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THE IMPACT OF INVESTMENT PLACEMENT BY LIFE AND NON-LIFE INSURANCE
COMPANIES ON ECONOMIC GROWTH IN UKRAINE
Abstract. Ukrainian insurers, especially those engaged in life insurance, like European

insurers, have a large potential investor in the financial market and can become a key driver of
economic growth. Social significance of the investor activity of insurers is tightly connected with the
saving function of insurance. Economic significance of investing activity of the insurance companies is
determined by the large volumes of their investment resources.The article analyzes the dynamics and
structure of insurance reserves of life and non-life insurers of Ukraine in comparison with foreign
insurers. Contrary to foreign experience, when the bulk of the reserves is invested in debt and equity
securities and real estate, Ukrainian insurers are mostly oriented towards banking investments due to the
underdevelopment of the stock market, high deposit rates, and lack of investment experience. The
differences in behavior of life and non-life insurers in the financial market as institutional investors are
determined based on the features of insurance activity. The specifics of life insurance lays in the long-
term contracts that allow investing a significant portion of the reserves in relatively long-term
investment vehicles and significantly reduce the requirements for liquidity of investments. The reserves
of life insurance companies are in fact 4 times higher than non-life insurance ones. In order to assess the
impact of investment placement of life and non-life insurance on economic growth in Ukraine, the
correlation between rates of change of technical provisions and life insurance reserves and GDP in the
dynamics of 2001-2016 has been analyzed. The investment activity of life andnon-life insurance
companies during the period of 2001-2016 was basically ineffective. This is evidenced by the
correlation between the rates of change of insurance reserves and GDP, that is higher than 1.1t has been
determined that the rate of change of investments is predominantly ahead of the GDP rate. This
indicates they are used not to ensure the development of the national economy, and, more likely, with a
speculative purpose. There is a cyclical correlation between annual rates of change of technical
provisions and GDP. The life insurance investment placement was only effective in 2010, 2011 and
2016. However, it should be noted that over past years, namely from 2014 for non-life insurance, and in
2016 for life insurance, there is a positive trend that allows us to conclude that further prospects for
economic growth in Ukraine in dynamics.

Keywords: life insurance, non-lifeinsurance, technical provisions, life insurance reserves,
investment placement, economic growth.
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BILJIMB PO3MIIIEHHS IHBECTUIIA KOMIIAHISIMH
31 CTPAXYBAHHS ) KUTTSA TA PUBUKOBOI'O CTPAXYBAHHSA
HA EKOHOMIYHE 3POCTAHHS B YKPATHI

