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PROBLEMS AND PROSPECTS OF UKRAINIAN INSURANCE MARKET
DEVELOPMENT IN MODERN CONDITIONS

Annotation. Imperfect insurance legislation, lack of proper regulation and supervision of the activities and
market behavior of insurance companies and intermediaries have led to the accumulation of systemic problems that
need to be solved immediately in order to intensify the development of the insurance market of Ukraine. In general, all
of them lead to low confidence in the companies of the insurance sector and do not allow it to develop properly.

In modern conditions, the market of insurance services goes through a stage of transformation in the field of
supervision and regulation in connection with the change of regulator, which became a new structural unit of the NBU
— the Department of Insurance Market Supervision. Therefore, it is important to investigate what innovations the new
regulator will introduce in order to eliminate those problems that hinder its development.

Key words: insurance market, insurance companies, insurance payments, problems of insurance market
development, NBU.
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Jamok-Tomuyk Mapus,
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IMPOBJIEMBI 1 ITIEPCIIEKTUBBI PA3SBUTHUSA CTPAXOBOI'O PBIHKA
YKPAUHBI B COBPEMEHHBIX YCJIOBUAX

AnHoTanusi. HecoBeplieHHOE CTpaxoBOE 3aKOHOJATEIHCTBO, OTCYTCTBHE HAICKAIIETO PETyIUPOBAHHUA U
HA/130pa 3a IeSTeIHHOCTHIO M PHIHOYHBIM TIOBEACHHEM CTPAXOBBIX KOMIAHUH M MIOCPEIHUKOB IPHUBEIHN K HAKOIUICHUIO
CHUCTEMHBIX MPOOJIeM, TPEOYIOIUX HEMEUICHHOTO PEIICHHUS JI aKTUBU3AIMH PA3BUTHS CTPAXOBOTO PhIHKA YKPaUHEI.
B o0meM Bce OHHM MPHUBOAST K HU3KOTO JOBEPUS K KOMIIAHUSM CTPaXOBOTO CEKTOpa W HE JAOT €My JIOJIKHBIM
pa3BuBaThCI. B COBpPEMCHHBIX YCJIOBHSX PBIHOK CTPAaxXOBBIX YCIYyT TPOXOJWT Yepe3 CBOCOOpa3HbI dTam
TpanchopMmalmu B cepe HAA30pa M PETyTUPOBAHHS B CBSI3U C U3MCHCHHEM PETYJSTOPa, KOTOPBIM CTAJI0 HOBOE
cTpykTypHoe nozapaszzaenenne HBY -/lemaprameHT Haazopa 3a cTpaxoBbIM phIHKOM. 1l03TOMYy BakHO HccienoBarts,
KaK¥e HOBaIlluH OYIyT BHEIPSTHCS HOBBIM PETYJIATOPOM C IIETBIO YCTPAHEHHUS TeX MPOOIeM, KOTOPBIE CAEPIKUBAIOT €ro
pa3BUTHE.

KnaroueBble cioBa: CTpaxoBOH PBIHOK, CTPAaXOBBIE KOMIIAHWH, CTPAaXOBBIC IUIATEXKH, MPOOIEMBI PAa3BHTHS
cTpaxoBoro peiHka, HBY.
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KAHAUJAT eKOHOMIYHUX HAYK, IOLECHT,

BoumHcbkuii HanioHaJLHUI yHiBepcuTeT iMeHi Jleci Ykpainku,
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M. Jlyubk

IHImaTkoBchka Tersaina,

KAHAMJAT eKOHOMIYHUX HAYK, AOLEHT,
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M. Jlyubk

Jawrok-Tomuyk Mapis,

KAHAUJAT eKOHOMIYHUX HAYK, IOLECHT,

JlyubkMii iHCTUTYT PO3BUTKY JIOAWHH YHiBepcuTtery "Ykpaina',
kadenpa npasa ta Qinaucis,

