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Abstract: The economy of post-Soviet countries has its own specifics, including those related
to the development of the financial system and the financial intermediation market. Based on
the results of a study, the author has identified a problem associated with the lack of sound
tools that could be used to improve the efficiency of the financial intermediary market. The
main directions of such a process are mobilization of savings, distribution of financial assets,
payment system, risk management and control over market agents involved in financial
transactions. The digital or cyber-social approach proposed by the author involves the use of
innovations in the financial market, expanding the accumulated pool of knowledge and
increasing the intellectual capital of financial intermediaries, and the active use of information
and communication networks to perform various financial transactions and provide financial
services. The unique characteristics of financial intermediation development in former USSR
countries are determined by the emerging type of economy, characteristic of many states, which
causes an insufficient degree of development of traditional forms of financial intermediation,
the use of specific tools, such as Islamic finance, and poor penetration of digital technologies
into the economy.

Keywords: population welfare; invention; cyber-social approach; strategizing; financial
intermediaries; involvement effect

1. Introduction

Having entered a new stage of their development, former Soviet Union countries
are faced with several problems and challenges, but at the same time it is opening
opportunities and prospects. Global crisis phenomena, as well as sanctions from
Western countries in connection with the Russian military operation in Ukraine, have
led to the actual isolation of the financial systems of Russia and Belarus from
developed financial markets. This situation has an impact on the well-being of the
population in the countries under consideration. Which, in turn, given the enormous
influence of the Russian economy on the region, has a multidirectional impact on the
population of post-Soviet countries. One of the ways to correct the situation could be
financial intermediation, which, by improving the financial environment, could
stimulate production and, as a result, improve people’s lives.

There are many theoretical works emphasizing the connection between the
degree of advancement in financial intermediation and the welfare of residents
(Cavallaro and Villani, 2022; Musabeh et al., 2020; Turyan, 2023b).

Numerous researchers underscore the significance of central banks in the
functioning of the financial system (Singh, 2023; Uglitskikh et al., 2017). However,
the evolution of financial intermediation has led to the increased role of a decentralized
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system in which the equalization of the supply and demand of funds occurs within an
extended chain of credit intermediation (Castro-Iragorri et al., 2021; Cetorelli et al.,
2012; He and Li, 2021).

We agree (Pishchulov, 2021) that financial institution specialization as they
facilitate the flow of funds can impact the transaction speed within economy. This, in
turn, has implications for economic growth and the overall welfare of the population.

In the context of transforming economies, financial intermediaries play distinct
roles compared to those in established financial systems. In developing financial
markets, financial intermediation should be geared toward stimulating active
economic growth. Achieving this goal necessitates the utilization of innovative tools
and the establishment of effective public-private partnership mechanisms.

According to Pischik (2016), the development of financial markets in developing
countries can benefit from a greater emphasis on both the insurance market and the
securities market. Meanwhile, Pisarenko highlights the significance of specialized
financial institutions, specifically financial conglomerates (Pisarenko and Chernova,
2015). In our view, a comprehensive approach to fostering financial intermediation
institutions is essential. This includes the development and strengthening of entities
such as investment funds, financial cooperatives, and pension funds.

It should be noted that the modern realities of the development of financial
intermediation are associated with the development of new decentralized forms, which
are represented by tools based on blockchain technologies. Decentralized finance has
a special transaction mechanism that is fundamentally different from traditional
centralized flows managed by an intermediary guarantor. Decentralized finance allows
transactions to be anonymous and opaque for every participant involved. Many
questions arise that need to be resolved theoretically and practically: how effective the
use of decentralized finance in the markets of emerging economies is; how the use of
decentralized finance affects the well-being of the population; what the role of
government regulation in the market of new financial services should be, etc.

2. Materials and methods

The methodological approach of this study is built on several theoretical
frameworks, including institutional theory, systems analysis, and the cyber-social
approach. These frameworks provide different perspectives on how financial
intermediation can influence the welfare of populations in post-Soviet countries.
However, these perspectives have not yet been fully explained or integrated. This
section will explore relevant studies to clarify these connections and propose a unified
theoretical framework to address the research question.

Institutional theory examines how institutions—defined as formal and informal
rules, norms, and practices—shape economic behavior and outcomes. Hodgson (2006)
and North (1990) have highlighted the critical role of institutions in economic
development, arguing that well-functioning institutions reduce transaction costs,
mitigate information asymmetry, and build trust among market participants. In the
context of financial intermediation, institutions play a key role in determining the
efficiency and effectiveness of financial markets (Diamond, 1984; Levine, 2002).



Journal of Infrastructure, Policy and Development 2024, 8(16), 10681.

