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STIMULATING AND LIMITING
FACTORS FOR THE GROWTH
OF INVESTMENT POTENTIAL
OF UKRAINIAN INSURANCE
COMPANIES

Abstract

The fact that the accumulated investment potential (IP) of insurance companies (IC)
does not have a significant impact on the processes of economic growth in Ukrainian
practice actualizes the task of researching the practice of investing in the activities of
domestic insurers. The purpose of the study is to find out, classify and highlight the
main factors that influence the formation of the Ukrainian IC’ IP and give recom-
mendations for overcoming a number of related difficulties. According to the results of
investigation of the Ukrainian insurance industry development trends in 2011-2018,
it was concluded that rates of their IP accumulation are insufficient. There is a decrease
in the aggregate value of insurers’ investment assets and a reduction in the composition
of investment attractive financial instruments. Low efficiency and simplification of in-
vestment strategies of IC are noted. The factors that exert a stimulating and inhibitory
influence on the investment processes in the Ukrainian insurance market were identi-
fied. Ways and tools were proposed to strengthen the effect of incentive factors and
eliminate or minimize the effect of the considered restrictive factors that can be used
in the practice of state regulation of the insurance industry of the country. Considering
the examined factors should allow the state regulators making more effective decisions
to improve the investment activity of insurers and enhance its importance in the devel-
opment of the national economy.

Keywords investment assets, insurer’s activity, strategies, Ukraine,

market development

G22,G23

INTRODUCTION

JEL Classification

IC had the largest investment potential (IP) in the non-banking finan-
cial sector of Ukraine in the early 2000s. Thus, in 2005, the ratio of
insurers’ investment assets to the country’s GDP was 2.8%, in 2015, it
went down to 1.8%, and in 2018, it reached only 1.3% (State Statistics
Service of Ukraine, n.d.; National Commission for State Regulation of
Financial Services Markets, n.d.). Despite the dynamic development of
the insurance industry in Ukraine recently, the growth of insurance
payments and the accumulation of IP of IC were slower than banks
and joint investment institutions (NBU, n.d.; Ukrainian Association
of Investment Business, n.d.).

Most of the limiting factors of institutional, economic, and
organizational legal nature are due to the underdevelopment of
the country’s financial system, in particular, the lack of confidence
of the population in the activities of insurance companies and the
low insurance culture of society as a whole. At the same time, the
development of insurance business in the country, the gradual
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increase in the volume of insurance premiums attracted, and the expansion of insurance protection
types stimulate the accumulation of investment potential of domestic insurance companies.

In this context, it becomes relevant to research the existing obstacles and trends of investment develop-
ment in the country’s insurance sector, identify the problems that hinder the more active expansion of

the IP of IC, and develop ways to overcome them.

1. LITERATURE REVIEW

The investment activity brings about 20-30% of
their total revenue to insurers from developed
countries. For Ukrainian IC, investment plays
the role of ancillary (though compulsory) activi-
ty that complements insurance directly. The scale
of investing in their practice depends directly on
the number of premiums raised in the process of
providing insurance services. Lebedynska and
Remnova (2011, p.95) highlight currency ex-
change rate instability, negative inflation expec-
tations of the population, distrust in the society
of financial institution activity. Wise (2018) con-
cludes that such lack of confidence in the insur-
ance industry potentially results in a reduction of
insurance protection for business and the overall
public.