M. Jyubk

MPOBJEMM I IEPCIIEKTUBU PO3BUTKY CTPAXOBOI'O PUHKY YKPAIHU B
CYYACHHUX YMOBAX

AHoranis. HenockoHane cTpaxoBe 3aKOHOJABCTBO, BIJICYTHICTh HAJIEKHOT'O PEryJIOBaHHS Ta HarIsgy 3a
JISUTbHICTIO T4 PUHKOBOIO MOBEAIHKOIO CTPAaXOBHMX KOMIIaHIH i CTPAaXOBUX IOCEPEIHUKIB MPU3BEIH 10 HAKOMHMYESHHS
CHUCTEMHHUX IMpobJeM, sKi MOTpeOyroTh HEraiHOro BHpIMIEHHS 3a/UI1 aKTHBi3alii PO3BUTKY CTPaXxOBOTO PHHKY
VYxpaian. 3aranoMm yci BOHH IPHU3BOIATH 0 HU3BKOI AOBIpM O KOMIIAHIM CTPaxoBOTO CEKTOPY Ta HE JAIOTh HOMY
HAaJIe’KHO PO3BUBATHCH.

B cydacHMX yMOBax pHHOK CTPaxOBHX IOCIYT IPOXOIWTH Yepe3 CBOepimHmil ertam TpaHcdopmarii y chepi
HarJsAy Ta PETYJIOBaHHS y 3B’S3Ky 13 3MIHOIO PEryJsiTopa, SKUM CTaB HOBUH CTPYKTypHUH mizposnin HBY —
JlemapTaMeHT Harysiay 3a CTPaxOBUM PUHKOM. TOMY BaXKJIMBO JOCITIJWTH, SIKi HOBalii OyqyTh BIPOBA/KYyBaTHCS
HOBHUM PETYJIITOPOM 3 METOI0 YCYHEHHS THX IPOOJIeM, SIKi CTPUMYIOTh HOTO PO3BUTOK.

CrpaxoBi KOMNaHil BiAIrpalOTb BaXJIWBY pPOJIb B EKOHOMIYHOMY JKHTTI KpaiHH. [0noBHOIO (QyHKIi€O
CTpaxyBaHHA € 3aXHCT (Pi3MUHUX Ta IOPUAWIHHUX OCiO Bix HMOBIpHMX 30WTKIB y pa3i HaCTaHHS CTPAaXOBUX IOJIH.
BopgHouac cTpaxoBi KoMmaHii MiATagaroTh i/ MOTEHIIIHHNI HEeTaTHBHUN BIUIUB PH3HKIB, SIKi MOXKYTh 3arpoXKyBaTH ix
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IUIATOCIIPOMOYKHOCTI Ta MaTH HETaTHBHI HACTiJKU AJs CIIOXKHMBAYiB IOCIHYr cTpaxyBaHHs. Came BIIEBHEHICTb
CHOXKMBaUiB y HaJIMHOCTI CTPaXoOBOi KOMIAHIi € OJIHIE€I0 3 OCHOBHHX 3acaji PO3BUTKY CTPaxoBoro puHKy. Edexkrusne
peryJroBaHHS Ta HArJs 32 PUHKOM POOJISITE MOKIIMBOIO TaKy BIIEBHEHICTB Ta JIOBIPY /10 CTPaXOBHKIB.

[Ipote, HAa CHOTOJHINIHIN JA€Hb, PO3BUTOK BITYM3HSIHOI'O CTPaxXOBOTO PHHKY CTPHMYE P (akTopiB, 30Kpema y
HU3KH CTPAaXOBUX KOMITaHii HasBHI MPOOJIEMH 3 IIATOCIIPOMOSKHICTIO Ta JIIKBIIHICTIO, a PIBEHD YIPaBITiHHSA PU3HKAMUA
1 KOPHOPAaTUBHOTO YIPABIIHHS € HU3BKUM. YcCe IIe pOOUTH PHHOK HEMpPO30pHMM Ta HEKOHKYPEHTHHM. 3a3Ha4yeHi
npobieMH Ha PUHKY CTpaXyBaHHSA B YKpaiHi CIpHYMHEHI HepHl 3a Bce HEHAJCKHUM IPABOBUM DETYJIIOBAHHSM, a
TaKOXX HEOCKOHAJIOI PETYIATOPHOIO TOJIITHKOI0 Ta OpakoM HAJIEXKHOTO HArsAy 3a ii peamizamiero. Tox po30ynoBa
CTIMiKOTO Ta HaNIHHOTO PHUHKY CTPaXOBHX IIOCIYT MOTpeOye 3HAYHUX 3YCHIIBb SK BiJl HOBOTO PETYJIATOpa, Tak i Bif
YUYaCHHUKIB PHHKY CTpaxyBaHHSL.