In post-Soviet countries, the institutional landscape is marked by the transition
from centrally planned economies to market-oriented systems. This transition has
brought about significant institutional challenges, including weak legal frameworks,
low levels of trust in financial institutions, and the persistence of informal practices
(Magyar and Madlovich, 2020). Addressing these institutional weaknesses is crucial
for developing efficient financial intermediation systems that can enhance population
welfare (Pishchulov, 2021; Uglitskikh et al., 2017).

Systems analysis provides a holistic framework for understanding the
interactions between different components of the financial system, including banks,
non-banking financial institutions, regulators, and markets. This approach is valuable
for examining how systemic risks are managed and how financial stability is
maintained within an economy (Cetorelli et al., 2012, Kim et al., 2023). Systems
analysis also allows for the exploration of feedback loops, where changes in one
component of the system can have significant ripple effects throughout the entire
financial system (Minsky, 1986).

In the context of post-Soviet countries, the application of systems analysis is
particularly important given the transitional nature of their economies. Gatti et al.
(1994) emphasized the need to understand systemic vulnerabilities in developing
financial systems, where regulatory frameworks and institutional capacities are still
evolving. This study will apply systems analysis to explore the complex interactions
within the financial systems of post-Soviet countries and their implications for
economic growth and welfare.

This study also draws on methods from economic, social, and psychological
research to understand the behavior of financial market participants and the broader
socio-economic context. Financial literacy, for example, is a critical factor influencing
how individuals engage with financial institutions and utilize financial products.
Higher levels of financial literacy are associated with better financial decision-making
and greater financial inclusion, both of which contribute to improved population
welfare (Collins and O’Rourke, 2010; Lusardi and Messy, 2023; Sudakova, 2018).

Moreover, social and psychological factors, such as trust in financial institutions
and prevailing social norms, significantly influence the effectiveness of financial
intermediation (Mhlanga, 2022). In post-Soviet countries, the legacy of centralized
control and the recent transition to market economies have created a unique socio-
economic environment where these factors are particularly relevant (Artemieva, 2020).

The cyber-social approach focuses on the role of digital technologies and cyber-
social innovations in transforming financial systems. While relatively new, this
approach has gained attention in the literature on decentralized finance (DeFi) and
blockchain technologies, which suggest that these innovations can disrupt traditional
financial systems by offering more efficient, transparent, and inclusive financial
services (Piketty, 2014; Turyan, 2023a, 2024).

For post-Soviet countries, the adoption of cyber-social technologies presents an
opportunity to address some of the institutional weaknesses identified earlier. Digital
innovations can enhance transparency, reduce transaction costs, and increase access to
financial services, particularly in regions where traditional financial institutions are
underdeveloped (Musabeh et al., 2020). However, the studies also point to the risks
associated with these technologies, such as increased financial volatility and
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regulatory challenges (Caprio, 2013; Kaur et al., 2023; Kindleberger and Laffargue,
1982; Zetzsche et al., 2020).

To unify the various theoretical approaches discussed, this study adopts
Institutional Economics as the overarching theoretical framework. Institutional
Economics provides a comprehensive lens through which to analyze the development
of financial intermediation by integrating institutional theory, systems analysis, and
the cyber-social approach.

This framework allows for:

1) Institutional Analysis: Investigating how institutional structures in post-Soviet
countries influence financial intermediation and its impact on welfare.

2) Systems Integration: Applying systems analysis to explore the interactions
between different components of the financial system within the institutional context.

3) Behavioral Insights: Incorporating economic, social, and psychological
research to understand how individuals and institutions behave within the financial
system.

4) Technological Innovation: Examining the role of cyber-social technologies as
institutional innovations that could transform financial intermediation in transitional
economies.

By utilizing Institutional Economics, this study will provide a comprehensive
analysis of how financial intermediation in post-Soviet countries can be developed to
enhance population welfare, considering both traditional institutional factors and
modern technological innovations.

3. Results and discussion

The concept of a model for the enhancement of financial intermediation
institutions in former Soviet countries should be based, first, on the principles of the
evolution of economic institutions. In this case, one should consider not only the
formal instruments for developing the market of financial intermediaries, but also a
deeper institutional level, which, from the point of view of Hodgson and Knudsen
(2004) includes the “mindset and behavior” of market players.

The author proposes to use a modern, digital approach when developing a model.
It seems appropriate to include in the scientific apparatus of this study the term
“invention,” which Popov and Vlasov (2013) propose to use as a designation for new
ideas obtained during fundamental analysis and applied scientific research. The model
for the development of financial intermediation institutions, designed by the author, is
an innovation that will stimulate the development of the financial market to increase
the welfare of the population of post-Soviet countries. The innovation in advancing
financial intermediaries entails the digital transformation of economic systems. When
modeling the evolution of financial intermediation institutions, it’s advisable to
initially define the concept of the financial market, as it will serve as the foundation
for modeling the system of financial intermediation institutions later (Figure 1).
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Figure 1. Preliminary stage of developing a model for the development of financial
intermediation institutions in post-Soviet countries.

