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THE PROBLEMS OF THE DOMESTIC REINSURANCE DEVELOPMENT
IN CONDITIONS OF FINANCIAL INSTABILITY

Abstract. Financial instability stems from the excessive volatility in the financial markets,
the weakness of financial institutions and the inability of financial sector companies to fulfill their
obligations, and it is no exception to insurance companies that do not have sufficient financial
resources to reinsure. In modern conditions, reinsurance provides stability to the development of the
insurers and is one of the most important tools that provides effective protection against various
natural, man-made and other risks.

The lack of financial resources of the insurance companies objectively determines the
limitations of their ability to insure large risks. Reinsurance enables the insurance companies, by
attracting funds from other insurers, to ensure the honest fulfillment of their obligations to insure
payment at the onset of an insured event, while maintaining the stability of their financial situation.

Admission to the insurance of expensive objects is dangerous for the individual insurer’s
financial stability through the coverage of losses in the insured event. Admission to the insurance of
expensive objects is dangerous for the individual insurer’s financial stability through the coverage
of losses in the insured event.

The need for reinsurance is due, among other things, to regulatory requirements for capital
and assets and provides tools for rapid development of the insurance portfolio.

Simultaneously reinsurance enables to protect the insurance portfolio from the influence on
it of a series of large insurance risks, including catastrophic, so that the payment of insurance
compensations on them does not pose a heavy burden on the one insurance company, but is carried
out collectively by all participants in reinsurance. As a result, reinsurance allows you to take
insurance risks that far outweigh the insurer’s own financial resources.

Thus, the reinsurance system is a guarantee of financial stability of any insurance company,
providing protection of its capital, and the basis for increasing the volume and quality of insurance
services.

In Article, the essence and significance of reinsurance in the conditions of globalization of
the world economy were considered, as well as analysis of the main tendencies of the domestic
reinsurance market development and the problems of its development in Ukraine were revealed.
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MMPOBJIEMHU PO3BUTKY BITUYU3HAHOI'O IEPECTPAXYBAHS
B YMOBAX ®IHAHCOBOI HECTABLJIbHOCTI

AHoTanisg. ®iHaHcoBa HecTaOLIbHICTh BHHUKAE BHACIIIOK HAaIMIPHOI BOJATUIBHOCTI Ha
(diHaHCOBUX pPHHKAX, CIa0KOCTI (PIHAHCOBUX IHCTUTYTIB 1 HE3IaTHOCTI KOMIIaHIl (iHaHCOBOro
CEKTOpPY BHKOHYBATH CBOi 3000B’sI3aHHs, HE BUHSATOK CTAHOBUTH U JIJISI CTPAXOBUX KOMITaHIH, SIK1 HE
Maro4M JIOCTAaTHIX (pIHAHCOBUX PECYpCIB BJAIOThCS 10 MEpecTpaxyBaHHSA. Y CydacHHUX YMOBax
nepecTpaxyBaHHs BH3HAYa€ CTAOUTBHICTh PO3BUTKY CTPAaXOBHKIB 1 € OJHMM 3 HAaWBa)KIMBIIINX
THCTPYMEHTIB, 10 3a0e3neuye eheKTHBHUI 3aXHCT BiJl IPUPOAHNX, TEXHOTCHHUX Ta 1HIIUX PU3HUKIB.

Bpak dinaHCcOBUX pecypciB CTpaxOBUX KOMITaHIH 00’ €KTUBHO 3YMOBIIIOE OOMEKEHICTh iXHIX
MOJJIMBOCTEH 31 CTpaxyBaHHS BEIUMKHUX pH3HKIB. IlepecTpaxyBaHHS J/03BOJIIE CTPaXxOBUM
KOMITaHISIM IIUISIXOM 3aJTy4eHHS TPOIIOBUX KOINTIB 1HIIMX CTPaXOBHKIB 3a0€3MEYUTH CYMITIHHE
BUKOHAHHS 3000B’3aHb MIOA0 3A1MCHEHHS CTPAaXOBOI BUILIATH 32 HACTAHHS CTPAaXOBOT'O BUMAJIKY,
30epirarouu mpu MbOMY CTaOUTBHICTh CBOTO (hiHAHCOBOTO CTAHOBHUIIA. Y3STTS Ha CTpaxyBaHHS
Joporux 00’eKTiB HeOe3neuHul Ak A1 (pIHAHCOBOI CTIMKOCTI OKpPEMO B3ATOTO CTPaxOBHKA, TakK 1
JUISI IOKPUTTS MOT0 30MTKIB IPU HACTaHHI CTPaXOBOT'O BUIAJIKY.