AHoTauisi. YKpaiHCbKi CTPaXOBUKHU, OCOOIUBO, sIKi 3aliMarOThCsl CTPaXyBaHHSM JKUTTS, SIK 1
€BPOTIEHCHKI CTPaXOBHUKH, MaIOTh BEIMKHIA MTOTEHITIANl iHBECTOPIB Ha (JIHAHCOBOMY PHHKY 1 MOXKYTh
CTaTH KJIIOYOBOIO PYIIIHOIO CHIIOI0 €KOHOMIYHOTO 3pocTanHs. ColliaibHa 3HAYYIIICTh CTPAXOBUX
KOMIIaHil SIK iHBECTOPIB TICHO MOB’si3aHa 3i 30epiraibHOI0 (PyHKIIiE0 cTpaxyBaHHA. ExoHOMiYHA
iXHS 3HAYYIIICTh BHU3HAYAETHCS 3HAYHUMHM OOCATaMM IHBECTHIIMHMX pecypciB. IIpoaHanizoBaHo
JMHAMIKY 1 CTPYKTYPY CTPaxOBHX pe3epBiB CTPaxOBUKIB B YKpaiHi y MOpPIBHAHHI 3 1HO3EMHUMH
cTpaxoBukamu. Ha mpoTuBary 3apyODKHOMY JIOCBily, KOJHM OCHOBHA 4YacTHHA pe3epBiB
BKJIAJIA€THCSI B OOProBi 1 maioBi I[iHHI Manepu Ta HEPYXOMICTh, YKpaiHChKi CTPaXOBHKH IEPEBAKHO
OpIEHTYIOTbCS Ha OaHKIBChKI BKJIAJEHHS, 10 3yMOBJICHO HEPO3BHMHEHICTIO (DOHIOBOTO PHUHKY,
BUCOKMMH JICTIO3UTHHUMHU CTaBKaMH, OpakoM JIOCBiy iHBecTyBaHHA. BW3HaueHO BiMiHHOCTI
MOBENIHKN CTPAaXOBHKIB, SKi 3aiiMalOTbCs CTPaxyBaHHSM KHUTTSA i PU3HUKOBHM CTpPaxyBaHHSIM Ha
(iHaHCOBOMY PHHKY SIK IHCTHUTYIMHI iHBECTOPH, BUXOASYH 3 OCOOMMBOCTEH IXHBOI CTpaxoBOi
nisbHOCTL. OCOONMMBICT CTpaxyBaHHs KHUTTS MOJSTAaE B JOBFOCTPOKOBOCTI KOHTPAKTIB, IO A€
MOJIMBICTh IHBECTYBaTH 3HAYHy YaCTHHY pe3epBiB Yy BITHOCHO JOBTOCTPOKOBI I1HBECTHIIiHHI
IHCTPYMEHTH 1 3HAYHO 3HIKYBaTH BUMOTH JI0 JIIKBiZHOCTI iHBecTHLid. OOCsITu pe3epBiB KoMMaHil
31 CTpaxyBaHHsI XHUTTS BYETBEPO MEPEBUIIYIOTh TEXHIYHI pe3epBU. sl OLIHIOBaHHS BIUIUBY
IHBECTHIIIN CTPAXOBUKIB HA eKOHOMIUHE 3POCTaHHS POAHAJI30BAHO CITIBBIAHOIIECHHS MK PIYHUMU
TeMIaMH 3POCTaHHSI TEXHIYHMX pe3epBiB 1 pe3epBiB 31 crpaxyBaHHs kHUTTA Ta BBII Ykpainu B
muHamini 3a 2001—2016 pp. IeBecTHmiiiHa MiSITBHICTH CTPAaXOBUX KOMIIaHIM Oylia B OCHOBHOMY
HeepeKTHUBHOIO, 110 MIATBEPKYETHCS CITIBBIAHOMIEHHSM MDK TEMIIaMU 3MIHU CTPaxOBUX PE3epBiB 1
BBII, sike nepeBumye 1. Lle cBimunTh mpo iX BUKOpPUCTAaHHS HE AJs 3a0€3MEYEHHS PO3BUTKY
HaIllOHAIBHOI EKOHOMIKH, a, IMOBIpHINIe, 31 CHEKYJIATHBHOK METOr. I[CHye IMKIIiYHe
CHIBBIIHOIICHHS MDK IIOPIYHMMHK TeMIIaMH 3MiHM TexHiuHuUX pe3epBiB 1 BBII. IuBectuniiine
PO3MIIIEeHHsT KOMIaHiil 31 cTpaxyBaHHs XUTTA Oyno edexkruBHuM jumme y 2010, 2011 ta 2016
pokax. IIpote 3 2014 poky ais KOMIIaHii, SIKi 3aiiMalOThCS PU3UKOBUM cTpaxyBaHHsM, 1 3 2016
POKY Ul KOMIIaHiil 31 CTpaxyBaHHS JKUTTS CHOCTEPIraeTbcs MO3UTHBHA TEHACHLIS, IO CBIAYUTH
PO NEPCHEKTUBH €KOHOMIYHOTO 3POCTaHHA B YKpaiHi.

Knrouoei cnoea: ctpaxyBaHHS XKUTTS, PU3UKOBE CTPaxyBaHHA, TEXHIUHI PE3EpPBHU, PE3EPBH 31
CTpaxyBaHHSI JKUTTS, PO3MIIIEHHS IHBECTHUIIIH, CKOHOMIYHE 3pOCTAHHSI.
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BJIMSTHUE PASMEIEHUSI THBECTULIMIA KOMIIAHUSIMHA
110 CTPAXOBAHUIO )KU3HU U PUCKOBOMY CTPAXOBAHUIO
HA SKOHOMHNYECKHWH POCT B YKPAWHE