The preliminary stage of model development, as a first step, includes an analysis
of the institutional environment, which includes research into institutional factors in
the development of the financial market, diagnostics of the current conditions for the
development of the financial market and the actual level of development of financial
institutions. As mentioned earlier, both formal and informal levels of the institutional
environment should be included in the research context.

At the first stage, research work is carried out in several directions (Figure 2).

1. ANALYTICAL STAGE
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Figure 2. Scheme of the analytical stage of developing a model for the development of financial intermediation

institutions in post-Soviet countries.
Source: Compiled by the author.

Therefore, a list of essential tasks has been outlined, constituting the analytical
phase of developing a model for the advancement of financial intermediation
institutions in post-Soviet countries. Let’s now take a closer look at some
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methodological aspects that, according to the author, should be considered within the
framework of this stage.

At the stage of analyzing the dynamics of economic growth, the correlation of
national and global dynamics should be tracked; the correlation of the stages of
economic development is also important. When it comes to modeling the structure of
financial markets, the risk of so-called “financial bubbles” should be minimized, in
the light of using the ideas of Gatti et al. (1994). The dynamics of economic growth
determine the current stage of development of the country’s economy in terms of the
economic growth period.

The strategic objectives of ensuring economic growth in a federal structure
include smoothing out disproportions in the development of regions and balancing
economic development in the spatial model. Impacts on the territorial proportions of
economic activity are carried out by methods of government regulation, which do not
always provide the necessary results. For example, Kolomak (2014) in his publication
substantiates the ineffectiveness of state intervention in the regional development of
the country by generating “growth points”; a more workable policy, in the author’s
opinion, is to smooth out regional imbalances. In our opinion, Kolomak’s conclusions
can be challenged by citing as an example the successful experience of creating
“growth points” to attract global finance, accumulated in Singapore, Hong Kong,
offshore jurisdictions, etc.

When tracking the dynamics of economic growth, at present, it is necessary to
consider some aspects related to sustainable development. New trends in global
financial institutions when choosing counterparties are associated with considering not
only profitability factors, but also greater attention to climate and environmental risks.
The redistribution of global financial flows already considers the basic guidelines laid
down in the Paris Climate Agreement (UN Framework Convention on Climate Change,
2015).

As part of this stage, from the analytical perspective, it is necessary to assess the
degree of openness of the market economy, which, according to Grinberg (2015),
largely determines the prospects for development, including the financial market.

When assessing the well-being of the population, it is proposed to use the human
development index as the main parameter, as an integral indicator of the socio-
economic well-being of the population. It should be noted the importance of
diagnosing the financial literacy factor to assess the degree of population preparedness
to work with new financial instruments.

The level of financial literacy of the population determines the activity of using
various financial instruments, which, in turn, affects the intensity of financial flows.
The relationship between the financial literacy of the population and the degree of trust
in financial institutions is also substantiated in scientific literature (Artemieva, 2020).
As a result, we can say that there is a correlation between financial literacy and the
level of well-being of the population.

Based on the diagnostic results, the current financial market model is determined.
The model may have features of several types of markets and can be a mixed one.

The actual model of the financial intermediaries’ market is derived from the
financial market model. It includes defining the role of the financial regulator, market
configuration, structural configuration of the market, determining the importance and
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degree of development of various types of intermediaries. As part of constructing a
model of the market for financial intermediaries, the types of relationships and
interactions between market participants are determined.

Based on risk diagnostics, limiters are determined that set the boundaries for the
development of the financial intermediary market. The limitations are the institutional
framework, the peculiarities of the population’s mentality, etc. We are discussing
boundaries that cannot be circumvented in short or medium term, while still
considering the use of government intervention tools in the economy. An example of
such limitations may be the level of public trust in a certain kind of financial
intermediary, as well as the level of financial literacy. In a few countries of the former
USSR, for example, Uzbekistan, Tajikistan, there are still traditions that do not allow
girls to receive higher education; accordingly, the level of financial literacy among the
entire population cannot be increased to the same extent as in other countries where
there is no such approach to education of girls.

When considering institutional factors in the development of the financial market
of former USSR countries, one should consider the opinion of Magyar and Madlovich
(2020), who emphasize the importance of the post-Soviet countries’ institutional
structure formation with the lack of an initial separation of three spheres - politics,
business, and public activity. We consider the position of the mentioned authors, who
tend to see deep civilizational roots in the problem under consideration, to be correct.
During the Soviet regime, a discipline was formed, referred to as the institution of
“power-property,” which, after the collapse of the union states, was initially preserved
only in some countries that did not carry out full-scale privatization (Uzbekistan,
Turkmenistan, Belarus). With the development, in most countries of the post-Soviet
territory the discipline of power-property was again restored, which now took various
forms from oligarchic (Russia, Ukraine, Moldova, Georgia) to bureaucratic (Armenia,
Azerbaijan, Kyrgyzstan, Kazakhstan).