Ukrainian unemployment insurance system es-
pecially obviously exposes the lack of confidence
in the insurance industry. Unemployment in-
surance system in Ukraine is better, compared
to that in the countries of Central and Eastern
Europe from the viewpoint of incentives/disin-
centives to work but it is worse considering the
income support of jobless workers and poverty
prevention. It shows that less than half of the
actual jobless workers in Ukraine do not have
a willingness to register as unemployed. The
motivation to register to base is the health care
system on an insurance principle. Because un-
der current legislation, state covers compulso-
ry health insurance contributions for full-time
students, disabled, or registered jobseekers only
(Kupets, 2003). Public investments in every edu-
cation level, human capital, and training infra-
structure can reduce rising unemployment and
social instability (Tung, 2019). Models aimed at
improving the effectiveness of the investment
component of insurance activity under dynamic
changes are being developed by Tone, Kweh, Lu,
and Ting (2019). Also, global foreign direct in-
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vestment has been and continues to be an im-
portant factor in the development of transition
countries. By the end of 2016, the countries with
the most stocks of investment in Europe were the
Netherlands, the United Kingdom, Luxembourg,
Germany, and France (Shuyan & Fabus, 2019).

The processes of increasing the investment
potential of insurance companies in Ukraine are
inextricably linked to solving the complexity of
social problems by enhancing social stability in
the society increasing the number of employed,
more active development of LI systems of working
citizens, the significant increase in income.
Successful realization of the outlined tasks is
considered as an important precondition for
further growth of the investment potential of
Ukrainian insurance companies.

1.1. Classifications of factors
influencing investment
opportunities of IC

In economic science, there is no single approach
to the classification of factors influencing the de-
velopment of the IP of insurers. Pobocha and
Vorobey (2017, p. 117) distinguish:

« factors of direct impact on investment oppor-
tunities of IC: the size of formed insurance re-
serves and total equity;

« factors of indirect impact (economic, institu-
tional, and legal) have predominantly institu-
tional nature and are shaped depending on
the situation in the financial market and in
the country’s economy as a whole.

Zalyetov (2016, p. 27) believes that the investment
activity of insurers is influenced by such factors as:

o the volume, structure, capitalization and con-
centration of the insurance market;

http://dx.doi.org/10.21511/imfi.17(1).2020.08
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o the development of the stock market and the
availability of reliable investment instruments;

o the effectiveness of state regulation of the in-
surance industry, etc.

Havryliak (2017) also emphasizes the presence of ef-
fective stock instruments for ensuring the successful
investment activity of insurers.

1.2. Negative institutional factors that
impede investment opportunities
of Ukrainian IC:

o Imperfection of the legal regulation, lack of fluid
instruments for investing, delaying the intro-
duction of compulsory health insurance, and
low level of development of life insurance in the
country (Makhortov & Ziubin, 2010, pp. 142-
143; Griindl, Dong, & Gal, 2016).

+  Kosova and Slobodianiuk (2016) proved that the
quantitative indicators of the development of the
investment component of the insurance indus-
try of Ukraine contradict the qualitative indica-
tors due to the inefficient structure of the formed
investment portfolio. Therefore, it is necessary
to implement the activities of local-global stan-
dard IC of investment performance generated by
world experience.

o Insolvency of enterprises. The assessment of
the solvency of the enterprises as an indicator
of its financial capacity is the pillar for bank-
ruptcy risk assessment or for valuation of the
investment attractiveness of the enterprise. It is
also important for the assessment of investment
project beneficiaries and enterprises to privatize
(Kindratska, 2019).

o Macroeconomic instability, financial crises.
According to Duijm and Bisschop (2017), the
pro-cyclical behavior of IC investigated in times
of financial crisis has a destabilizing effect on
the country’s macroeconomic development. A
similar conclusion was reached by Okorokova,
Ulibina, Maksimenko, Rusetskiy, and Lazareva
(2018) underestimating the challenges in the
development of the insurance sector, both at
national and regional levels, which negatively af-
fects the processes of increasing its IP.

http://dx.doi.org/10.21511/imfi.17(1).2020.08

2. METHODOLOGY

Methods of economic analysis were used in order to
identify the level of influence of the main develop-
ment trends of the insurance industry of the country
on the process of accumulation of its IP. The calcu-
lations were made based on official data of the State
Statistics Service of Ukraine, the National Bank of
Ukraine, and the National Commission for State
Regulation of Financial Services Markets.