AHHOTAIUs. YKPaWHCKHE CTPAXOBIIUKH, OCOOCHHO 3aHMMAIOIINECs CTPaXOBAHWEM >KH3HU,
KaK M BPOICHCKIE CTPaXOBIIUKH, HIMEIOT OOJIBIIION ITOTSHIINAI HHBECTOPOB Ha (PMHAHCOBOM DPBHIHKE M
MOTYT CTaThb KJIIOUEBOM JABIXKYIUEH CHIIOW SKOHOMHUYECKOro pocrta. CoumanbHas 3HAYMMOCTh
CTpaxOBbIX KOMIIAaHWM KaK WHBECTOPOB TECHO CBs3aHa CO cOeperareiabHON (hDYHKIHMEH CTpaxOBaHHS.
OKOHOMHYECKas WX 3HAYMMOCTb OIPENEISsIeTCs] 3HAYUTENFHBIMH 00BheMaMH WHBECTHUIIHOHHBIX
pecypcoB. Ilpoanamm3upoBaHbl OWHAMHKA W CTPYKTypa CTPaXxOBBIX PE3EPBOB CTPAXOBIIUKOB B
YKpavHe 10 CPaBHEHUIO C WHOCTPAaHHBIMH CTPaXOBIIWKaMH. B MPOTHBOMONOXKHOCTE 3apyO0eKHOMY
OTIBITY, TJI€ OCHOBHAs YacTh PE3EPBOB BKIIAABIBACTCS B JOJTOBHIC M ITAaeBbIe IICHHBIE Oymarun u
HEJIBIDKUMOCTh, YKPaWHCKHE CTPAXOBIIUKH TPEHUMYIICCTBEHHO OPHEHTUPYIOTCS Ha OaHKOBCKHUE
BJIOKEHUS, YTO 00YCIIOBIICHO HEPA3BUTOCTHIO (JOHJIOBOTO PHIHKA, BRICOKUMH JICTIO3UTHBIMU CTABKaMH,
HEIOCTaTKOM  OTbITa HWHBECTHpOBaHUS. OmpeAeneHbl pa3Iudus TOBENCHHUS CTPaXOBIIUKOB,
3aHMMAIOIIUXCS CTPAXOBAaHWEM JKU3HM W PHCKOBBIM CTpaxOBaHHEM Ha (DMHAHCOBOM pPBIHKE Kak
WHCTUTYIIHOHATBHBIE HMHBECTOPBI, HCXOJS W3 OCOOCHHOCTEH WX CTPaxOBOW JIESTENLHOCTH.
Oco0eHHOCTh CTPaxOBaHMA XH3HH COCTOMT B JOJTOCPOYHOCTH KOHTPAKTOB, JAET BO3MOXKHOCTH
WHBECTUPOBATh 3HAYUTENBHYIO YacTh PE3EPBOB B OTHOCHTENBHO JOJTOCPOYHBIE WHBECTHUIIMOHHBIC
WHCTPYMEHTBI U 3HAYUTENIHHO CHIDKATh TPEOOBaHWsI K JMKBUAHOCTH WHBeCTUIMHA. OOBEMBI pe3epBOB
KOMITAaHUHM TI0 CTPaXxOBAaHHWIO JKU3HM B YETHIPE pasza MPEBBIMIAIOT TEXHUYECKHE pe3epBhl. C IENbI0
OIICHKH BJIMSHUS WHBECTUIMHA CTPAXOBIIMKOB HAa SKOHOMHYECKHH pOCT IPOAHAIM3HPOBAHO
COOTHOIIICHHE MEXK]Ty TOJIOBEIMH TEMIIAMH POCTAa TEXHUUECKMX PE3CPBOB U PE3EPBOB IO CTPAXOBAHHUIO
»ku3au 1 BBIT Ykpauns! B qunamuke 3a 2001—2016 rr. MuBecTHIIMOHHAS IEITEIHOCTh CTPAXOBBIX
KOMIIAHWH ObLIa B OCHOBHOM HEd((EKTUBHOM, YTO MOATBEPIKAACTCS COOTHOIICHUEM MEKIY TEMITaMH
W3MEHECHUST CTpaxoBbiX pe3epoB u BBII, mnpeebmmatonm 1. D10 CBUAETEIBCTBYET 00 UX
WCTOJIB30BaHUHM HE Ui OOECIICUCHMs Pa3BUTHs HAIMOHAILHOW SKOHOMHMKH, a, CKOpPEe BCEro, co
CHEKYIATUBHOM 11eNbl0. CyIIeCTBYeT NHMKINYECKOE COOTHOIICHHE MEXKIY CKErOJHBIMU TEMIIAMU
M3MEHEHUs TexHudyeckux pesepoB U BBIL. HWuBecTuimonHoe pasMelieHHe KOMIIAHUW 10
CTpaxoBaHUIO Xu3HU ObLTO A dexTrBHBIM Juib B 2010, 2011 n 2016 romax. Ognako ¢ 2014 rona s
KOMIIaHWH, KOTOpBhIC 3aHUMAIOTCS PHUCKOBBIM crpaxoBanueM, u ¢ 2016 roma i1 KOMIAHWH IO
CTPaxOBaHUIO KU3HU HAOITIOACTCS TOJIOKUTEIbHAS TCHICHIVSI, CBHICTEIBCTBYIOMIAs O TIEPCIIEKTHBAX
SKOHOMMYECKOTO POCTa B YKpauHe.