Legal factors for the development of financial markets are summarized in Table

Table 1. Prerequisites for choosing a financial market model based on local nstitutional conditions.

Country Selection factors
Azerbaijan The presence of a large share of foreign capital, Islamic banking began to develop.
Armenia High share of the banking sector.
Belarus The use of the continental financial market model has small impact on the economic situation of the country.
Kazakhstan ~ Dependence of the financial sector development on the oil market, active development of the stock exchange.
Kyrevzstan Insufficient activity in the development of the financial market, the active development of Islamic banking is enshrined at the
yrey legislative level.
Uzbekistan ~ Underdevelopment of the institutional framework and the securities’ secondary market.
o Islamic banking began to develop; provisions regulating Islamic banking, microfinance organizations and credit unions were
Tajikistan . I
enshrined at the legislative level.
Uszbekistan Islamic banking has begun to develop; there are problems with the high level of the shadow economy and the high prevalence

of cash circulation.

Turkmenistan Poor development of the financial market, high degree of dependence on international credit structures.
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Table 1. (Continued).

Country Selection factors
High dependence on external borrowings and poor development of financial intermediation, high degree of dollarization of the
Georgia economy, small range of financial services, limited access to finance for small businesses, active development of digital
technologies.
Weak development of financial intermediation, insufficient activity of private investors, low liquidity of the banking sector,
Moldova .
high dependence on IMF funds.
Estonia High degree of banking intermediary services in the financial market, active use of new technologies: blockchain, etc.
Latvia Highly concentrated bank capital, high speed of banking operations.
Lithuania Active development of the fintech sector, use of blockchain technologies.
Russian . L . . .
Federation Impact of sanctions, high inflation, high degree of uncertainty.

The level of corporate governance plays a significant role in the activities of
financial institutions; it determines the risk level of using various instruments. When
assessing corporate governance in the banking sector, it is important to consider the
stakeholder approach. It is necessary to ensure a balance of interests of all stakeholders.
At the diagnostic stage, the main aspects that determine the effectiveness of corporate
governance are subject to assessment: organizational management structures,
information systems, degree of openness, governance, motivation system, etc.
Bloomfield (2013) rightly believes that when assessing corporate governance, it is
necessary to include a historical factor in the analysis.

Corporate governance now reflects the concept of sustainable development, here
we are talking about the so-called “green” securities of corporations. Corporate
governance can influence the investment climate; here we agree with the opinion of
several authors (Pivovarov and Ostrovsky, 2020), since western investors are currently
paying great attention to the social component of assets when making investments.
From our point of view, the role of the social factor in securities is overestimated, but
since this trend occurs, it should be considered.

Considering the level of corporate governance in the EAEU (Eurasian Economic
Union) countries, it should be noted the lack of an institutional framework in some
countries, for example in Armenia, while in Kyrgyzstan and Russia corporate
governance standards are enshrined at the national level by financial regulators.

The stage of determining the strategic vision of the financial market (strategizing)
includes several phases, which contain assessing the possibilities of using standard
models, defining strategic development goals, and modeling the future structure of the
financial intermediary market (Figure 3).
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Figure 3. Scheme of the strategizing stage when developing a model for the development of financial intermediation
institutions in post-Soviet countries.

Source: Compiled by the author.

At this stage, the strategic

guideline for the future development model is

determined, and the directions for growth of the financial intermediary market for the

future are established.

At the second stage, the actual choice of the financial market concept occurs.

When choosing a concept or type

of financial market for the development model of

financial institutions, it is necessary to consider the target setting, that is, the focus on

the welfare of the population.

The main analysis parameters are presented in Table 2.

Table 2. Parameters for choosing the type of financial market.

Options Bank-centric type Multicentric type
Accumulation of information about market entities in
banking structures increases the efficiency of corporate It can ensure rapid growth in the market due to
governance (Diamond, 1984). various intermediary structures, allowing you to
Advantages Enhanced ability to manage liquidity and intertemporal raise funds on various options for alternative
risk to stimulate economic growth (Levine, 2002). lending conditions.
The banking sector acts as an incentive for investment in ~ Development of competition in the market.
production development.
Strong dgpel?dence on the state, the possibility of market Insufficient use of private capital to finance
Flaws monopolization.

Countries where the model
could be effective

Difficulties in using new financial instruments.

Armenia, Belarus, Kazakhstan, Estonia, Latvia.

investment projects.

Azerbaijan, Tajikistan, Kyrgyzstan, Uzbekistan,
Russia, Moldova, Lithuania.

