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INSURANCE MARKET AND SYSTEM-BASED RISK OF FUNCTIONING

Abstract. The article deals with the factors and conditions for the emergence and spread of
systemic risks in the insurance market within the framework of the interaction of insurance
companies with each other and other financial institutions. These are forms of identifying the
features of systemic risk manifestation. Focused attention is paid to factors such as competition
between financial institutions, mergers and acquisitions, accumulation of individual risks, and their
impact on the characteristics of the insurance market, markets of other financial intermediaries. The
conditions of distribution of systemic risks — the increase of the level of capitalization of the
insurance market, a separate insurance company, the presence of the transfer of risks from one to
another financial intermediary.

It is revealed that the possibility of diversifying the directions of formation of own assets of
the insurance company determines its interaction with financial intermediaries of the stock,
currency, investment market, banking services market, which causes an increase in the threat of
systemic risk.

The comparative characteristics of monitoring of manifestations of systemic risk on the
insurance market by domestic and European financial regulators are given. The issue of insufficient
attention to the degree of unevenness of the concentration of insurers’ assets in different financial
markets is considered, taking into account the corresponding risks that can accumulate and
exacerbate each other. The necessity of expansion of objects of monitoring by types of risks of
insurance activity is established. The necessity for financial regulators to pay special attention to
systemic risk is substantiated.

It is proposed to assess the systemic risk in the insurance market to use a systematic
approach to the diagnosis of the state of the insurance market as an open complex economic system.
The main methodological principles for assessing the systemic risk of the insurance market and the
individual insurance company are formulated. Concerning the specifics of the interaction of
insurance companies with banking institutions, it was considered necessary to combine the risks of
the insurance market and the influence of systemically important banks on the activity of a separate
insurance company.

Keywords: financial sector, financial institutions, insurance market, system-based risk,
system-based approach.
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CTPAXOBHMI PUHOK I CUCTEMHI PU3UKHU ®YHKIIIOHYBAHHS

AHoTanis. Po3risHyTo GakTopu Ta yMOBM BUHMKHEHHS W MOMIMPEHHS CUCTEMHHUX PU3HKIB
Ha CTPaxOBOMY pPHHKY B MEXKax B3a€MOJIl CTPaXOBUX KOMITaHIM MK COOOK Ta IHITUMHU
¢biHaHCcOBUMH 1HCTUTyTamMH. BoHHM € ¢dopMamMu BHSIBIEHHS OCOOIMBOCTEH MPOSIBY CHCTEMHOI'O
pU3HKy. 30CEPE/DKCHO yBary Ha (akTopax, TAKMX K KOHKYPEHI[isl MikK ()iIHAHCOBHUMH 1HCTHUTYTAMH,
3MUTTS 1 TOIJIMHAHHA, HAKONWYEHHS IHIUBIAyalbHUX pPHU3UKIB, Ta iXHbOMY BIUIMBOBI Ha
XapaKTePUCTHKH CTPAaXOBOTO PUHKY, PUHKH IHIIMX (pIHAHCOBHMX MOCEpEAHMKIB. BU3HaueHO yMOBH
MIOIIMPEHHS] CUCTEMHUX PU3HMKIB — IIIJIBUIICHHS PIBHS KaIliTajli3allii CTPaxoBOTO PUHKY, OKPEeMOi
CTpaxoBOi KOMIIaHii, HasABHICTb Tepenadyi pPU3HKIB BiJ OJHOTO A0 IHIIOrO (hiHAHCOBOTO
MOCEepEeHHKA.

3’scoBaHO, IO MOXJIMBICT auBepcudikamii HampsMmiB (OpMyBaHHS BJIACHUX AaKTHBIB
CTPaxoOBOi KOMMaHii 3yMOBIIOE ii B3aeMOJi0 3 (HIHAHCOBHUMH ITOCEPEIHUKAMU (POHIOBOTO,
BAIIOTHOTO Ta IHBECTHLIHHOTO PHHKIB, pUHKY OaHKIBCHKHX IMOCIYT, SIKa CHPUYHHSIE TMOCUICHHS
3arpo3u CUCTEMHOTO PU3HUKY.

