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PRUDENTIAL REGULATION OF INSURANCE ACTIVITIES IN
UKRAINE

The study of practical problems of prudential regulation of insurance activities,
such as shadow insurance activities, improvement of insurance standards based on
international standards and norms, systemic financial crises requires an appropriate

conceptual framework and the formation of a unified approach for understanding of
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prudential regulation and its boundaries. The COVID-19 epidemic dealt an
unprecedented blow to the global financial markets: these volatile market conditions
have led to a “flight to quality” [1].

In Ukraine, state regulators paid special attention to improve the system of
prudential supervision of insurance companies: they changed regulations in the field
of insolvency of insurers (Methods of forming insurance reserves in accordance with
types of insurance other than life insurance; Regulations on mandatory criteria and
standards of sufficiency, diversification and quality of the insurer’s assets; Methods
of insurance reserves’ forming in accordance with type of insurance, other than life
insurance and others).

The global macroeconomic dynamics significantly affects the strategy and
activities of insurance companies in Ukraine. The total number of insurance
companies in Ukraine on December 31, 2019 was 233, including life insurance
companies 1 — 23 companies, non-life insurance companies — 210 companies (on
December 31, 2018 — 281 companies, in including life insurance companies — 30
companies, nonlife insurance companies — 251 companies). The number of insurance
companies has decreased significantly, so in 2019 compared to 2018, the number of
companies decreased by 48 insurance companies, compared to 2017 decreased by 61
insurance companies. In 2019, the share of gross insurance experience decreased to
gross domestic product, which amounted to 1.3%, which is 0.1 percentage points to
reduce in comparison with 2018. The share of net insurance premiums in gross
insurance premiums for 2019 was 74.7%, which is 5.0 percentage points more
compared to 2018 year [2].

Non-banking financial institutions of Ukraine in January-March 2020 increased
capitalization by 16%. In the first quarter of 2020, 38 supervised institutions were
withdrawn from the financial market, including 14 financial companies, 9 insurance
companies, 6 pawnshops, 4 lessors, 2 private pension funds and 2 credit unions, 1
insurance broker. Despite the reduction in the number of financial institutions, the
market capitalization of non-banking financial services has increased significantly.

The assets of financial institutions on March 31, 2020 amounted to about 248 billion
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UAH, which is 16% (by 34.2 billion UAH) more than on the same date in 2019. At
the same time, the total assets of insurers grew by 2 billion UAH (2.2%).

The regional expansion of non-banking financial institutions continued: in
three months, insurance companies registered 165 branches and representative
offices, financial companies — 77, pawnshops — 45, credit unions — two. Traditionally,
socially significant mass types of insurance demonstrate good dynamics: payments
for life insurance amounted to UAH 1.25 billion (an increase of 22.7%), health
insurance payments — UAH 1.54 billion (an increase of 19.6%), and car insurance —
UAH 3.32 billion (an increase of 7.4%), for health insurance — UAH 182 million (an
increase of 37.5%) [3].

The National Bank of Ukraine is transforming its internal organizational
structure to ensure an effective implementation of the functions of regulating of non-
banking financial services markets, which it will receive from July 1, 2020 within the
framework of the “Split” project:

1. The National Bank has created two new departments: methodologies for
regulating the activities of non-banking financial institutions in the Monetary
Stability block and insurance market supervision in the Prudential Supervision block.
The Insurance Market Supervision Department will be responsible for prudential
supervision of insurance companies, specialized reinsurers and insurance
intermediaries, and the Department for Methodology of Regulation of Non-Banking
Financial Institutions — for the development and maintenance of regulations and
administrative acts on non-banking financial market regulation. These units will
facilitate an effective succession of functions from the National Commission for State
Regulation of the Financial Services Market.

2. The current structure of the National Bank is being updated: the Department
for Supervision of Non-Bank Credit Institutions and the Department for Supervision
of Financial Companies have been established within the Department for Supervision
of Financial Institutions, and the Department for Inspections of Non-Bank Financial
Institutions has been established within the Department for On-Site Inspections. The

structure of the Licensing Department has also been completely renewed, which will
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now include four departments: licensing of credit institutions, licensing of insurance
companies, licensing of financial companies and expert-analytical management, as
well as the licensing department of payment services.

Under the Memorandum of Understanding and Cooperation, in order to
comply with the provisions of the Law on Split, the regulators undertook to: share
information and hold regular consultations; coordinate the preparation of draft
regulatory acts; organize the transfer of documents, reports, information, messages
and other information; opportunity to get acquainted with information systems,
databases, software and hardware, and related documentation.

The content and fundamentals of the emerging model of a mega-regulator of
the financial market require analysis and correlation with other models for the
implementation of prudential regulation and supervision in order to identify positive
and negative aspects of its application. Given the above positions, we can summarize
that the institutional problems of reviewing and filling with new content of state
regulation of financial services markets (“Split”), including insurance business,
include: the creation of liquid markets for financial instruments, deregulation of non-
bank financial services with low levels risks, ensuring effective legal regulation of
insurance intermediaries.

Under these conditions, it is important to study the applied issues of insurance
regulation and on a consolidated basis the application of international standards of
capital markets infrastructure (requirements CSDR, EMIR, MIFID II, MIFIR, PFM),
insurance regulation in accordance with Solvency Il and IAIS principles. A complete
regulatory and supervisory system is necessary to maintain a fair, safe and stable
insurance sector. Insurance supervision should be based on the principles of financial
security control in order to ensure sustainable development of the insurance market.
Prudential regulation should help control and prevent systemic risks. The main object
of attention is systemically important insurance organizations. State regulation in the
Insurance industry is implemented through the application of appropriate measures at
the microlevel. The insurance company operates under the influence of insurance,

business, investment, currency, and political risks. The implementation of a risk
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management system is an important element in the formation of a risk-oriented

management system of an insurance company.
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