Currently, there are several

types of financial market models. First, models

should be assessed in terms of the bank participation degree. In this regard, bank-
centric and multi-centric types of financial markets are differentiated.
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One can note the opinion of Stiglitz, who advocates a banking model of the
financial market, justifying his position by reducing information costs (Stiglitz, 1985).
This opinion is quite reasonable, but other parameters must be considered.

An undoubted advantage of the banking model of the financial market for
developing countries is the stimulation of real investments in strategic sectors of the
economy. Private investors are not motivated to invest in these areas. On the other
hand, the bank-centric type of financial market does not provide an incentive to
introduce alternative financial instruments based on new technologies. An example is
the United States, where the financial market tends to be multicentric; the development
conditions in such a market make it possible to use stock market mechanisms to
implement high-tech innovative projects.

When determining the type of financial market, one should consider the model
of the financial system, for example, the United States belongs to the market-oriented
type, and Germany uses a bank-oriented type of financial system. A competitive
financial system has weak potential in conditions of incomplete or underdeveloped
markets, therefore, when choosing such a system, these risks should be assessed.

A big advantage for developing financial markets is the ability of a bank-based
system to accumulate a large volume of funds from private investors.

National characteristics of the financial market are determined based on the
results of the research stage. Standard models are complemented by national specifics,
which will allow more effective use of the designed model for regulating the financial
market.

While formulating the national characteristics of the financial market, it is
necessary to determine the degree of information openness. In this case, maximum
openness will not always provide a high degree of stability and certainty. On the
contrary, some authors have proven an inverse relationship, when an increase in the
volume of information provokes price fluctuations, which ultimately increases market
instability and risks (Laffont, 1985).

On the other hand, the small amount of information available to investors, as, for
example, in Germany, allows one to doubt the possibilities of increasing profitability
in such conditions.

In our opinion, the multicentric model has ample opportunities to stimulate the
expansion of innovative development, which is necessary for the developing markets
of post-Soviet countries. Only in this way can a leap in economic dynamics be ensured.
Under a bank-centric model, innovation in the financial intermediary market will be
constrained.

Strategic directions for the development of financial intermediation institutions
are presented in Table 3.

10
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Table 3. Strategic directions relevant for national financial markets.

Country Targets for the development of the financial market
Agerbaiian Development of Islamic banking, reduction of corruption, growth of capitalization in the banking sector, reduction of cash
) turnover.

Armenia Reducing dollarization in the economy, bringing the stock and real sectors closer together, intensifying the development of non-
bank financial intermediaries.

Belarus Activation of digital transformation, transition to digital banking, development of public-private partnerships in the financial
sector, use of financial conglomerates.

Georgia Formation and development of an independent financial market, relying on the national banking system; active implementation

& of cyber-social ecosystems in the financial market.

Kazakhstan  Reducing the dependence of the financial market on the oil sector, stimulating private investment and innovative financing.

Kyrgyzstan ~ Development of Islamic banking and other alternative non-banking institutions.

Russia Development of public-private partnerships in the financial sector, use of financial conglomerates.

Tajikistan Development of Islamic banking, activation of the non-banking market of financial intermediaries.

Ugbekistan Development of Islamic banking, activation of remote banking, minimization of cash turnover, reduction of the share of

problem debt.

Turkmenistan Formation and development of an independent financial market, relying on the national banking system.

Summarizing the results of the study of promising directions for the development
of financial intermediation institutions, we can highlight trends and promising
mechanisms.

One should agree with the opinion of Arzhaev that the Eurasian Development
Bank (EADB) can become a tool for balancing financial systems and providing
incentives for financial intermediation (Arzhaev, 2022). The EADB, as an integrating
mechanism in the financial intermediation market of post-Soviet countries, can
perform the following functions:

e  Provide investment funds to countries that, for political reasons, are denied from
the access to the markets of many developed countries (Russia, Belarus);

e  Deepen Eurasian integration on the basis of the EAEU, which will contribute to
the development of regional financial intermediaries;

e Stimulate the exchange of information competencies, ensuring technology
transfer in the field of financing.

Development tools are shown in Figure 4.

Development tools

| [
formation of an up- development of the
to-date reaulato P use of alternative secondary market for
frame\%cl)rk Y mechanisms (for example, government and
Islamic banking) municipal bonds
transparent s |1 o
conditions for withdrawal of funds .
everyone, protection from shadow ﬁnz:;l{m:lgsnizga;ket
of investor rights circulation P

Figure 4. Universal tools for the development of financial intermediaries for post-

Soviet countries.
Source: Compiled by the author.

11
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Islamic banking needs to be promoted by launching the market for Islamic swaps,
repo, and bonds.

Kazakhstan’s integration of Islamic finance has diversified investment streams
and reduced reliance on traditional banking, directly impacting household income
stability. Kazakhstan’s promotion of Islamic finance offers insights into culturally
adaptive financial solutions that drive investment and stability. Such examples
highlight the potential of tailored approaches to financial intermediation.