Hamano mopiBHSUIBHY XapaKTEPHCTUKY MOHITOPHHTY TIPOSBIB CHCTEMHOTO PHU3WKY Ha
CTPaxOBOMY PHHKY BITUM3HSIHHMH Ta €BPOMEHCHKUMHU (PIHAHCOBUMHU peryisiTopaMu. Po3risHyTO
MUTAaHHS HEJJOCTAaTHBOI yBaru 0 CTYINEHsS HEPIBHOMIPHOCTI KOHIICHTpAIlii aKTHBIB CTPaXOBUKIB Ha
pi3HUX (P IHAHCOBHX PUHKAX 3 YpaxyBaHHSM BIAMOBIIHUX PU3HKIB, KI MOXYTh aKyMYIIOBaTHCS 1
MOCHJTIOBATH OJIMH OIHOTO. Y CTAaHOBJICHO HEOOXIAHICTh PO3IIMPEHHS 00’E€KTIB MOHITOPHHTY 3a
BUJIAMU PHU3UKIB CTPaXOBOi AisiIbHOCTI. OOIPYHTOBAHO HEOOX1AHICTD 71 (DIHAHCOBUX PETYJSATOPIB
MPUIUIATH OCOOJIMBY yBary came CUCTEMHOMY PU3HKOBI.

3anpomnoHOBaHO Il OLIHKH CUCTEMHOTO PU3HMKY Ha CTPaXOBOMY PHHKY IOCITYTOBYBAaTHUCS
CHCTEMHHM IIJXOJOM JO JIarHOCTHKH CTaHy CTPaxoBOI'O PUHKY SK BIIKPUTOI CKIJIQIHOT
ekoHoMiuHOi cuctemu. CopMyIbOBaHO OCHOBHI METOAMYHI MPUHIMUIHN OIIHKA CHCTEMHOI'O
PU3HKY CTPAaXOBOTO PHHKY Ta OKpeMoi cTpaxoBoi komriaHii. CTOCOBHO N0 crienudiku B3aeMoIii
CTpaxOBUX KOMIMaHIA 13 OaHKIBCbKUMH YCTaHOBaMM BHM3HAHO HEOOXIAHHUM MO€IHAHHS PU3HKIB
CTPaxOBOI'O PHUHKY 1 BIUIMBY CHCTEMHO BaXJIMBHUX OaHKIB Ha AISUIBHICTD OKPEMOI CTpPaxoBOi
KOMIIaHii.

Karwouosi cioBa: ¢inaHcoBuil cekTop, (hiHAHCOBI IHCTUTYTH, CTPAXOBHH PUHOK, CHCTEMHHHA
PU3UK, CHCTEMHHM IMiIX1]1.
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CTPAXOBBIE KOMITAHHUMA:
B3AUMOJIEMCTBUE U PUCKHU HA ®UHAHCOBBIX PBIHKAX

AHHoOTamms. PaccMoTpeHbl (aKkTOpbl M YCIOBUS BO3HHUKHOBEHHUS W PAaCHpPOCTPaHEHUs
CHUCTEMHBIX PUCKOB Ha CTPaXxOBOM pBIHKE B MpejesiaX B3auMOJEHCTBUS CTPAaxXOBBIX KOMITAHUN
MEeXJIy co0oi W ApYyruMH (PUHAHCOBBIMH WHCTUTyTaMH. OHHU SBISAIOTCA (hOpMaMH BBISBICHUS
0COOEHHOCTEM MpOsBIEHUS CHCTEMHOro pucka. CocpegoToueHo Ha (pakTopax, TAKHX Kak
KOHKYpPEHLIUST MeXIy (UHAHCOBBIMM MHCTUTYTaMH, CIUSHUS M TIOTJIOLICHUs, HaKOIUJICHUs
MHIUBUAYAIBHBIX PUCKOB, U UX BIMSHUU Ha XapaKTEPUCTUKH CTPAaXOBOIO PBIHKA, PHIHKHU JAPYrHX
(¢buHAHCOBBIX TOCPEeIHUKOB. OIpeneneHbl YCIOBHsS PAacCHpPOCTPAHEHUS CUCTEMHBIX DPHUCKOB —
MOBBILICHUE YPOBHS KallUTalIM3allMMd CTPAaXOBOI'O pBIHKA, OTAEIBHOM CTPaxoBOil KOMIaHUH,
HaJINYME Nepeaayl pUCKOB OT OJTHOTO K JPyroMy (pMHaHCOBOI'O MOCPEIHUKA.
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BbisicHeHO, YTO  BO3MOXXHOCTH  JUBEpCHU(UKAIMM  HANpaBiIeHUH  (OPMHPOBAHUS
COOCTBEHHBIX aKTHBOB CTPAaXOBOM KOMIIAHUU OOyCIIaBJIMBAET €€ B3aMMOJAEHCTBUE C (PUHAHCOBBIMU
nocpeTHuKaM# (POHIOBOTO, BATIOTHOTO M MHBECTUIIMOHHOTO PHIHKOB, PHIHKA OAHKOBCKHX YCIYT,
KOTOpasi IPUBOJUT K YCUJIEHHIO YTPO3bl CUCTEMHOTO PUCKA.