KarouoBi ciioBa: cTpaxoBuili pHHOK, CTpaxoBi KOMIaHii, CTpaxoBi IUIaTeXi, MPOOJIEMU PO3BHUTKY CTPaxoBOTO
punky, HBY.

Formulation of the problem. Insurance companies play an important role in the economic life of the
country. The main function of insurance is to protect individuals and legal personalities from probable losses
in the event of insured events. At the same time, insurance companies are exposed to the potential negative
impact of risks that may threaten their solvency and have negative consequences for consumers of insurance
services. It is consumer confidence in the reliability of the insurance company is one of the main principles
of the insurance market. Effective market regulation and supervision make such confidence and trust in
insurers possible.

However, today, the development of the domestic insurance market is constrained by a number of
factors, in particular, a number of insurance companies have problems with solvency and liquidity, and the
level of risk and corporate management is low. All this makes the market opaque and uncompetitive.

These problems in the insurance market in Ukraine are caused primarily by inadequate legal regulation,
as well as imperfect regulatory policy and lack of proper supervision over its implementation. Therefore, the
development of a stable and reliable market of insurance services requires significant efforts from both the
new regulator and the participants in the insurance market.

Analysis of recent research and publications. Theoretical principles of insurance market
development are covered in the works of such specialists as V. Bazylevych, O. Baranovsky, G. Vozniuk, S.
Velekh [2], S.O. Gamankova, A. Zagorodniy, O. Zaruba, O. Zalietov [3], O. Zolotareva, Yu. Kolupaev, N.
Melnichuk, R. Pikus [7], I. Rud, O. Slobodyanyuk, I. Fisun, V. Furman, I. Shevyrev and others. But despite
the existence of thorough research in this area, the study of the problems that constrain the insurance market
of Ukraine requires more profound scientific study, especially according to the change of the regulator.

Highlighting previously unresolved components of a common problem. The purpose and
objectives of the article is to define the problems and factors that restrain the development of the insurance
market in Ukraine and identify perspective directions for further development of insurance services in
connection with the change of the regulator.

Presentation of the main material. In September 2019, the Law of Ukraine “On Amendments to
Certain Legislative Acts Concerning the Improvement of Functions on State Regulation of Financial
Services Markets” (the so-called “Split” Law) was adopted, according to which the National Bank of
Ukraine (NBU) became regulator and supervisor of the insurance market.

Forming of solvent, stable, competition market of insurance became the goal of the National bank in
Ukraine with adequate protection of the rights of consumers of insurance services. To achieve this goal, the
National Bank of Ukraine plans to introduce a new model of insurance market regulation, which takes into
account the provisions of EU directives, global practices of regulation and supervision of the insurance and
reinsurance market, as well as features of the insurance market in Ukraine.

At the same time, taking into account the general economic situation caused by the recession and the
coronavirus disease pandemic (COVID 19), the NBU will implement a new regulatory model after carefully
studying the state of the insurance market and discussing it with market participants.
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The adoption of legislation important for the development of financial markets, in particular the law on
“split” is also one of the points of the memorandum of cooperation with the IMF under the stand-by
program [1, p.267].

Thus, Ukraine agreed to the implementation of international standards and norms in the insurance
market for its further development and, in general, significant changes in the reorganization of regulation
and supervision by the state.

Let's analyze the main trends in the development of the insurance market of Ukraine in modern
conditions.