Investigation of the main indicators of the insurance
activity development in Ukraine during 2011-2018,
including the changes in the value of investment
assets of insurers, the size of their financial income
from investing insurance reserves, etc. were carried
out based on the time series and statistical analysis,
as well as calculation to determine the trends.

The assembly of IP of existing IC shapes the IP of the
country’s insurance sector. The most significant in-
dicators for its assessment are:

«  absolute, which is determined by the value of the
assets formed in the process of investing in the
selected objects in accordance with Art. 31 of
the Law of Ukraine “On Insurance” (Verkhovna
Rada of Ukraine, 1996);

o relative, which is the ratio of the value of these
assets to the country’s GDP.

Based on the analysis of the mathematical depend-
ence model of assets value of local insurers on the
volume of premiums raised, the share of reinsurance
and the level of insurance payments, it is proved that
the volume of insurance activity and the insignifi-
cant relative indexes of reinsurance and insurance
payments have a significant effect (Cherkasova &
Sorokivska, 2013, pp. 58-59).

3. RESULTS

3.1. The total assets of Ukrainian IC

At the end of 2018, the total assets of local IC
amounted to UAH 63.5 billion. The total assets of
IC reached UAH 40.7 billion in 2018 or 64% of as-
sets defined by Article 31 of the Law of Ukraine
“On Insurance” (Verkhovna Rada of Ukraine,
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Table 1. Annual growth rates of IC in Ukraine in 2011-2018, %

Source: Calculated by National Commission for State Regulation of Financial Services Markets (n.d.).

Year
IP components ; ; ; : ; ; ;
2011 : 2012 . 2013 @ 2014 @ 2015 : 2016 @ 2017 : 2018
Total assets 6.4 i 168 {58 : {23 1107
.34 705 .28 127
,,,,,, 37T i.780 5 120 ein220
48.5 34.4 . -12.8 . . 5.7 .
73,99 132 06 92 | 141 104 219
,,,,,, 219 ;.210 . 193 :.380 @ 298 : 136 : 72 ;113
,,,,,, 23030 A 0T A s s s
Financial income from asset allocation 14.7 30.3 1.1 14.7 -5.9 17.0 -09 i 20.2

1996). These types of assets are represented by
investments in financial and tangible assets and
claims against reinsurers. The assembly of these
types of assets determines the IP of insurers and,
accordingly, their real impact on the financing of
economic development of the country. The main
sources of establishing IP of the insurers are raised
gross premiums that ensure the growth of invest-
ment assets, formed insurance reserves, paid-up
share capital, funds received from asset allocation,
etc. The dynamics of growth of the main compo-
nents of the assembly IP of Ukrainian IC in 2011-
2018 is shown in Table 1.

It should be noted that the largest amount of IP
of the country’s insurance industry was at the end
of 2012, amounting to UAH 48.8 billion (National
Commission for State Regulation of Financial
Services Markets, n.d.). Over the next years there
was a significant decrease in the value of invest-
ment assets (22.4% in 2013) and a certain increase
(12.7%) in 2018. In 2011-2018, the total assets of
Ukrainian IC increased by 40.4%, while and their
investment assets increased by 46.8%. Higher dy-
namics of these processes were observed in the life
insurance (LI) sector.

During the research period, the volume of premi-
ums raised under LI contracts increased 4.3 times,
while the share of this type of insurance on the
market does not exceed 8% (National Commission
for State Regulation of Financial Services Markets,
n.d.). The largest increase in the contributions in-
volved in this type of insurance in this research
was observed during 2011-2013 (Table 1), i.e., be-
fore the appearance of a negative trend in the so-
cial and political life of Ukraine. After the annex-
ation of part of the country’s territory and the out-
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break of hostilities in the east, the LI has suffered
losses both in terms of premiums raised and the
number of insured persons. As of the end of 2015,
the total number of IC was 361: 49 “life” compa-
nies and 312 “non-life” companies (V. Kurylo, L.
Kurylo, Zhovnirchyk, Kartashov, & Sokol, 2017).
It is only since 2016 when citizens started to recov-
er their confidence towards life security as a form
of their insurance protection.