IIpenocraBiieHO CPABHUTENBHYIO XapaKTEPUCTUKY MOHUTOPUHIA IPOSBICHUA CHCTEMHOIO
pHCKa Ha CTPAaXxOBOM DbIHKE OTEYECTBEHHBIMH U €BPONEHCKHMHU (DUHAHCOBBIMU PEryJATOPaMH.
PaccmoTpeHsl BOIPOCHI HENOCTATOYHOIO BHUMAHMS K CTEIIEHH HEPABHOMEPHOCTH KOHLEHTpaLUU
aKTHBOB CTPAXOBIIMKOB HA Pa3IMYHbIX (PUHAHCOBBIX PHIHKAX C YUETOM COOTBETCTBYIOLIUX PUCKOB,
KOTOpBIE MOTYT aKKyMyJHpOBAaTbCsd W YCHWJIMBATh JAPYr Jpyra. YCTaHOBIEHa HEOOXOAMMOCTH
pacupeHusi 0ObeKTOB MOHUTOPHMHIA 10 BHJIaM PUCKOB CTPaxoBOW jesrenbHOCTH. OOOCHOBaHA
HEOO0XO0AUMOCTh UIsl (PMHAHCOBBIX PETYISATOPOB YAEIATH 0CO00€ BHUMaHHE MMEHHO CHCTEMHOMY
PHUCKY.

[Ipemnoxkeno miIg OLEHKM CHUCTEMHOIO pHUCKAa Ha CTPAXOBOM DPBIHKE ITOJI30BATHCS
CUCTEMHBIM IOAXOAOM K AMATHOCTUKE COCTOSHUS CTPAaXOBOI'O PHIHKA KaK OTKPBITOW CIIOXKHOU
SKOHOMHYECKON cucteMbl. CQOopMyIUpOBaHbl OCHOBHBIE METOAMYECKHE IPUHIMIBI OLIEHKH
CHUCTEMHOI'O PHUCKAa CTPaxOBOI'O PBIHKA M OTACIBHOM CTpaxoBoW KomnaHuu. IIpumeHnTensHO K
crenu(uKe B3aUMOJCHCTBUS CTPAaXOBbIX KOMIIAHUNA C OaHKOBCKMMHU YUPEXKIECHUSMHU IMPHU3HAHO
HEOOXOAUMBIM COTIPSDKEHUS! PUCKOB CTPaXOBOI'O PbIHKA M BIUSHHS CUCTEMHO Ba)KHBIX OaHKOB Ha
NEeATENbHOCTh OTJEIbHON CTPAXOBOW KOMIIAaHUH.

KaroueBble cjioBa: (UHAHCOBBIA CEKTOP, (PMHAHCOBbIE HMHCTUTYTBI, CTPaxOBOM DBIHOK,
CUCTEMHBIN PUCK, CACTEMHBIN MOJIXON.

®opmyn: 0; puc.: 0; Tabn.: 0; 6ubmn.: 11.

Introduction. The financial services market is represented by separate segments of
participants that, on the one hand, compete with each other for customers of financial services. On
the other hand, the competition occurs in the process of forming a resource base. The individual
financial institutions need to constantly interact with each other. There are both operations of
different financial intermediaries that meet the same needs of clients, and operations that cannot
fully meet the needs of customers, unless there will be no interaction with another financial
institution.

At the financial market there are most active the financial institutions of the banking sector,
insurance sector, investment funds, which are managed by asset management companies (AMC),
etc. Increasing frequency of manifestation and complication of organization of processes of activity
and interaction of individual participants in the financial services market increase the number of
threats to the stability of the market and increase the level of risks of conducting financial
transactions.