The stock exchange market can be expanded through securities issued in Central
Asia.

A promising institute is market makers, whose goal is to organize trade and
maintain a certain level of demand.

The following tactical measures for a universal strategy for the development of
financial intermediaries are also proposed (Figure 5).

Directions of development

development of
intermediaries available
on the market

formation of new
intermediary structures

strengthening
national investment| || Private investment licensing || training of market
companies | funds requirements participants
expansion of the establishing
investment range of services | partnerships with
banks fintech companies

Figure 5. Tactical objectives of the strategy for the development of financial

intermediaries for post-Soviet countries.
Source: Compiled by the author.

Let us first consider the opportunities that present themselves for the economic
systems of post-Soviet countries if they follow the general guidelines shown above:
1) The development of modern instruments of financial intermediation will allow

for the modernization of the economies of post-Soviet countries, which will

create conditions for ensuring favorable dynamics of GDP growth.

2) Promotion of increased efficiency of the transformation process of household
savings will increase household incomes, subject to guarantees of the safety of
capital in the financial system.

3) Segmentation of the market of financial intermediaries and differentiation of
services in this area will allow retail investors to manage their finances more
competently in terms of distributing income over time and goals, which will
increase consumer confidence in their own future and increase satisfaction with
the quality of life.

12
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4)  The development of financial intermediation institutions in the stock market will
attract the broad masses of the population to invest, which will increase
household incomes.

5) Providing market participants, including retail investors, with a wider range of
tools in the field of insurance of their own financial resources will reduce the
uncertainty of the population’s financial situation and provide their own “safety
cushion”.

6) Increasing the degree of public confidence in financial intermediaries will expand
the possibilities for financing various strategically important government projects,
which will contribute to the economic growth of the countries under
consideration and increasing the economic potential of the financial system.

7) The development of the market for financial intermediaries will increase
competition in the field of investment, which will lead to the establishment of fair
pricing in financial markets; financial products will become more accessible to
the population.

8) Improving the institutional conditions, including the regulatory framework, in the
financial intermediation market will lead to the elimination of unscrupulous
players in the financial market, which will increase the level of public confidence
and increase the financial potential of the economic system, stimulating the
transformation of savings into investments.

The listed consequences of managing the development of financial intermediaries
will ultimately make it possible to increase the population’s satisfaction with their own
financial situation.

The main goal of developing the market for financial intermediaries in this case
is to expand the possibilities of attracting the population to generate their own capital
through the effective use of modern financial instruments. Considering this approach
to the development of the financial intermediaries” market, we can say that the
entrepreneurial initiative of the population will be stimulated.

The author proposes to introduce into scientific circulation the “involvement or
engagement effect,” which implies to an individual’s satisfaction with the effect
obtained because of a transaction will be higher, if he himself acted as a “generator of
the idea” and was a direct participant in the transaction.

The “engagement effect” in the financial market makes it possible to use the
population’s potential more widely in the field of investment. The use of this effect is
especially important in the markets of countries with transitioning economies, the
development conditions of which are associated with high external uncertainty.

From our point of view, it is the impact of the “engagement effect” that makes
so-called “green investing” so popular. The investor prefers to use investments related
to investing in social projects because it increases his self-esteem. Increased attention
to “green” investments is due, among other things, to the presence of an irrational
factor in the choice of an investor. The prospects of this direction are indirectly
confirmed by the fact that it is a priority instrument of the EADB, an institution that is
designed to integrate the financial system of most post-Soviet countries (Strategy of
the Eurasian Development Bank 20222026, 2022).

It should be noted that the financial system develops considering the trade-off
between risk and return. Thus, while increasing the population’s potential for income
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growth, risks also increase. By expanding the opportunities for retail investors in the

financial intermediary market, the state also transfers some of the risks to them. Let’s

look at the main areas of these risks:

1) More risks are currently associated with the instability of macroeconomic
development; some post-Soviet countries are developing under conditions of
ever-increasing sanctions, which have a very serious impact on the financial
system. It is almost impossible for a retail investor to overcome such risks, but
they can be optimized using various hedging mechanisms. This approach
involves serious efforts to improve the financial literacy of the population.

2) Active involvement of the population in the investment process can provoke the
use of financial instruments without due diligence, which can lead to financial
collapse and bankruptcy of individuals.