Thus, the number of insurance companies as of 31.03.2020 was 225, of which 22 insurance companies
for life insurance (“Life”) and 203 insurance companies that provided insurance, other than life insurance
(“non-Life”) . As of March 31, 2020, compared to the same period in 2019, the number of insurance
companies decreased by 40 insurance companies (Table 1).

Table 1
Number of Insurance Companies in Ukraine*
lc\lounr1n t;enri g Sf insurance By the state on | By the state on At the end of the quarter
P 31.12.2018 31.12.2019 I quarter I quarter

2019 2020
the total number of 281 210 265 225
including SK “non-Life” 251 210 238 203
including SK “Life” 30 23 27 22

*source [4; 5]

The rate of loss of risky types of insurance (lossratio) in the second quarter of 2020 was 26%. It
decreased slightly during quarantine compared to the beginning of the year. For compulsory types of
insurance, it is higher and amounted to 37%. The sharp jump in this indicator in the first quarter of 2020 is
explained by the formation of provisions for losses due to the UIA plane crash in Iran in January 2020.

On June 30, 2020, the transition period for full compliance with the requirements for ensuring the
solvency of insurance companies ended. As a result, there were problems in some insurance companies that
violate the requirements of the regulator. In particular, 57 insurers did not fully comply with the requirement
for solvency and capital adequacy. The main reason is the low quality of assets. A positive change since the
beginning of the year was the decrease in the share of receivables in assets, which covers the requirements
for the solvency margin. Instead, the share of cash and balances in the MTIBU increased. The greatest risks
are currently associated with a significant share in the assets of illiquid real estate, the value of which may
also be inflated.

The leaders in life insurance payments were such insurance companies as Matt Life, TAS, Unika
Zhyttya, PZU Ukraine Life Insurance and Aska-Zhyttya (Table 2).

Table 2
Insurance Payments for Life Insurance for 9 months of the year*

Insurance payments, o
numb |The company name thousand hryvnya Growth rate, %

9 month. | 9 month

2020 2019 9 month 2018 | 2020/2019 2019/2018
1 MetL ife 1092 299,0| 874 103,0 | 670 330,0 24,96 30,40
2 TAS 483834,2 | 401804,0 | 365427,0 20,42 9,95
3 Unika Zhyttya 459 444,0 | 657 344,0 | 460 559,0 -30,11 42,73
g U Ukrinelife | 599 5020| 3706886 | 3010889 5,53 23,12
Insurance

5 Aska-Zhyttya 301907,0 | 270873,0 | 358860,0 11,46 -24,52

* source [4; 5]
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If we consider the rating of insurance companies engaged in risky types of insurance, such insurance
companies as ARX, Unika, TAS SG, USG, Arsenal Insurance, INGO and others (Table 3), occupied the

leading position during the study period.

Table 3

Volume of Insurance Payments on Risk Insurance as of 30.09.2020 year *
Total Insurance Payments on
30.09.2020, hryvnyas.
The company name ra—
number o o o S =
22822 |23 33
L EICE |g£c £9
1 ARX 1919384,2 310 156,0 1391760,6 |52 254,4
2 Unika 1889 851,0 [799565,0 870 422,9 91 738,5
3 TAS SG 1451020,1 [220992,8 388 000,9 54786,7
4 USG 13680458 [177 340,2 740 139,8 51 487,2
5 Arsenal Insurance 13648050 [77171,0 998 061,0 21 668,0
6 INGO 1191 079,0 |374366,0 490 285,0 53 344,0
7 PZU Ukraine 1115556,6 |286 583,8 509 235,4 49 880,7
3 Alfa Insurance 789 058,6 528 169,2 214 710,8 9 230,6
9 \Vuso 759 606,4 258 651,8 315 291,7 21 576,5
10 Oranta 713 091,8 30121,9 105 730,5 15 264,5

*source [2; 4]
At the same time, during the study period, such insurers dominated the level of equity in the insurance

market of Ukraine as ARX, PZU Ukraine, UNICA and others (Table 4).

