practical issues of assessing the quality of transformation processes in the FS of the national
economy.

Results of the Research. Financial sector functioning is currently assessed by individual
central banks and financial market regulators, as well as by international financial institutions,
credit rating agencies and consulting firms. However, their techniques, for instance, the IMF
methodology, are generally focused on assessment the financial stability indicators (adequacy and
structure of capital, asset quality, liability structure, profitability, risk, liquidity). Non-financial
indicators and experts’ evaluation for reflecting the quantitative and qualitative characteristics of
transformational changes in the FS adequately, are practically not used. There are also integral
indicators of competitiveness (financial market development index, level of financial development),
which are calculated according to the methodology of the World Economic Forum (WEF) and
International Institute for Management Development (IMD). However, they are more relevant to the
financial markets and do not give a full understanding of the impact of transformation processes on
the FS functioning.

Furthermore, they cannot be fully used to assess the quality of transformation processes of
the FS of different countries. Due to their objectives, they cover certain aspects of the functioning of
the FS, primarily financial ones, and contain lists of indicators that is not fully relevant to the
objectives of our research [2].

Also, the above-mentioned techniques have specific disadvantages. Firstly, they consider a
limited number of factors. Only the impact of internal information is covered according to available
techniques. Secondly, insufficient presentativity of indicators is given, as a number of techniques
involve the use mainly quantitative characteristics of FS. Thirdly, if there are qualitative non-
financial indicators, their values are got from experts’ evaluation, that makes them subjective. Also
it’s similar to calculating the integral indicators, where experts’ evaluation is used to determine the
weight of partial indicators in the integral one. Fourthly, the techniques are static, as only one
period data is used. This allows to estimate the current state of the object of study, but it does not
reflect its dynamics. Fifth, the methods are not-transparency. This makes the principle of calculating
the results of the assessment incomprehensible. Sixth, the limitations of the techniques with regard
to the use of confidential information makes their using impossible for all interested party.

Due to the large number and diversity of available indicators that characterize the
functioning of the financial sector, analyzing the impact of the quality of transformation processes
on its state requires their prior systematization to ensure comprehensive consideration and
assessment of such impact.

The techniques used by rating agencies and consulting companies typically include not only
financial indicators (capital adequacy, liquidity, asset quality, liability structure, risks and
profitability), but also non-financial indicators of the bank’s market position (indicators of financial
transparency, access to financial services etc.). Therefore, indicators are divided to rating and
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scoring according to the method of formation, that allows to calculate integral indicators. Scoring
indicators can be presented in the form of partial indicators composition. Therefore, according to
the coverage, indicators can be classified as general and partial. At the same time, using the partial
indicators allows to find out both dominant and critical positions of the FS in certain areas of its
functioning, which is necessary for the formation of a mechanism for improving the quality of
transformation processes.

The final integral assessment should consider the key factors and criteria that shape the
quality of transformation processes in the financial sector, and also it should reflect the assessment
of the major aggregated parameter groups.

In turn, these criteria can be expressed by a number of quantitative and qualitative
indicators. In addition, qualitative indicators should reflect the quantitative and qualitative
characteristics of the FS most accurately and completely, as the results of the assessment depend on
the ability of indicators express the essence of the investigated phenomena adequately.

Thus, the system of indicators of the quality of transformation processes in the financial
sector of the country’s economy is ordered by the appropriate criteria. Each indicator according to
relevant criteria gives a quantitative or qualitative description of the financial sector, that has
reporting and divisional properties, linked to other indicators but doesn’t duplicate them.

Each indicator should be calculated on the basis of statistics using the appropriate formulas.
The number of indicators for assessing the quality of transformation processes in the financial
sector should be minimum, so the system still be not too cumbersome. Also it allows to make
relevant comparisons between different countries.

In general, the scheme of formation of criteria and indicators of quality of transformation
processes in the FS of the country’s economy is given in Fig.

‘ General Level of Quality of Transformation Processes in the FS ‘
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Fig. The structural-logical scheme of formation of criteria and indicators of quality

of transformation processes in the financial sector of the country’s economy
Source: [3, p. 129].
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Such system of indicators includes: fractional and partial indicators, that characterize the
transformation processes in the FS with regard to the level of its financial stability, competitiveness,
institutional efficiency, information transparency and security of operation; general (integral)
indicator of the quality of transformation processes in the FS of the country’s economy.

The last indicator characterizes the ability of the FS of the country’s economy to maintain its
position currently and to a long-term perspective. Two methods are mainly used to determine it:
Euclidean distance method and method of calculating the sum of weighted partial indicators of
quality of transformation processes in the FS. The first method gives an illustrative analogy
between the quality of transformation processes and the relative distances in the Euclidean space.
This method is appropriate to use in conditions of low variation of all estimated indicators values.
The second method permits to make a comparison in each group of indicators and determine their
contribution to the formation of a general indicator of quality of transformation processes in the FS
of the country’s economy. The disadvantage of these methods is the complexity of interpreting the
change in the integral indicator. Also interconnection between partial and integral indicators is the
most possible to identify by the construction of regression dependence. It enables to identify the
level of impact of the individual components on the general assessment and determine the most
important components or factors of impact.