HeoOxianicTh nepectpaxyBaHHs 00yMOBJI€Ha, CEpe/] IHIIOT0, HOPMATUBHUMHU BUMOTaMH 110
KalliTaay Ta aKTUBIB 1 3a0e31edye 1HCTpyMEHTAapii JIs IBUJIKOTO PO3BUTKY CTPaXoBOro Moprders.

BoaHouac mepecTpaxyBaHHsI J103BOJISIE 3aXMCTUTH CTPaxoBUM HOpPTQeEnb BiA BILUIUBY Ha
HBOTO cepii BENTMKMX CTPAXOBHUX PHU3HKIB, Y TOMY YHCII W KaTacTpO(PIUHUX, YHACTITOK YOTO
BUIUIaTa CyM CTPAaxOBOTO BiJIIKOAYBaHHS MO0 HUM HE JIATa€ BAXKKAM TATApEM Ha OJHE CTPaxoBe
TOBAPHUCTBO, & 3/IMCHIOETHCSA KOJEKTUBHO yCiMa yYaCHHKaMH TepecTpaxyBaHHSA. Y HACHIJOK I[bOTO
nepecTpaxyBaHHs JI03BOJISIE TPUHMATH CTPAaXOBlI PH3HMKH, SKi 3HAYHO IEPEBEpPIIYIOTH BIIACHI
¢inancoBi pecypen  CTpaxOBHKa. TakuM 4YMHOM, cHucTEMa MEPECTPaXyBaHHA € 3aropyKOI0
¢inancoBoi cTiKkoCTi 6yI[b SKOi CTPaxoBOI KOMIIaHii, Ha/JalO4YM 3aXUCT ii KamiTamxy, 1 OCHOBOIO
3pOCTaHHs 00CATIB Ta SKOCTI CTPAXOBUX MOCIYT.

Po3rnsiHyTO CYTHICTH 1 3HAYEHHS IEpecTpaxyBaHHS B yMoBax TIioOamizamii CBITOBOT
€KOHOMIKH, a TaKOX IPOBEJACHO aHali3 OCHOBHUX TEHICHILIH pPO3BUTKY BITYH3HIHOTO
NepeCcTPaxoBOro PUHKY 1 BUABICHO Mpo0IeMu HOro po3BUTKY B YKpaiHi.

Knwuosi cnosa: crpaxyBaHHs, (piHAaHCOBA HECTAOUIBHICTb, BOJATHIBHICTb, (PIHAHCOBHIA
PHUHOK, TIepecTpaxyBaHHs1, KOMiCiiHa BHHAropoa.

@opmy: 0; puc.: 2; Tabmn.: 4; 6i61.: 15.

Introduction. Financial instability stems from the excessive volatility in the financial
markets, the weakness of financial institutions and the inability of financial sector companies to
fulfill their obligations, and it is no exception to insurance companies that do not have sufficient
financial resources to reinsure. In modern conditions, reinsurance provides stability to the
development of the insurers and is one of the most important tools that provides effective protection
against various natural, man-made and other risks. Reinsurance enables to protect the insurance
portfolio from the influence on it of a series of large insurance risks, including catastrophic, so that
the payment of insurance compensations on them does not pose a heavy burden on the one
insurance company, but is carried out collectively by all participants in reinsurance. As a result,
reinsurance allows you to take insurance risks that far outweigh the insurer’s own financial
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resources. The purpose of the article is to substantiate the main tendencies and problems of the
development of domestic reinsurance in the conditions of financial instability.