Unlike Ukraine, the developed countries of the
world occupy the dominant position in the insur-
ance business by IC that sell cumulative insurance,
especially LI In the case of Ukraine, the value of
total assets of life IC was 4.3 times smaller than
the assets of insurers engaged in risky types of
insurance in 2018. At the beginning of 2011, the
difference was even higher, amounting to 8.25
times (National Commission for State Regulation
of Financial Services Markets, n.d.). Predominant
role in the Ukrainian market belongs to risky
types of insurance, and it does not allow provid-
ing more active processes of increasing the IP of
the country’s insurance sector.

During the study period, the growth rate of LI
reserves was much higher. Considering the long-
term nature of these reserves and the use of invest-
ment income from their allocation for replenish-
ment, this type of insurance reserves has a greater
impact on increasing the IP of the country’s in-
surance sector. Therefore, the trend towards an in-
crease of the total amount of insurance reserves
and the faster growth of the size of mathematical
reserves should be considered as one that signif-
icantly influences the strengthening of the IP of
local IC. Total accumulated insurance reserves by
the end of 2018 amounted to UAH 27 billion, UAH

http://dx.doi.org/10.21511/imfi.17(1).2020.08
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Source: Calculated and drawn National Commission
for State Regulation of Financial Services Markets (n.d.).
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Figure 1. Amount of investment assets and insurance reserves of Ukraine in 2011-2018, UAH billion

17.7 billion, or 65.6%, which accounted for tech-
nical provisions and UAH 9.3 billion, or 34.4%,
which accounted for mathematical reserves. Over
the years of this research, the total amount of
insurance reserves in the Ukrainian market in-
creased 2.4 times, with technical reserves increas-
ing 1.9 times and mathematical reserves 4.3 times
(Figure 1).

It is proved that the gross premiums raised con-
tain higher reserves for the growth of assets of IC
than in the share of reinsurance and in the level
of insurance payments, although the amount of
insurance payments on the Ukrainian market in
2011-2018 increased more dynamically than the
value of investment assets (110.7% against 46.8%)
(National Commission for State Regulation of
Financial Services Markets, n.d.). At the same

time, the change in the share of reinsurance has a
greater effect on the change in the assets value of
IC than the change in the level of insurance pay-
ments. This means that the expansion of the IP of
the local insurance market will be carried out only
by the expansion of types of insurance, especially
long-term, strengthening the degree of insurance
protection in society, which will lead to an in-
crease in the volume of such activity, and as a con-
sequence, the investment assets of insurance or-
ganizations. An additional factor that will ensure
the growth of the IP of IC, following the results of
economic and mathematical modeling, may be a
decrease in the volume of internal and especially
external reinsurance.

The disincentive factors that limit the growth of
the IP of Ukrainian IC are the “specific” structure

Table 2. Structure of total investment assets of Ukrainian IC in 2011-2018, %

Source: Calculated by National Commission for State Regulation of Financial Services Markets (n.d.).

Types of assets T T T Ye:ar T T T

2011 : 2012 : 2013 : 2014 : 2015 : 2016 :@ 2017 :@ 2018
“Bank deposits 273 ¢ 179 ‘ ‘ : 0339 347
Current accounts 7.2 3.9 7.6 7.3
“é‘l.'{z‘ares H 437 612 184 | 12.5
Corporate bonds 27 .30 25 .22
Government securities 5.1 53 18.2 19.4
Realestate 7244 414
“‘R‘@g‘htsto demandﬂfrom reinsurers 58 ¢ 39 ¢ 12 ¢ 133
Investments in the economy of Ukraine 0.3 0.1 0.3 2.8
Other " 07....03 . 05 .04
Total 100.0 100.0 100.0 : 100.0

http://dx.doi.org/10.21511/imfi.17(1).2020.08
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Table 3. Structure of financial income of Ukrainian IC, received from investment allocation in 2011-2018, %

Source: Calculated by National Commission for State Regulation of Financial Services Markets (n.d.).