Research analysis and problem statement. The risks of insurance activity within the
insurance market were considering by Ukrainian scientists V.D. Basilevich, K.Y. Baissa, V.P.
Bratiuk, O.Y. Zhabinets, A.M. lermoshenko, O.V. Kozmenko, R.V. Pikus, T.A. Rotova, N.V.
Tkachenko, V.M. Furman and others. It is necessary to distinguish authors who consider the
systemic nature of insurance risks, manifestations of systemic risk at the insurance market: D. Bila,
A.M. lermoshenko, T.A. Rotova. The authors have different approaches to interpreting the concept
of systemic risk of the insurance market, which defines the necessity to clarify the field of activity,
factors and conditions of occurrence of this risk at different levels of the financial system. The
assessment of the systemic risk of the insurance market also doesn’t have the necessary level of
consideration in scientific researches.

The purpose of the research is to investigate the features of systemic risk manifestation, to
identify its characteristics within the joint activity of insurance and other financial intermediaries at
the insurance market and in the interaction of different segments of the financial market under
regulatory conditions.

Research results. The risks of insurance activity are presented by researchers according to
different classification approaches. The types of risks inherent in the activity of an insurance
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company are offered by N.V. Tkachenko [1, p. 88]. Among the risks types offered by the author,
the most of them reflect the macro level of their occurrence. Only a partial characteristic of market
risk corresponds to the influence of the company on the factors of meso- and macro-levels. In its
turn, the Regulation of the National Commission that makes state regulation in the financial
services Market [2] establishes a classification of risks of insurance companies with a market
component as well, but more specifically it is identified as subspecies - counterparty default risk,
the market concentration risk, and membership risk of financial group.

Indeed, one of the results of competition between financial institutions, their desire for
financial stability may be considered by increasing the level of capitalization of individual
participants and the insurance market as a whole. Institutional capitalization processes also address
mergers and acquisitions (M&A) between them. Researchers point out the lack of information about
M&A transactions between insurance companies [3, p.125-126], which is reflected in the
insufficient level of research of these processes and their impact on the characteristics of the
insurance market, markets of other financial intermediaries, the financial market as a whole, the
sector of real economy. One of the effects of such impact is the ability to transfer and accumulate
individual risks of insurers from one insurer to another. As well as transferring risks to participants
of one financial group.

Risk classification proposed by A.M. Iermoshenko [4, p. 211] contains individual,
systematic and system risks. System risks are considered to be related to the state economy. Not
only the risks of financial and economic but also political, social and technological changes are
considered among the system risks. These risks are considered by the author as a possible negative
impact on the activity of the insurance company.

In the opposite sense, system risk as a threat that events in a financial system of a certain
level, such as the insurance market, can cause high losses, the destruction of this system and can
cause significant losses in the real economy, said the head of the European Central Bank Jean-
Claude Trichet [5].

Thus, system risk (or system risks) is considered as a manifestation of exogenous market
risk. The impact of system risk is initially directed at the activity of an individual insurance
company, which ultimately covers all market participants and is a destructive factor for its
functioning. The promotion of system risk in the market occurs in a short period of time. It is spread
across different segments of the financial market.

The important segments of interaction in the insurance business are the stock market, the
foreign exchange market, the investment market. It is this interaction that enables the insurance
company to diversify the directions of formation of its own assets in the process of accumulation of
insurance reserves.

Independent insurance companies also have to constantly interact with various banking
institutions in their activities. Firstly, insurance companies act as a traditional bank customer who
can open accounts with several banks to optimize their financial activities. Secondly, insurance
companies and banks should be partners in conduction of separate types of business. The insurance
company carries out financial risk insurance, insures mortgage property, customers lives and bank
employees.

Also, the formation of system risk is due to the dangerous uneven concentration of assets,
the direction of financial flows. This can cause financial disparities and cause system risk to occur
or increase in the insurance market. Finally, the general economic downturn can simultaneously
affect all market participants that can be also a risk factor.

Since 2015, the Financial Stability Board, composed of representatives of the leadership of
all mega-regulators of Ukrainian financial market, reviews the system risks to the overall situation
in the financial sector of the country's economy. Identifying and monitoring system risks are
identified by one of the main objectives of the Board. In 2017, in order to clear the financial market,
the quality requirements of insurers' assets were strengthened. In 2018, according to the Financial
Stability Board's report, the risk level remains stable and does not fluctuate significantly [6].
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The activity of the insurance market is characterized by increased risks. Insurance
companies meet such financial risks as operating, currency, credit, interest rate, liquidity risk,
market, reputational and others. One of the risks that take into account the impact of the insurance
market on the company's operations is system risk, which is defined as a cumulative effect from
dynamic interaction of individual financial institutions. A financial institution that influences by its
scope and a scope of its activity a large number of counterparties in terms of scale and can be
identified as systemically important as a result of their activities. Such financial institution, in the
period of its own financial instability, is able to adversely affect the financial stability of not only an
individual counterparty, but also the financial stability and financial security of the relevant
financial services market.