Table 4

Volume of Assets of the Largest Non-Life Insurance Companies on 30.09.2020 year *

There is a property asset on 30.09.2020
thousands of hryvnyas

number Company Name paid
Total regulation
capital
1 JARX 894 428,0 261 975,0
2 |PZU UKRAINE 786 434,0 19 407,0
3 |UNIKA 776 945,0 155 480,0
4 |INGO 747 096,0 305 543,0
5 [TAS 677 614,7 102 000,0
6 |USG 651 727,1 278 659,5
7 |OMEGA 464 794,8 55 000,0
8 |ARSENAL INSURANCE 397 583,0 202 500,0
9 |VUSO 3907110 86 560,0
10 [UNIVERSAL 329 398,0 192 700,0

*source [4; 5]
At the same time, the volume of insurance payments made by the largest insurance companies during
the study period were UNICA, PZU Ukraine and ARX (Table 5).
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Table 5
All insurance payments on Insurance
All insurance payments on Insurance on 30.09.2020
thousands of hryvnyas
Ne Company Name | Total R > %
= 5 |28
SRS TIIL SIS S o o O o
22832 |23 2S5 |EZ2%
a £E2c a .S £8 o £ B
1 UNICA 977 418,0 346 230,6 565544,1 | 3003,7 62 639,6
2 PZU Ukraine 740 154,6 96 306,9 531912,6 | 5893,2 106041,9
3 ARX 732 029,0 128 610,3 525310,7 | 6477,3 71630,7
4 USG 696 021,4 95713,2 3378178 | 44635 | 258026,9
5 TAS 620 918,4 91119,3 1957374 | 45320 | 329529,7
6 INGO 559 450,0 160 654,0 2352790 | 42410 | 159276,0
7 Arsenal Insurance 485 331,0 23 870,0 389810,0 |1173,0| 704780
8 Providna 347 961,8 269 112,2 40 405,8 115,0 38328,8
9 Oranta 287 116,8 7 885,8 275556 | 17372 | 2499382
10 Vuso 260 695,3 76 106,8 112676,1 | 12734 | 70639,0

*source [4; 5]

At the same time, it should be noted that imperfect insurance legislation, lack of proper regulation and
supervision of the activities and market behavior of insurance companies and intermediaries have led to the
accumulation of systemic problems that need immediate solution to intensify the insurance market of
Ukraine. In general, all of them lead to low confidence in the companies of the insurance sector and do not
allow it to develop properly.

Solvency is the ability of an insurer to meet its obligations under an insurance contract. Today, the
solvency assessment system of insurance companies is a simplified adapted form of the European solvency
assessment system Solvency I.

The current system of assessing the financial condition of insurers does not allow the regulator to
obtain objective data on the company's activities in a timely manner and to respond in a timely manner to
solvency problems. As a result, the NBU does not have the necessary mechanisms to monitor compliance
with the requirements for the solvency of insurers.

Under the current regulation, insurance companies have the opportunity to significantly reduce reserves
and overestimate the value of assets (deferred acquisition, inflated value of corporate securities, real estate,
receivables). Because of this, it is almost impossible to assess the real solvency of insurers, as formally
available capital may actually be insufficient.

Also, the insufficient amount of high-quality liquid assets to make potential payments creates liquidity
problems. This situation motivates insurance companies to underestimate payments. At the same time, the
NBU does not have information on the maturity of potential payments and assets, which makes it impossible
to assess liquidity gaps.

As aresult, the level of solvency and liquidity of many insurance companies is extremely low and need
to be increased.

The next problem is the imperfection of business models of insurers. The vast majority of insurance
companies in Ukraine operate without a clear development strategy and business model. Features of pricing
lead to the formation of a concentrated structure of the insurance portfolio, non-diversification of products
and insurance risks. As a result, the dumping of insurance companies further exacerbates the problems in the
market.

Today, due to the shortcomings of current legislation and, in particular, regulatory policy in the market,
insurance services are used to reduce the tax base. An analysis of some existing insurance companies
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suggests that the main business goal of individual insurers is to withdraw capital, legalize illegal income,
optimize taxes, including by converting non-cash funds into cash.