Analysis of recent research and problem statement. Both domestic and foreign scientists
carry out the study of the problems of the realization of reinsurance operations: M. Coleman [11],
A. Gusak [1], O. Knessler [4], J. Launie [13], L. Nechiporuk [5], O. Tymoshchuk [6], K. Tretiak
[7], Shashenko [8], L. Shirinyan [8], A. Shirinyan [8], B. Webb [13]. Paying tribute to the scientists
involved in this problem, we need to study the issue of improving the realization of reinsurance in
modern conditions.

Despite the diversity and depth of research in the domestic science insufficient attention is
paid to the peculiarities of the reinsurance development in the financial instability conditions.

In addition, it should be noted that in Ukraine there are insufficient research on improving
the efficiency of the reinsurance market, its competitiveness and transparency, identifying the
problems and prospects for further development.

At the same time, the need for analysis and development of the reinsurance market remains
in the field of view of the researchers and the analysts constantly. All this has the scientific and
practical interest for further study of this issue.

The purpose of the article is to substantiate the main trends and problems of domestic
reinsurance in of the financial instability conditions.

Research results. The essence of the reinsurance is to protect one insurer (reinsurer) of the
property interests of another insurer (reinsurer), associated with the adoption of the last contract
under the insurance contract (main contract) obligations on insurance payments [3, p. 398]. The
main purpose, functions and tasks of reinsurance are shown in Fig. /.

[ REINSURANCE ]_,
PURPOSE . TASKS

[ FUNCTIONS ]
creation of the insurer’s providing an additional distribution
™| balanced portfolio of damages
expansion of the financial opportunities ‘_
) . of large risks, which have a high probability
> ensuring the insurer’s . .
. o of implementation
financial stability
providing an additional protection in case |
. of the change of the value of risk and possible
ensuring ot fihe
g the profitability damage during the term of the insurance contract
of the insurance } . . .
. provide protection of the insurer against unfavorable
operations . . .
fluctuations in the insurance payments as a result —

of major or extraordinary losses

v

- secondary redistribution of risk;

- the ability to insure very expensive and unique risks;

- promotion of the introduction and distribution of the new types of insurance;

- creation the conditions for the formation of a homogeneous balanced portfolio,

which is necessary for the insurer for reliable control of its medium and long-term policy;
- acquisition the form of foreign trade, if the redistribution of risk is carried out between
companies from different countries

Fig. 1. Purpose and objectives of reinsurance
Source: systematized by sources [3; 6].
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Reinsurance is the most effective method of redistribution of risk and increase of the
financial stability of the insurer. Using reinsurance as a risk-diversion tool, the insurer has the
ability to transfer part of it to the other insurance organizations. At the same time, the obligation to
execute the contract is maintained by the insurer, and the insurance payments are distributed among
all the participants in the insurance process.

The need for reinsurance is due, among other things, to regulatory requirements for capital
and assets, and provides tools for the rapid development of an insurance portfolio. Given the small
capitalization of domestic insurance companies in comparison with foreign companies, the
reinsurance system becomes more important for the domestic insurance market, giving domestic
insurers the opportunity to enter into insurance contracts, the cost of which exceeds their own funds,
which ensures stable development of the insurance market in conditions of instability of the
financial environment.

Consider the main trends in the development of reinsurance in domestic conditions. Thus,
the operations of the initial reinsurance in Ukraine in the first half of 2020 compared to the same
period in 2019 decreased from 9771,0 mln UAH up to 8356,9 min UAH at the expense of a
decrease of 1034,8 min UAH (13,4%) reinsurance in the middle of the country and 379,3 min UAH
(18,4%) of reinsurance operations with non-resident insurers (7able I).

Table 1
Dynamics of the main indicators of the domestic reinsurance market

Growth rates
Indicators ﬁrfS; (']‘1"9“ ﬁrfS; 5‘2“3f first half of 2020 / first half of 2019
° ° min UAH %
Paid for reinsurance, including: 9771,0 | 83569 -1414,1 -14,5
- to resident reinsurers 77133 | 6678,5 -1 034,8 -13,4
- to non-resident reinsurers 2057,7 | 1678,4 -379,3 -18,4
Payments offset by reinsurers, including: 566,3 898,1 331,8 58,6
- resident reinsurers 169,0 207,2 38,2 22,6
- non-resident reinsurers 397,3 690,9 293,6 73,9
Received insurance premiums from non-resident reinsurers 20,2 17,4 -2,8 -13,9
Payments compensated for non-resident reinsurers 0,1 0,3 0,20 200,0

Source. Built on the basis of official reports of the National Financial Services Commission.