Kniouesvie cnosa: cTpaxoBaHWE >XKU3HHM, PUCKOBOE CTPaXOBaHME, TEXHUYECKUE PE3CPBHI,
PE3EPBBI IO CTPAXOBAHUIO KU3HH, Pa3MEIICHIUEC HHBECTHIINH, SKOHOMHUYCSCKUAN POCT.

®opwmyit: 0; puc.: 2, tabm.: 4, 6ubdm.: 14.

Introduction. Insurance companies that are active members of the insurance market, and take
responsibility to pay their clients damages in case of adverse events, also have a considerable potential
of the investor due to accumulation of a large amount of financial resources. Social significance of the
investor activity of insurers is tightly connected with the saving function of insurance, when necessary
insurance funds under the supervision of professional insurers are formed from a large number of
individual insurers. Economic significance of investing activity of the insurance companies is
determined by the large volumes of their investment resources. Financial resources, which are
accumulated as insurance reserves, play a significant role as a source of economic investment. They
contribute to increasing competition on a financial market, stimulate financial innovation, improve
corporate governance, and facilitate the development of regulatory acts.
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In developed countries, insurance companies exceed generally recognized institutional investors
(banks and investment funds) by investment rates. Insurers are the largest European institutional
investors, investing in long-term assets, including infrastructure, to meet expectations of insurers and
provide them with decent investment gain. They encourage to make savings and pensions, growth and
stability in Europe. The European Commission has made an ambitious investment plan, which main
goal is to increase the flow of investment into the real economy, thereby supporting creation of
workplaces and economic growth. European insurers hold more than €9.6 billion assets and more than
€1.3 billion new insurance premiums per year [1]. Lloyd's Global Underinsurance Research shows a
single percentage point increase in insurance penetration is associated with an increase in domestic
insurers held by insurers equivalent to 2% of nominal GDP — potentially a key driver of economic
growth [2].

Literature review and the problem statement. Many foreign and domestic scientists have
been exploring the problems of the investingactivity of insurance companies and their impact on the
development ofstate's economy. Arena (2006) notes that "...the evolution of insurance industry can
affect economic growth by: (a) mobilizing domestic savings; (b) allowing more efficient management
of different risks, thus encouraging new capital accumulation; (c) boosting financial stability and
reducing anxiety; (d) facilitating trade and commerce; (€) supporting to reduce or mitigate losses; and (f)
fostering a more efficient allocation of domestic capital...” [3].

Outrevillle (1990) has conducted a pioneering examination of the relationship between
insurance development and economic growth in developing countries.His results have shown that both
non-life and life insurance generate economic growth [4].

Webb, Grace and Skipper (2002) have conducted an empirical analysis between several
countries (cross country) and have concluded that the development of the insurance sector and financial
intermediation increases the total productivity of production factors by facilitating efficient allocation of
capital [5].

Njegomir and Stoji¢ (2010) concluded that insurance positively affects economic growth as a
risk transfer, compensation and institutional investor [6].

Arena (2008) finds evidence that life and non-life insurance has different effects on economic
growth for different levels of economic development measured by GDP per capita. Life and non-life
insurance has an impact on economic growth at the low and middle stages of economic development.
However, life insurance would have a greater impact on economic growth in low level of economic
development and non-life insurance at middle level [7].