An important point is to make all indicators compared. It can be possible by converting them
into qualitative analogues and aligning to a common basis that is determined according to the given
levels of the quality of transformation processes in the FS economy. The formula for qualitative
analogues calculation can be written as:

ui:(Xf‘Xmm)'(N_Dﬂ, (1)
Xmax_Xmin

where u; — the value of qualitative analogue of the i-th indicator of the quality of transformation
processes; X;— the value of the i-th indicator of the quality of transformation processes; Xmin, Xmax
— minimum and maximum value of the i-th indicator of the quality of transformation processes,
respectively; N — number of levels of the quality of transformation processes.

The number of given levels of quality of transformation processes is determined by the
nature of the problem considered. According to the objectives of our research, 5 levels of the quality
of transformation processes in the FS are distinguished: low; level below average; average; level
above average; high [4]. Converting indicators into qualitative analogues is realized by
decomposing the range of each indicator values into a certain number of intervals. The indicator of
the quality of transformation processes belongs to the interval corresponding to the limits of a
certain level in the accepted scale.

The integral indicator is calculated by the formula:

Qq :Z(ui ‘di)’ (2)

where O, — summary weighted assessment of the quality of transformation processes in the FS; d;
— coefficient of significance of the i-th indicator.

Grouping indicators by their degree of dependence on impact of internal or external factors
of the FS, integral assessment of the quality of transformation processes is calculated by the

formula:
Qq:Z(ui'dex)-'_Z(uj.din)’ (3)

1

where u; — the value of indicators that reflects the impact of internal factors on the quality of
transformation processes; u; — the value of indicators that reflects the impact of external factors on
the quality of transformation processes; d.., di;, — coefficients of significance of external and
internal factors, respectively.

Grouping indicators characterizing the partial criteria of the quality of transformation
processes in the FS, the formula of calculating the integral indicator can be written as:

Q(I = Qﬁn + Qcomp + Qinst + Qinf + Qsec, (4)
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where Qj, — the value of financial stability criteria; Qcomp — the value of criteria of
competitiveness; O,y — the value of institutional effectiveness criteria; Q;,r — the value of
information transparency criteria; Q.. — the value of criteria of financial security of the financial
sector, respectively.

As each of the partial criteria for the quality of transformation processes in the FS can be
expressed by a number of indicators, the value of the partial criterion is, in turn, calculated as the
sum of the values of the indicators that characterize it, weighted with regard to their significance. In
this case, the integral indicator is calculated using the following formula:

Qq = Z(ufin ' dfin) + Z(ucomp ' dcomp) + Z(Uinst ’ dinst) + Z(uinf ’ dinf) + Z(usec ' dsec)a (5)

where ufin, Ucomp, Uinst, Uinf, Usee — the values of indicators characterizing the criteria of financial
stability, competitiveness, institutional efficiency, information transparency, financial security of
the FS, respectively; dhn, deomp, dinst, dint, dsee — coefficients of significance of indicators
characterizing the criteria of financial stability, competitiveness, institutional efficiency,
information transparency, financial security of the FS, respectively.

One of the important conditions for the integral assessment correctness is the choice of the
ways of indicators aggregating, which are included to the basis of its calculation. If weighted
indicators are determined arbitrarily, without sufficient theoretical or empirical justification, the
results of the integral assessment can be incorrect. The method of experts’ evaluation, that is often
used to determine weighted indicators, is related to significant time-consuming. It also depends on
the experts’ competence and, as it was mentioned, is subjective. To minimize the risk of subjective
and incorrect estimates, we propose to use a methodical technique, based on the application of the
information entropy formula by KE Shannon to determine the significance of indicators of the
quality of transformation processes in the FS [5]:

1
H= Zpklog —, (6)

kj Py
where H — amount of information; p; — probability of the k-th event.

The formula can be used to determine the distribution of values for each indicator, if the
relative frequency of random value (assessment) occurrence for each indicator is used instead of
probability. Thus, all the characteristics have their value. As a result, this approach is used to reflect
occurring changes adequately according to changes of characteristics over time and, accordingly,
changes of their significance.

Conclusion. Investigated general approaches are considered to be useful for developing a
methodology for the integral assessment of the quality of transformation processes in the FS of the
economy by specifying the content of the main stages and methodological approaches to the goals
and object of the research. Assessment of the quality of transformation processes in the FS of the
national economy is an ambiguous process. This is due to the fact that, firstly, in this regard it can
be considered as the impact of transformations on the quality of objects, and as the quality of the
transformations in particular. Secondly, transformation processes in the FS of the national economy
can be positive and negative; general and specific; large-scale and minor; systematic and dotted;
intensive and extensive; priority and non-priority; stimulating and moderating; divergent; resource,
technological, institutional, organizational, quality, behavioral; timely and spatial; painful, conflict
and non-conflict; and also they are made with different expenses. Thirdly, both expected and actual
results of transformation processes in the FS should be assessed.
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