Types of investments T T T Ye:ar T T T

2011 : 2012 : 2013 : 2014 : 2015 : 2016 :@ 2017 : 2018
Government and enterprise bods 148 ¢ 180 i 193 i 189 : 239 { 239 i 292 i 300
Shares e 169148 1 170 0 201 04 . 01 - 01 03
Bank deposits 424 © 484 © 554 ¢ 480 {689 : 594 : 593
Possession of the capital of other enterprises . 46 159 08 56 L2247 A8
Other types 213 .28 IS A58 A ke 56
Total 1000 = 100.0 : 1000 . 1000 : 100.0 . 1000 : 100.0 : 100.0

of assets in the investment portfolio and the low
level of diversification of investments (Table 2).

The restructure of investments during 2011-2018
indicate a stable interest of insurers in allocating
the investment resources in fixed deposit accounts
with banking institutions, increasing the invest-
ments in government securities, such as local gov-
ernment bonds, as well as significant reduction in
investments in equities and small amount of in-
vestment in the country’s economy in the areas
defined by the CMU. During the research period,
there was a trend towards increasing the share of
investments in the rights of claims against rein-
surers, which leads to a decrease in the profitabil-
ity of investment transactions. During 2011-2018,
the relative indicators of investments allocated in
current accounts in banks, in real estate and in
corporate bonds remained almost unchanged.

The structure of the investment portfolio of
IC in developed countries is totally different.
Investments in securities are the major and much
higher than in Ukraine. The share of claims
against reinsurance organizations is missing or
excessively low. Ukrainian IC have significantly
increased their share of bank time deposits from
27.3% to 34.7% and to government bonds from
5.1% to 19.4% over the last eight years (Table 2).
These investments are considered to be quite reli-
able, however, with a systemic banking crisis that
is still going on in the country and a considerable
amount of public internal and external debt, they
pose significant threats to the financial reliability
and liquidity of IC. Concentration of investments
of insurers in these two directions and drawdown
of investments into shares indicates a decrease in
diversification of investments of investigated insti-
tutions both by types of investments and by mar-
ket securities issuers. This conclusion is supported
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by the analysis of the financial income structure of
the local IC during the research period (Table 3).

The volume of real investment by IC in priority
sectors of the country’s economy, defined by the
government, still remains extremely low in 2019.
The volume of such investments decreased from
UAH 77.6 million in 2011 to UAH 34.4 million
in 2018, i.e., more than twice during the research
period. Major funding is directed to the develop-
ment of high-tech equipment, tourism infrastruc-
ture, housing construction, and extending loans
to citizens. As practice shows, the incentives of the
state for investing insurance reserves in the prior-
ity sectors of the national economy are ineffective
today.

3.2. Main stimulating factors
for the growth of the IP of the IC
of Ukraine

These factors are as follows:

o The volume of premiums raised under life in-
surance contracts.

e The increase of mathematical and other
reserves.

e Since 2015 - the technical reserves of insurers.

o The increase in premiums raised from risk in-
surance (only in recent years).

o The gross premiums drawn raised by conclud-
ed insurance contracts. It leads to an increase
in the volume of investment transactions and
insurance reserves formed. The total gross
premiums received for all types of insurance
amounted to UAH 49.4 billion in 2018, hav-

http://dx.doi.org/10.21511/imfi.17(1).2020.08
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ing more than doubled over the study period
(National Commission for State Regulation of
Financial Services Markets, n.d.).

o A stable economic and socio-political situa-
tion in the country. Because IC investment
indicators increased dynamically during the
periods of macroeconomic stability.

o Leading development of LI in comparison
with other types of insurance protection.

e An increase in the proportion of safe and
high-income investment items in insurer
portfolios.

o Appearance of the first experience at the end of
2018 of transferring investment assets of two
local IC to AMC management. It led to a posi-
tive growth dynamics of insurance assets value.
However, this mechanism of interaction be-
tween insurers and asset management compa-
nies has not yet been properly spread in Ukraine.

e Purification of the local stock market from
poor investment tools.