Zaletov (2016) emphasizes that investments of insurance companies are powerful factor in a
development of the national economy and social sphere. Insurance companies provide the country
budget with tax payments, and the economy — with financial resources. In order to prevent the outflow
of insurers' assets abroad, state regulation of investment activity of insurance companies should be
improved by raising the requirements for asset quality and diversification [8].

Vnukova's paper (2015) [9] is devoted to examining the methods of state regulation of insurance
activity, and analyzing international standards of prudential supervision as well as the possibility of
introducing solvency requirements for Ukrainian insurance companies based on the EU Solvency Il
Directive.

Rekunenko (2017) examines peculiarities of the investment activity of insurers in terms of the
structure of their assets and the placement of reserves, and also generalizes the most influential factors
that impede the development of the domestic insurance market [10].

Kozmenko (2013) established the role of insurance companies on the investment market and
assessed the impact of the yield on financial instruments on the efficiency of investment activities of
insurance companies [11].

Slav’yuk (2017) noted thatduring the period of 1997—2015 insurance companies were not the
driving force of economic growth in Ukraine. Their activities were focused mostly on profit than on the
functions inherent to the financial market intermediaries [12].

Investigations of the investment activity of insurers by domestic scientists are mostly theoretical.
Therefore, it should be noted a lack of national empirical studies, which would refer to the impact of
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investment activity of Ukrainian insurers on the development of our country's economy. The purpose of
the article is to assess the dynamics and structure of insurance reserves of life and non-life insurers,
identify differences in their behavior on the financial market as institutional investors, and to determine
how investment activity of life and non-life insurers influences on economic growth in Ukraine.

Research results. The insurance market is the second in terms of capitalization among non-bank
financial markets. According to National Commission for the State Regulation of Financial Services
Markets as of June 30, 2017 the total number of insurance companies was 300, including life insurers —
36 companies, and non-life insurers — 264. The number of insurance companies is decreasing; when
comparing data for June 30 in 2017 and 2016, the number of companies decreased by 43. Compared to
the first semester of 2016, insurance premiums grew by UAH 4895.8 million (30.0%), and net insurance
premiums grew by UAH 527.5 million (4.1%). The increase in gross insurance premiums occurred in
almost all types of insurance. During the analyzed period a number of concluded insurance contracts has
increased by 7028.8 thousand units (or by 8.5%). In comparison with the first half of 2016, the volume
of gross insurance payments increased by UAH 829.4 million (21.0%), and net insurance payments
increased by UAH 843.1 million (22.4%).

The insurer must have a certain part of the reserved funds for the payment of insurance
indemnity in case of occurrence of insured events. Formation and placement of insurance reserves
(technical provisions and life insurance reserves) is the basis of the investment activity of the insurance
company. Placing these funds, the following points should be taken into account: safety, profitability,
liquidity, and diversification. The investment potential of the insurance market depends on the
development of life insurance, as this is a sector that provides a significant share of insurance
investments in developed countries. Usually terms of non-life insurance contracts are less than one year.
In this regard, investments that meet the obligations for these types of insurance are mostly short-term.
The specifics of life insurance lays in the long-term contracts that allow investing a significant portion
of the reserves in relatively long-term investment vehicles and significantly reduce the requirements for
liquidity of investments.

In order to evaluate the investment activity of national insurance companies, volumes of their
separate reserves for life and non-life insurance and their placement during 2014—2017 (Table 1 and 2)
will be analyzed. Since the number of non-life insurance companies significantly exceeds the number of
life insurance companies, it is advisable to analyze the data per one insurance company. It should be
noted that in 2014 the number of non-life insurers was equal to 342, in 2015 — 322, in 2016 — 298, in
2017 — 264, life insurance: in 2014 — 58, in 2015 — 52, in 2016 — 45, in 2017 — 36.