The activities of companies that provide life insurance services today are aimed at attracting customers
under short-term insurance contracts. Lack of products to attract long-term resources does not allow
businesses to grow and become more sustainable.

The next deterrent factor is the lack of transparency of the insurance market and problems in corporate
management. Yes, the reflection of the financial results of insurance companies is also imperfect. In
particular, a significant proportion of insurance premiums are actually commissions to agents (on average
30-50%). Insurance rates for many areas of insurance are not economically and statistically justified (not
always based on actuarial calculations), and therefore do not allow to cover all potential insurance
payments. Liquidity problems due to poor asset quality encourages insurance companies to lower payments.
Gross profit from insurance operations is mainly used to cover significant operating costs. Therefore, the
insurance sector is mostly operationally inefficient.

To date, there are no effective control mechanisms for proper disclosure of ownership structure of
insurance companies, no proper standards and requirements for business reputation of owners and persons
performing key functions in insurance companies, no structured approach to building corporate governance
and internal control system. This, among other things, makes it possible to practice non-transparent
activities and reporting. In addition, there are many insurers in the market, the ultimate beneficial owners of
which are unknown, which does not allow to establish liability in the event of insolvency of the company.

The next is the problem of protecting the rights of consumers of insurance services. Thus, in Ukraine
there is no mechanism for guaranteeing insurance payments under long-term life insurance contracts, which
is also one of the reasons for the unpopularity of this type of insurance.

The current exit procedure does not protect the rights of consumers insurance services properly. It is
very long-lasting and, due to its imperfections, often allows unscrupulous insurers to leave the market
without fulfilling their obligations under insurance contracts.

At the same time, the low demand for insurance services in Ukraine is primarily due to the following
factors:

-distrust of the non-transparent insurance market and the financial system in general;

- there is no effective system of protection of the rights of consumers of insurance services;

- financial ignorance of citizens in insurance products;

- low solvency of the population;

- non-market behavior of insurers towards consumers;

- low level of qualification of insurance intermediaries.

Conclusions and Prospects for Further Research. To change the model of regulation and supervision
of the insurance market, the National Bank of Ukraine takes into account the basic requirements of
European Union law, which Ukraine is obliged to comply with under the Association Agreement with the
EU. The National Bank will take steps to become a member of the International Association of Insurance
Supervisors (IAIS), of which there are currently 150 member states, in order to increase the efficiency of its
functions as an insurance market regulator.

Particular attention will be paid to the development of good practices of insurers and good behavior
towards policyholders. The National Bank will introduce supervision of market behavior and develop
appropriate supervision tools designed to ensure more effective protection of the rights of policyholders.

Construction and implementation of a new model of insurance market regulation in Ukraine will
include:

- strengthening licensing standards, in particular, disclosure by insurance companies of ownership
structure, ultimate beneficial owners, increasing the requirements for business reputation of shareholders
and persons performing key functions, procedures for assessing the professional suitability of persons
performing key functions in insurance companies;

- establishing the responsibility of the ultimate beneficial owners for the activities of the insurance
company and the specialized reinsurer;

- setting requirements for corporate governance and internal control systems;

- setting requirements for the risk management system;
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- strengthening the requirements for the acceptability of assets and assessment of their quality,
assessment of reserves, capital structure and the level of its adequacy;

- formation of a system of early risk detection and timely response;

- development of the procedure for resumption of the insurance company's activity;

- development of the procedure for reorganization or withdrawal of the insurer or specialized reinsurer
from the market;

- openness and communication between the regulator and regulatory entities in the process of forming
regulatory policy and supervising the insurance market.

The introduction of the new model of regulation and supervision will be carried out gradually during
the transition period, which will be determined after a thorough analysis of the insurance market. Insurance
market participants will have time to build a proper corporate governance and internal control system, risk
management system and code of market behavior, determine the development strategy and business model,
create adequate capital adequacy, ensure the necessary level of liquidity and asset quality, which will
contribute to financial stability the companies themselves, restoring the transparency of the business
environment and consumer confidence in the insurance market in general.
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