4. Discussion

Lucas (1988) argues that viewing financial intermediation as a key factor in
enhancing the welfare of the population, a well-developed financial system plays a
crucial role in fostering both production growth and overall well-being. By facilitating
access to capital for investment, such a system contributes significantly to economic
prosperity. Stiglitz (2007) highlights the importance of financial inclusion and
regulation in the development of the financial sector. He points to the need for a
balanced approach that promotes economic growth but also considers social aspects.
A former governor of the Reserve Bank of India, Rajan (2010) examines financial
stability issues. He emphasizes the importance of proper risk management and
regulation of financial institutions to prevent crises that could negatively impact the
welfare of the population. Even though the above-mentioned researchers have
different points of view on the role and significance of financial intermediation in the
growth of the population’s well-being, their works helps to better understand the
mechanisms through which the financial system can influence economic development
and social well-being.

It should be noted that the discussion about the development model of financial
intermediation as a factor in increasing the well-being of the population includes
different points of view.

So, Demirguc-Kunt et al. (2017), provides an overview of financial inclusion
around the world and reviews the recent empirical evidence on how the use of financial
products such as payments services, savings accounts, loans, and insurance can
contribute to inclusive growth and economic development. Zeqiraj et al. (2022)
examines the dynamic impact of institutional quality (control of corruption,
government effectiveness, political stability, regulatory quality, rule of law, and voice
and accountability) on financial inclusion across seventy-three developing countries.
Alampay et al. (2017) analyzes the role of mobile financial services in improving
financial inclusion in developing countries and their impact on economic development.
One can agree with the arguments presented by the above-mentioned authors in favor
of the point of view that a developed financial system provides access to loans,
deposits, insurance, and other financial services for a wide range of people. This helps

14



Journal of Infrastructure, Policy and Development 2024, 8(16), 10681.

them manage their finances, invest in education, health, and business, which ultimately
contributes to increased wealth.

Financial intermediaries play a key role in attracting capital and directing it to
projects with high profit potential. This stimulates investment, job creation and
increased production, which increases national income and wealth. Research on
stimulating investment and economic growth is key in economics. Piketty’s (2014)
work examines the impact of capital on economic growth and inequality, analyzing
the various factors that determine the accumulation of capital and its impact on income
distribution and the welfare of society. Barro and Sala-i-Martin (2004) analyze
different growth models and the factors that contribute to increased production and
wealth. The work of Pece et al. (2015) examines the mechanisms through which
innovation contributes to economic growth, as well as the factors that determine its
successful implementation in the economy.

Those works helps to better understand the mechanisms and factors that can
contribute to increased investment and economic development.

A developed financial system can also help improve the level of financial literacy
of the population. Education and financial awareness assist people to make informed
financial decisions, avoid debt traps, and manage their resources effectively. Research
on the development of financial literacy is an important area in modern economic
science since financial literacy plays a key role in the financial well-being of
individuals and society. Work by Kaise and Lusardi (2024) provides a concise
narrative overview of the rapidly growing empirical literature on financial literacy and
financial education. The author carried out a survey that studied the level of financial
literacy of the target audience and developed guidelines for the improvement of
financial literacy among the population. Lusardi and Messy (2023) explores the
relationship between the level of financial literacy and the economic behavior of
individuals, as well as their financial well-being. Ozdemir (2022) reviews the
evaluation of the literature on financial education. In Collins and O’Rourke (2012)
examines the impact of financial literacy and counseling targeted to low- and
moderate-income consumers. We agree with the authors’ views on the importance of
developing financial literacy, as well as ways to improve it to advance the financial
well-being of society.

However, on the other hand, in developing countries, financial intermediation
may be inaccessible to a large part of the population due to barriers in the form of high
interest rates, low availability of loans, etc. This could lead to deepening inequality
and widening the gap between rich and poor. So according to data for 2021 World
Bank, Statistics of Key Economic Development Indicators, if in the countries of
“Western Europe” up to 97% of the population use bank accounts, then in the world
this figure does not reach 80%, i.e., 1.88 billion people do not use banking services.
This leads to increased financial inequality, and to Merton’s (1968) ‘“Matthew effect”
(Parables of the Talents) “The rich get richer, and the poor get poorer”. Research on
rising financial inequality is an important area in economics, especially in the context
of growing differences in income and wealth. For example, Piketty (2014) analyzes
long-term trends in the distribution of wealth and income and demonstrates how rising
financial inequality is the result of inequality in income and capital income. Burtless
and Jencks (2002) describes how the distribution of income has been changed in the
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United States since the 1970s, why it has changed, and why it is more unequal than
the distribution of other rich democracies. Eichengreen et al. (2021) examines the
impact of financial globalization on the growth of financial inequality. They show that
the in-country distributional impact of capital account liberalization is context specific,
and that different types of flows have different distributional effects. Their overall
impact depends on the composition of capital flows, their interaction, and on broader
economic and institutional conditions. The relationship between debt, inequality and
economic growth is investigated in a study by Rabie (2018). Kunieda (2008) examines
the impact of financial globalization on the distribution of income and wealth.