As a whole, the insurance industry of Ukraine has
undergone a trend to decrease or slightly increase
the size of paid-up share capital in recent years,
which is a consequence of the elimination of insol-
vent IC and market consolidation. Therefore, this
factor had no effect on the growth of the IP of the
Ukrainian insurance sector.

3.3. Disincentive factors and risks
for the IP

These factors are as follows:

o Diversification reduction in insurers’ invest-
ment portfolios.

« Insignificant volumes of real investments of
IC in priority sectors of the economy.

o The lack of a stable trend to increase the
amount of financial income from investments
made in 2011-2018 indicates the lack of effec-
tiveness of investment strategies of the studied
financial institutions.

http://dx.doi.org/10.21511/imfi.17(1).2020.08

The structure of types of insurance protec-
tion, the predominant share of which belongs
to the risky types of insurance. At the end of
the research period, the share of raised premi-
ums from risk insurance was 92.1%, 7.9% of
which corresponded to LI income (National
Commission for State Regulation of Financial
Services Markets, n.d.). During the research
period, the ratio between the gross insurance
premiums for risky types of insurance and LI
has not significantly increased in favor of the
latter, which is characterized not only by more
active but also insufficient expansion of LI in
the country.

The amount of gross premiums transferred
to reinsurance, especially in the case when
they are transferred to non-residents. During
2011-2018, the level of gross reinsurance pre-
miums transferred was sufficiently high, rang-
ing from 11.7% in 2012 to 42.2% in 2017. In
2018, one third of total gross premiums raised
were transferred to reinsurers, 83.3% of which
were received by residents and 16.7% by non-
residents. In the last-year research, total com-
pensation by reinsurers was only 19.1%. That
is not more than a fifth of insurance payments
(National Commission for State Regulation of
Financial Services Markets, n.d.). It confirms
the negative impact of reinsurance transac-
tions on the IP of the investigated financial in-
stitutions in connection with the withdrawal
funds from their business.

Poor investment strategies. This is the result
of the dynamics of financial income received
by IC from the investment resource allocation
in the selected assets (Table 1). A significant
increase in financial income for this type of
transactions occurred after their decrease in
previous years. In some years, research invest-
ment transactions were unprofitable, which
indicates the high risk of the selected invest-
ment strategies.

The socio-political and economic instability
in Ukraine, which led to a deterioration of fa-
vorable investment conditions by IC and cre-
ated new risks in their activities. Part of the
assets of insurers was lost in the occupied
territories.
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92

INVESTMENT RISKS OF INSURANCE COMPANIES

v

External risks

A

y

l
Risk of crisis in the socio-political life
of the country
I

Risk of a systemic crisis in the
banking system
T

Risk of a systemic crisis in the stock
market
I

Risk of erroneous measures
of government regulation
T

Risk of unavailability of assets in the
occupied country’s territories
I

| Inflation risk
T

| Currency risk
I

Bankruptcy risk of the securities
issuer
I

I

Risk of damaging real investment
assets

I
Globalization risk

|_

Internal risks

Risk of inefficient asset management
activities

Risk of incorrect selection
of investment objects

Risk of incorrect selection
of infrastructure market participant

Risk of developing an erroneous
investment strategy

Risk of lost profit

Risk of deterioration of the financial
condition of the company

Risk of erroneous asset structure

Risk of loss of investment assets

Risk of inefficient decisions in
business activities

Figure 2. List of risks of IC investment activity

The limited ability of insurers to allocate their
investments in securities of foreign issuers.
The maximum standards of this type of in-
vestment are determined by national legisla-
tion and apply only to high-quality securities.
Foreign investment of local insurers and the
fragile situation on the country’s foreign ex-
change market discourage its growth.