Consider the example of the leading insurance companies, the amount of payments for the
original reinsurance. Thus, in the insurance market of Ukraine to stationary companies, in which
part of insurance payments belonging to reinsurers was significant during the investigated period,
belong to Kremin, Unika, Arsenal of insurance, PZU Ukraine and others (7able 2).

Table 2
Specific weight of reinsurance made by the largest insurers of Ukraine
The amount of |The amount of Part of the insurance . .
the insurance insurance I payments belonging Specl.ﬁc weight
The company name ayments as of [payments as of| " CrCas€ to reinsurers .Of remsurance
pany pay pay % in the insurance
June 30, 2019, | June 30, 2020, as of June 30, 2020,
ths. UAH ths. UAH ths. UAH payments
1. Unika 1139 945,0 933 079,0 22,17 456 546,0 40,05
2. Kremin’ 1108 231,2 2093 815,8 -47,07 1045 935,1 94,38
3. AKHA strakhuvannya 915 599.,0 800 789,0 14,34 40278,0 4,40
4. Arsenal strakhuvannya 895 962,0 837 612,0 6,97 421 371,0 47,03
5. PZU Ukrayina 669 545,5 659 870,6 1,47 316 091,7 47,21
6. TAS 631 056,8 458 2344 37,71 82 471,7 13,07
7. Inho Ukrayina 552 964,6 486 733.,9 13,61 116 971,4 21,15
8. Ukrayins’ka strakhova hrupa 443 382,0 391 486,9 13,26 43 807,3 9,88
9. Kredo 436 696,0 405 347.,0 7,73 208 719,0 47,80
10. Providna 430 061,6 459 613.5 -6,43 43224 1,01
11. Universal’na 417 658,0 331976,1 25,81 93 313.5 22,34
12. Oranta 379 284,0 281 196,9 34,88 27772,0 7,32

Source. Built on Insurance TOP materials.
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At the same time, the share of reinsurance by Ukrainian insurers in Germany in January —
September 2019 increased by 49,3% to UAH 383,2 million, whereas in the Russian Federation it
decreased by 63,1% to UAH 57,8 million.

According to the National Financial Services Commission, in addition to Germany, the
TOP-5 countries in the list of leaders in reinsurance of Ukrainian risks included countries such as
Switzerland, Great Britain, Germany, Poland, Austria, France (Table 3).

Table 3
TOP-5 countries leaders in reinsurance of Ukrainian risks
. Volume of the reinsurance
Volume of the reinsurance . .
. . . of risks in the total .
of risks in the total insurance . Dynamics
Country amount. 30.06.2019 insurance amount,
RS 30.06.2020

min UAH % min UAH % min UAH %
Switzerland 353,7 17,2 385,0 22,9 31,3 8,9
UK 320,0 15,5 305,9 18,2 -14,0 4.4
Germany 193,1 9.4 257,9 15,4 64,8 33,6
Poland 165,8 8,1 203,3 12,1 37,6 22,7
Austria 115,1 5,6 98,0 -5,8 -17,0 14,8

Source. Built on the basis of the official reports of the National Financial Services Commission.

Based on Table 3, it can be stated that the structure of the initial reinsurance as of June 30,
2020 in comparison with the similar period of 2019 has changed in favor of such countries as:
Germany (from 9,4% to 15,4%), Switzerland (from 17,2% to 22,9%), Poland (from 8,1% to 12,1%)
and Great Britain (from 15,5% to 18,2%).

At the same time, there is a decrease in the share of insurance payments to China (from
7,1% to 0,6%), Malaysia (from 6,0% to 0,01%), India (from 5,5% to 1,1%) and the Republic Korea
(from 3,0% to 0,04%) [15].