We also note that uncontrolled growth of the financial sector can lead to financial
crises that negatively affect the economy and the welfare of the population. An
example is the 2008 crisis, when inadequate risk management in the financial sector
led to a deep economic downturn. Financial crises can have global consequences for
the economy and society. Tirole (2002) analyzes different types of financial crises,
their symptoms, proposes a framework for analyzing international financial crises
using the sorts of tools used in the modern theory of corporate finance. The Great
Depression of 1929 and its causes, which included financial crises and poor economic
policies, is explored by Galbraith (2009). Mishkin’s (1991) work examines various
aspects of financial crises, including their causes, consequences for the economy and
financial system, and lessons that can be learned from previous crises. Kindleberger
and Laffargue (1982) examines historical cases of financial crises and develops
theoretical models to explain their occurrence and development. An analysis of the
relationship between financial crises and financial sector regulation, as well as
recommendations for improving regulation to prevent future crises, is provided in the
study by Caprio (2013).

The development of financial intermediation is sometimes accompanied by a
neglect of social aspects, such as financial inclusion for the most vulnerable groups of
the population. Insufficient attention to social aspects in various fields, including
economics, politics, and sociology, can lead to the exclusion of part of the population
from the financial system and increased social tension. So, Wilkinson and Pickett
(2010) discuss the social aspects of inequality and its impact on various aspects of
society, such as health, education, and trust. Alekseev et al. (2002) examines social
problems from an economic point of view, including ecology, inequality, poverty, and
unemployment, and proposes approaches to solving them. Spicker (2014) lays out the
architecture of social policy as a field of study, binding the discussion of theory to the
understanding of social policy in practice. These studies help us to better understand
the causes and consequences of social problems and develop strategies and policies to
solve them.

5. Conclusion

The transformative potential of financial intermediation lies in its ability to
mobilize savings, allocate resources efficiently, and reduce transaction costs. Yet, its
success depends on the institutional landscape’s maturity and adaptability to
incorporate innovative tools like blockchain and decentralized finance. By addressing
regulatory challenges and fostering public-private partnerships and targeted social
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policies, financial systems can achieve resilience and inclusivity. Moreover,
addressing systemic risks, such as economic sanctions or global market volatility,
requires proactive governance and adaptive policy frameworks.

Based on the results of the study, the author proposed a concept for the model of
the development of financial intermediation organizations. The author proposes to use
a modern, digital approach when developing a model for the development of financial
institutions. The model for the development of financial intermediation institutions in
former Soviet countries, designed by the author, is an innovation that will stimulate
the development of the financial market to increase the welfare of the population. The
innovation in the development of financial intermediaries provides for the digital
transformation of economic systems. The prerequisites for choosing a financial market
model are determined based on the institutional conditions for the countries of the
post-Soviet space. The choice of a set of financial market structure indicators (stability,
depth, accessibility, and efficiency) is justified.

The author has developed a scheme for conducting the strategizing stage when
developing a model for the development of financial intermediation institutions. Its
goal is to increase the well-being of the population. The parameters for choosing a
financial market model are substantiated.

Financial literacy emerges as a cornerstone for the success of financial
intermediation. Educating the population about diverse financial products can bridge
trust deficits and empower individuals to contribute to and benefit from the financial
system. Initiatives to promote financial literacy should be integrated into national
economic strategies to foster widespread engagement.

The author proposes to introduce into scientific circulation the “involvement
effect”, which implies that an individual’s satisfaction with the effect obtained because
of a transaction that will be higher if he himself acted as a “generator of the idea” and
was a direct participant in the transaction.

The “engagement effect” in the financial market makes it possible to use the
population’s potential more widely in the field of investment. The use of this effect is
especially important, according to the author, in the markets of countries with
transitioning economies, the development conditions of which are associated with high
external uncertainty.

Further research should address several critical areas to develop and improve the
financial intermediation model:

1) The impact of decentralized finance (DeFi): Understand how blockchain and
decentralized finance technologies can be effectively integrated into emerging
economies while managing risks associated with transparency and volatility.

2) Assess the long-term impact of financial education initiatives on economic
behavior, especially in underdeveloped regions, and develop scalable frameworks for
their implementation.

3) Regional differences in financial inclusion: Conduct comparative studies to
understand the institutional and cultural barriers affecting financial inclusion in
different post-Soviet countries.

4) Resilience in the face of global uncertainty: Explore how financial systems in
emerging economies can adapt to global shocks such as economic sanctions or crises
without compromising the well-being of their populations.
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5) It will be interesting to explore the intersection of financial intermediation with
environmental and social governance (ESG) criteria to align financial growth with
sustainable development goals.

Through these research directions, the proposed model can evolve into a
comprehensive framework for improving human well-being while addressing the
dynamic challenges of global and regional financial landscapes.

Conflict of interest: The author declares no conflict of interest.
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