Risks of the internal environment through
the complexity of the investment process
and financial instruments, the involvement
of a large membership of infrastructure mar-
ket players, the use of unreliable informa-
tion, which leads to inefficient investment
decisions.

Risks of the globalization and international-
ization of the global financial space.

Appearance of new types of risks in the invest-
ment activity of IC, including those caused by
mistakes made in the state regulation of the in-
vestment activity of IC (Figure 2). Investment
risks, being a separate entity for most IC, are
not yet distinguished, their impact on economic
performance is usually dependent on random
external and internal factors. This quires the es-
tablishment of a specialized structural unit with
investment risk management functions or the
transfer of functions of creating and managing
the formed investment portfolio to a profession-
al market participant (AMC).

http://dx.doi.org/10.21511/imfi.17(1).2020.08
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3.4. Comparison of stimulating
and limiting factors

Recent research makes it possible to conclude that
there are both stimulating and limiting factors re-
garding the development of the IP of the insurance
industry of the country. The grouping is shown in

Table 4.

Table 4. Stimulating and limiting factors of IP
development of the Ukrainian insurance sector

Factors that influence the development
of the IP of the Ukrainian insurance sector

Stimulating

Limiting

Increase in the value of
insurance industry assets
due to the development of
insurance activities

Developed insurance structure,

i the main place in which
i belongs to risk types

Increase in gross and net
premiums raised over the last
five years

Absence of a stable trend to
i increase the amount of annual

financial income from insurers’

investments

Advanced development of LI
compared to risky types of
insurance

i Reduction or a slight increase
i in the amount of paid

authorized share capital of

insurers during some years

Increase in all types of
insurance reserves

i Asignificant amount of
: reinsurance gross premiums
: raised

Advanced growth of the size
of mathematical reserves
compared to technical
insurance reserves

i Loss of part of assets of IC

! as a result of the occupation
‘of territory and hostilities in
i eastern Ukraine

Increase in the number of
people insured under LI
contracts

i Advanced growth of insurance
: payments compared to an
i increase in investment assets

Anincrease in the amount
of financial income from the
allocation of investments in
government securities

Predominance in the national
i market in terms of the

composition and value of

Anincrease in the amount

of financial income from

the allocation of insurers’
investment resources on bank
time deposits

assets of risk IC over life IC

Emergence of new types of
external and internal risks in
the investment activity of IC

Appearance of the first
experience of transferring
investment assets of insurers
to the professional manager
(AMC)

Decrease in the level of
investment diversification in
investment strategies of IC

Possibility of allocating
investments in reliable and
high-income bonds of Ukraine

i Decrease in the share of
i investments in securities in

the total volume of insurers’

investments

Increase in the share of safe
and high-income investment
items in insurer portfolios

i Limited opportunities for
i local insurers to allocate

investments in securities of

foreign issuers

Purification of the local stock

market from low quality and
«junk» stocks

Minor volumes of real
investment in priority sectors
of the national economy
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4. DISCUSSION

Stimulating and limiting factors regarding the
development of the IP of the insurance industry
of Ukraine were highlighted and compared, new
types of risks were discussed. All mentioned risks
are subject to classical type statistics, that is, the
larger the groups, the smaller the risk; a reduced
risk provides an emergence of benefit to the man-
agement of the portfolio )Mualem & Zaks, 2019).
The weak part of the organizational and eco-
nomic mechanism for managing the investment
risks of IC in Ukraine is the lack of a specialized
structural unit that is responsible for implement-
ing the selected investment strategies. Given that
the principles and foundations of investing are
not the same for different financial institutions,
each insurance company must develop its on in-
vestment risk management system in accordance
with its needs, market conditions, and regulato-
ry requirements. To mitigate the operating risks,
such protection as a comprehensive agreement is
provided by comprehensive financial institution
insurance (Bankers Blanket Bond) and profes-
sional liability insurance (Financial Institution
Professional Indemnity). However, these policies
are not yet widespread in Ukraine and CIS coun-
tries (Shkolnyk, Bondarenko, & Balatskyi, 2019).