The structure of the initial reinsurance by types of insurance during the period under study is
shown in Table 4.

Table 4
Volume of the initial reinsurance by types of insurance as of 30.06.2019 and 30.06.2020
Volume of the reinsurance of Volume of reinsurance of risks
. . risks in the total insurance in the total insurance amount,
Kind of the insurance amount, 30.06.2019 30.06.2020
min UAH % min UAH %
Property insurance 941,9 19,9 1860,8 223
Insurance of financial risks 1773,8 18,2 17429 20,9%
Insurance against fire risks and risks of 1455 14,9 1280,2 15,3
the natural disasters
Third party liability insurance 668,0 6,8 800,4 9,6
Cargo and luggage insurance 21425 21,9 699,7 8,4
Accident insurance 99,6 1,0 212,5 2.5
Insurance of the land transport 4723 4.8 425.5 5,1

Source. Built on the basis of the official reports of the National Financial Services Commission.

According to Table 4, it can be noted that the redistribution in the structure of the initial
reinsurance as of June 30, 2019 in comparison with the same date of last year was in favor of the
following types of insurance, such as: insurance of the financial risks (from 18,2% to 20,9%); third
party liability insurance (from 6,8% to 9,6%); property insurance (from 19,9% to 22,3%); accident
insurance (from 1,0% to 2,5%). At the same time, the structure of initial reinsurance reduced the
volume of reinsurance of risks in the total amount of insurance from the following types: cargo and
luggage insurance (from 21,9% to 8,4%) and aviation insurance (from 3,8% to 1,8%) [6].

The ratio of initial reinsurance from non-residents as of 30.06.2018 amounted to 28.5%,
which is 21.3% more than the same indicator of the last year (as of 30.06.2017 — 7.2%)
(Fig. 2).
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Fig. 2. Part of the initial reinsurance in relation to gross insurance premiums
Source. Built on the basis of official reports of the National Financial Services Commission.

The assessment of reinsurance activity in Ukraine showed that, firstly, most of the risks are
transferred to reinsurance, which in turn affects the outflow of foreign currency. Second, to date,
there are virtually no studies that allow insurers to decide on reinsurance risk and evaluate its
change. The only criterion for deciding on reinsurance remains the statutory value of liability for
unit risk, which exceeds 10% of the own funds of the insurer.

Ukrainian reinsurance market in the conditions of instability of the financial environment
has certain gaps in development, in particular:

- insufficient capitalization of insurers, low level of insurance culture, presence of fraudulent
actions on the market;

- insignificant capacity of the market, which limits the possibility of the maintaining large
volumes of risks;

- capital withdrawal abroad through the use of the reinsurance operations with individual
non-resident partners that do not meet the traditions and regulatory requirements of the business;

- significant state institutions influence on the processes of insurance and reinsurance leads
to their overregulation, which affects the decrease of interest of foreign partners in cooperation with
domestic insurance companies;

- imperfection of the requirements and provisions of legislation in the field of insurance and
reinsurance;

- non-transparency of the cooperation between the participants in the reinsurance market;

- informational and analytical gaps availability in the market for the implementation of the
reinsurance operations.

Given the current practice of domestic reinsurance it is advisable to identify areas for
improving its organization:

- improvement of the legal framework regulating the reinsurance operations in the country
and bringing it in line with the international standards;

- increase of the financial resources of the insurance organizations of the country, which will
increase the capacity of the insurance market and expand the scope of insurance and reinsurance;

- introduction of perspective types and forms of reinsurance;

- further development of the infrastructure of the reinsurance market.

Conclusions. Thus, in conditions of the financial environment instability, reinsurance is
particularly relevant, since the main danger to an insurance company is the risk of a sharp violation
of the financial situation due to the large payments of insurance indemnity. However, the current
state of domestic reinsurance can not meet the needs of the insurance market, where are
predominantly insurance companies with low risk of taking significant risks and low level of
capitalization. That is why the urgent task is to integrate the reinsurance market into the world
economic space by harmonizing domestic insurance legislation and its compliance with
international standards, determining the degree of the market openness for the foreign reinsurers
and improving the quality of the export-import reinsurance operations.
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