In recent years, there are considerable amount of researches of domestic and foreign
scientists devoted to the study of system risks and systemically important financial institutions [7].
It is supported the position of the necessity to develop macro prudential regulation to reduce system
risks [3, p.128].

In Ukraine, the National Bank of Ukraine identifies yearly the systemically important banks
whose bankruptcy or malfunctioning may cause the increase of system risks not only for the
banking market but also for the whole financial system. JSC CB Privatbank, JSC Ukreximbank and
JSC Oschadbank are designated systemically important banks for 2018 [8]. These banks have set
higher standards of liquidity and capital.

The Mega regulator of the Insurance Services Market - the National Commission, which
makes the state regulation of financial services markets, is steadily increasing its prudential
oversight of non-banking financial institutions [9]. But the implemented “risk profiles” are still
focused on financial risk, underwriting risk, market risk. The regulatory requirements are set to the
level of capital adequacy of the insurance company, to the size of its regulatory capital (MCR, SCR,
add-on Capital). Unlike the National Bank of Ukraine, systemically important insurance companies
of Ukraine are not established due to the insufficient level of their capitalization and the lack of
systematic influence of their financial stability on other financial institutions.

The Financial Stability Board (FSB) is a financial institution that provides global financial
stability by coordinating the development of regulatory and supervisory and other financial sector
policies and identifies globally important insurance companies annually. In November 2016 it was
determined [10] by the appropriate methodology [11], and in 2017 the following insurance
companies were confirmed by Aegon N.V., Allianz SE, American International Group, Inc., Aviva
plc, Axa S.A., MetLife, Inc., Ping An Insurance (Group) Company of China, Ltd., Prudential
Financial, Inc. and Prudential plc.

The methodological setting of system risk assessment in the market is the application of a
systematic approach to the diagnosis of the insurance market as an economic system and its
elements - individual insurance companies. They act as market subsystems. At the same time, we
consider each insurance company as an independent open complex economic system. The
assessment should be performed in accordance with the following principles: the systemic risk
assessment is based on the results of the systematic analysis of the insurance market and the
individual insurance company; it is necessary to take into account the accumulation of
disproportions in insurance activity; financial market imbalances; the quantitative value of the level
of systemic risk is determined both by the indicators of endogenous factors of influence and
exogenous factors; impact factors that are exogenous to individual insurance companies are
endogenous factors for the whole insurance market; the evaluation should be done at the expense of
quantitative and qualitative indicators. By conducting a systematic analysis of the insurance market,
it is determined a measure of the influence of systemically important financial institutions on the
activity of the insurance market by the banking services and the stock market. For an individual
insurance company the structure of the portfolio of assets is considered and compared with the
average market structure of assets of the insurance market. The uneven asset concentration and
orientation are indicators of increased system risk. A hierarchical model of the insurance market is
built to determine the impact of an individual participant in the insurance market on its financial
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stability, the value of which is also used as an indicator of increasing system risk. A comprehensive
indicator of the systemic risk assessment of the insurance market consists of the following elements:
assessment of the financial stability of the insurance market, assessment of the impact of
systemically important financial institutions with domestic and foreign capital; analysis of the
sensitivity of the market portfolio of assets to significant fluctuations in macroeconomic indicators.

Conclusions. Therefore, increased competition and globalization are factors for intensifying
the interaction and interaction of different financial institutions. Factors and conditions of
occurrence and distribution of system risk reveal features of its manifestation in the insurance
market. This determines the necessity to identify and evaluate system risk not only of individual
markets, including insurance, but also of their isolation among the financial risks of participants -
insurance companies. A systematic approach to assessing system risk should be applied both at the
stage of market diagnosis as a whole and at the stage of risk assessment. Taking into account the
influence of systemically important foreign insurance companies and companies with foreign
capital on the activity of the domestic insurance market is combined with the corresponding
influence of systemically important banking institutions on insurance activity in the processes of
interaction of these sectors of the financial market. Mega regulators of financial market should to
expand their monitoring object by insurance risk types.
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