Further development of investment activity in the
insurance industry of Ukraine will depend on:

o the success of the implementation of other
types of insurance, especially long-term ones,
which will ensure an increase in the volume
of raised insurance premiums and personal
formed financial resources;

« introduction of additional mechanisms and
instruments that will provide real protection
of property rights of insurers and insured per-
sons during the economic crisis and political
instability;

o effective stimulation of insurers’ investments
in priority sectors of the country’s economic
development;

o effective means of limiting financial risks that

can ensure the financial reliability of IC in the
long term;
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properly organized system of managing in-
vestment activities and investment resourc-
es; availability of effective investment objects
both in the stock market and in the real sector
of the national economy;

cooperation of IC with banking institutions,
non-governmental pension funds, asset man-
agement companies in order to generate joint
investment strategies;

state assistance to the development of invest-
ment activities of IC by expanding its capabil-
ities and reducing restrictions.

Investment Management and Financial Innovations, Volume 17, Issue 1, 2020

the use of integrated CRM modeling in
assessing the attractiveness of financial
instruments;

the implementation of compliance procedures;

placing the investment resources of IC in sev-
eral banks, in different currencies, for differ-
ent periods, dispersing them between public
and private institutions and in terms of relia-
bility (rating) of banks;

providing investment in government bond in-
struments with varying maturities, as well as

in the market securities of economic entities
in accordance with the integral indicator of
their reliability assessment;

The investment strategies of the local IC also re-
quire significant improvement. In this regard, a
significant reduction in the level of the overall risk
of investment activity of IC can be ensured by: o determining the effectiveness of the
risk mitigation methods used to discard
low-performing ones, and to select the most
effective ones during the risk management

process.

o the development and implementation of ef-
fective systems for managing the investment
resources;

CONCLUSION

The total volume of investment assets of Ukrainian insurers for the period 2011-2018 decreased, and the
share of this indicator in the country’s GDP decreased. Among the new types of risks there were identi-
fied the risks of a systemic crisis in the banking system and the national stock market, as well as those
caused by errors in the state regulation of insurance activities. The decrease of financial income received
from the funds’ allocation in financial and tangible assets had an uncertain effect on the process of in-
creasing the investments of insurers almost every second year during the study period.

In 2019, major funding was raised by local IC from placing funds on bank time deposits and in bonds, mainly
in state ones. Income from dividends on shares and possession of the capital of other enterprises is extremely
low. The relative values of return on transactions with investment resource allocation in bonds were doubled
during the research period, with almost 40% increase in receipts from the funds of IC on bank deposits.

These trends allow us to come up with the conclusion that investment strategies of the Ukrainian IC are
being simplified in the current context since bank deposits and government bonds are dominating in
the priority investment items. These processes are mostly associated with active borrowing by the gov-
ernment in the local market through the issuance of government bonds and the lack of effective invest-
ment tools owing to the weak development of the local stock market. Active efforts to clean up the stock
market from substandard stocks by the national regulator have led to significant reduction in insurers’
investments in corporate securities since 2015.

The study has shown that the incentive effect on the accumulation of investment assets of insurers has
increased the volume of activity in which LI outperformed other types of insurance protection. The
increase in the size of insurance reserves had a positive impact, as well as the increase in the share of safe
and high-yield investment items in the portfolios of insurers. The limiting factors include:
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« an ineffective structure of types of insurance protection in the national market;

o the predominance of assets and the number of risk insurance companies over life insurers;
« asignificant proportion of reinsurance premiums transferred to reinsurance;

o aloss of part of assets in the occupied territories;
« anappearance of new types of risks in the investment activity of insurance companies.

Considering the effect of the factors studied in the article will allow the state regulators to make more
effective decisions to improve the investment activity of insurers and enhance its importance in the in-
vestment support of the development of the national economy.
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