Table 1
Technical provisionsdynamics and structure for the first half of 2014—2017
2014 2015 2016 2017
Years Min. Min. Min. Min.
UAH % UAH % UAH % UAH %
1 2 3 4 5 6 7 8 9

Total assets representing technical

provisions, including: 28,46 | 100,0 | 32,90 | 100,0 | 39,30 | 100, 47,63 | 100,0
1) current bank accounts 3,68 | 1293 | 4,37 | 13,29 | 5,73 | 14,57 5,57 11,70
2) deposits 12,28 | 43,14 | 13,32 | 40,47 | 17,22 | 43,82 21,56 | 45,26
3) precious metals 0,008 | 0,03 | 0,006 | 0,02 | 0,012 | 0,03 | 0,0038 | 0,01
4) real estate 2,14 | 751 | 2,23 | 6,78 | 2,74 | 6,97 3,55 7,45
5) shares 3,56 | 12,50 | 3,81 | 11,57 | 0,224 | 0,57 | 0,1027 | 0,22
6) bonds 0,235 | 0,82 | 0,139 | 0,42 | 0,214 | 0,54 1,32 2,76
7) mortgage credit certificate 0,00 0,00 | 0,028 | 0,09 0,00 0,00 0,00 0,00
8) government bonds 1,34 | 471 | 2,36 | 7,16 | 3,97 | 10,11 6,45 13,54
9)reinsurance claims 519 | 18,24 | 6,61 20,1 9,09 | 23,12 8,94 18,77
10) real economy investments 0,00 | 0,00 | 0,00 | 0,00 | 0,06 | 0,15 0,09 0,18
10.1) tourism infrastructure development 0,00 0,00 0,00 0,00 0,06 0,15 | 0,0640 | 0,13
10.2) telecommunications industry development 0,00 | 0,00 | 0,00 | 0,00 0 0,00 | 0,0239 | 0,05
12)cash 0,034 | 0,12 | 0,033 | 0,10 | 0,04 | 0,11 | 0,0557 | 0,12

Source: National Commission for the State Regulation of Financial Services Markets
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Table 2

Life insurance reserves dynamics and structure for the first half of 2014—2017

2014 2015 2016 2017
Years Min. Min. Min. Min.
UAH % UAH % UAH % UAH %
1 2 3 4 5 6 7 8 9

Total assets representing life insurance reserves, including: 80,57 | 100,00 | 115,62 | 100,00 | 156,28 | 100,00 | 213,54 | 100,00
1) current bank accounts 256 3,18| 7,93| 6,86 15,77| 10,09| 16,43| 7,69
2) deposits 36,28| 45,04| 59,33| 51,32| 66,00 42,23| 76,48| 35,81
3) precious metals 0,1948| 0,24| 0,28/ 0,24| 0,10| 0,06/ 0,200| 0,05
4) real estate 2,57 3,19 2,10 1,81 2,67 1,71 2,831 1,33
5) shares 436| 541| 4,78 4,13| 046| 0,30]0,2889| 0,14
6) bonds 255| 3,16| 6,03] 521| 1,44 0,92| 210| 0,98
7) mortgage credit certificate 0,00/ 0,00/ 0,00/ 0,00f 0,00f 0,00/ 0,00 0,00
8) government bonds 29,75| 36,93| 32,41| 28,03| 65,78| 42,09| 110,30| 51,65
9) reinsurance claims 2,05 254| 2,73| 236| 4,02 257| 499 2,34
10) real economy investments 0,1707| 0,21|0,0154| 0,01|0,0111| 0,01|0,0083| 0,00
10.1) development of high-tech equipment, other

innovative products 0,1259| 0,16| 0,0077 0,01| 0,0022| 0,00/ 0,00| 0,00
10.2) tourism infrastructure development 0,0052 0,01 0,0077 0,01| 0,0089| 0,01 0,30 0,14
10.3) housing construction 0,0397| 0,05 0,00f 0,00/ 0,00f 0,00/ 0,00f 0,00
11) loans to insured person 0,0776 0,10 0,0058 0,00( 0,0067| 0,00| 0,0083| 0,00
12) long-term residential construction loans 0,0017| 0,00| 0,0019| 0,00| 0,0022| 0,00/ 0,0028| 0,00
13) cash 0,00/ 0,00|0,0058| 0,00|0,0133| 0,01|0,0028| 0,00

Source: National Commission for the State Regulation of Financial Services Markets
Although during analyzed period (2014—2017) the number of insurance companies

annually have decreased in average by 5—15%, the volume of insurance reserves have increased.
At the same time, the reserves of life insurance companies are in fact 4 times higher than non-life

insurance ones.

The amount and structure of investment placement are determined by peculiarities of life and non-
life insurance (Table 3). Insurance amounts for life insurance are determined, non-life — stochastic.
Maturity funding sources and maturity of liabilities are respectively long-term and short-term.

Table 3

The amountandstructure of investment placementof life and non-life insurance

Comparison options

Life insurance

Non-life insurance

Investment period

Long-term

Short-term

Profitability

The contract of life insurance necessarily provides for an
increase in the sum insured amount and (or) the amount of
insurance payment on the amount (bonuses), which are
determined by the insurer per a year, on the basis of
received investment income from the placement of life
insurance reserves

Requirements not set

Asset liquidity

Low due to long-term investments

Should be high

Inclusion of inflation

It may be provided for indexing according to the official
index of inflation the sum insured amount and (or) the
amount of insurance payment during the life insurance
contract, subject to appropriate indexation (modification) of
the amount of insurance payment

Not taken into account

Investment volume

Significant, increased by capitalization

Lower than life insurance

Reconciliation of the
maturity period

Reconciliation of the maturity period is specified in the
insurance contract

Random value; it is necessary to take
into account the distribution of losses
during the year by different types of
insurance

Safety Long-term projects with minimal risk Minimization of risk within 1 year
Payback period More than 1 year Up to 1 year

The main type of | Government bonds Deposits

investments

Note: proposed by authors.
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The dynamics of the structure of assets, which represent reserves, in recent years has not
changed much. According to Table 1 and 2, it can be seen that the structure of technical provisions
mostly consists of bank deposits, reinsurance claims, government bonds, current bank accounts and
real estate. In the structure of life insurance reserves, the largest share is government bonds, bank
deposits, current bank accounts and reinsurance claims. The risks inherent in life insurance are
easier to be predicted, there are no significant unforeseen events that may affect the insurer's
liquidity. Therefore, companies engaged in life insurance can invest in long-term government
bonds, equity securities and real estate. In non-life insurance, the liability for payment of claims and
the amount paid is more difficult to predict. It is more difficult to predict the potential amount of
indemnity payments in non-life insurance. Therefore, it is necessary to provide some liquid assets
that in case of unforeseen expenses can be quickly converted intocash.

Looking at the world experience in insurance companies investment, the investment volume
is much larger, and the structure is slightly different. Thus, in the structure of the investment
portfolio of Germany prevail credits and loans (45,5%), and then shares and other securities (23%).
In France, investment activity mainly focuses on debt securities (70,5%) and shares (22,3%). In
UK, much of the funds are also invested in shares (68%), while the share in the investment portfolio
of debt securities is 19,8% [13]. Average composition of European insurance investment portfolio
in 2015 is shown in Fig. 1.

Participations Deposits Others
investments 2% _— 2%
6%

Property
3%

Loans and_—
mortgages :
10% | | \ Bonds

42%
Equities/

6%

Investment funds
29% I

Fig. 1. Average composition of European insurance investment portfolio in 2015
Source: https://www.insuranceeurope.eu/annual-report-2016-2017.

Bank deposits with the largest share in the investment portfolio of domestic insurers make
up only 2% of the portfolio of European insurers. Securities are the basis of the portfolio and
collectively take up almost 50%. Investments into investment funds make up to 30%. That means
that in general insurers make investments in the stock market. Thus, the level of financial market
development is the determining factor in the impact on the structure of insurers'investment
portfolio.

American experience shows that the investment portfolio of insurers is combined as highly
liquid short-term investments (such as certificates of deposit), as well as medium- and long-term
investments in securities, real estate and mortgages. Insurance companies in the USA are the largest
buyers of corporate, government and municipal bonds, so their share in assets is 68%; the next two
major types of assets are ordinary shares (about 11%) and mortgages (about 7%) [14].
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Comparing American and European approaches to the investment activity of insurers, it can
be seen that the American one is based on the diversification and directing fixed assets into priority
sectors of the economy, investing in shares of multinational companies. Therefore, the possibility of
losses of the main type of activity — insurance — is covered by the investment income. On the
contrary, European approach focuses on the insurance profitability, and then on the investment
income.

To assess the impact of investment in life and non-life insurance on economic growth in
Ukraine, we will analyze the correlation between technical provisions rate of change (ROC,,), life

insurance reserves rate of change (ROC, ) and GDP rate of change ( ROC,, ) in Ukraine in
dynamics (Table 4, Fig. 2).
The calculation for ROC,, is simple in that it takes the current value of technical

provisionsand divides it by the value from an earlier period.Multiply the resulting number by 100 to
give it a percentage representation.The calculation for ROC,, and ROC , is similar.

gdp

lir

Table 4
Ukraine GDP and investments by insurers 2001—2016
GDP rate . TP rate of - LIRrate of
Technical Lifeinsura

GDP, of change . change ROC change ROC.

Years | min.UAH. (Rocgdp provisions, (ROC,): ° fcereserve (ROC,,), v
(TP), v ROC,,, s(LIR), lir ROC,
).% min.UAH. % min.UAH. %
2001 204190 - 1168,2 - - 15,9 - -
2002 225810 110,59 1873,3 160,36 1,45 24,9 156,60 1,42
2003 267344 118,4 3724,2 198,80 1,68 50,8 204,02 1,72
2004 345113 129,1 8110,3 217,77 1,69 161,9 318,70 2,47
2005 441452 127,9 4793,51 59,10 0,46 252,29 155,83 1,22
2006 544153 123,3 5405,8 112,77 0,91 604,4 239,57 1,94
2007 720731 132,5 7432 137,48 1,04 991,3 164,01 1,24
2008 948056 131,5 9295,1 125,07 0,95 1609 162,31 1,23
2009 913345 96,3 9793,6 105,36 1,09 7978,9 495,89 5,15
2010 1082569 118,5 11541,8 117,85 0,99 9335,9 117,01 0,99
2011 1316600 121,6 8911,8 77,21 0,63 2688,8 28,80 0,24
2012 1408889 107,00 9812,5 110,11 1,03 3260,1 121,25 1,13
2013 1454931 103,30 11101,8 113,14 1,10 3920,3 120,25 1,16
2014 1566728 107,70 10757 96,89 0,90 5308,2 135,40 1,26
2015 1979458 126,30 11827,2 109,95 0,87 6859,8 129,23 1,02
2016 2383182 120,40 12552,9 106,14 0,88 7704,8 112,32 0,93
Source: National Commission  for the  State  Regulation  of  Financial ~ Services  Markets;

https://data.worldbank.org/country/ukraine?locale=uk.

According to aforementioned data, the investment activity of life and non-life insurance
companies during the period of 2001—2016 was basically ineffective. This is evidenced by the
correlation between the rates of change of insurance reserves and GDP, that is higher than 1. Thus,
the investment rate of change exceeded the GDP rate.

In particular, the impact of investment placementby non-life insurers in 2005—2006, 2008,
2010—2011 and 2014—2016 is positive. There is a cyclical correlation between annual rates of
change of technical provisions and GDP. The life insurance investment placement was only
effective in 2010, 2011 and 2016. However, it should be noted that such a trend in 2011 is due to
the negative growth of insurance reserves, which decreased by almost 3.5 times when comparing to
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2010. The analysis of recent periods gives grounds to expect improvement of the economic
situation for insurers and the state in subsequent years.
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Fig. 2. Rate of change of Ukraine GDP, technical provisions, life insurance reserves 2001—2016
Source:  Source: National Commission for the State Regulation of Financial Services Markets;
https://data.worldbank.org/country/ukraine?locale=uk.

Conclusions. Insurance companies, especially engaged in life insurance, have great potential
for investing. They accumulate a significant part of the financial resourses that can be invested in
the economy, while applying the long-term strategy. However, this activity is not yet sufficiently
developed.

Contrary to foreign experience, where the bulk of the reserves is invested in debt and equity
securities, and in real estate, Ukrainian insurers are mostly oriented towards banking investments
due to the underdevelopment of the stock market, high deposit rates, and lack of investment
experience. Insurance companies are also ready to invest in securities, but only those issued by the
government and, accordingly, guaranteeing their payback. Investment income of insurance
companies is insignificant, as this sphere in Ukraine is still not sufficiently developed.

The amount and structure of investment placement are determined by peculiarities of life
and non-life insurance. The reserves of life insurance companies are in fact 4 times higher than non-
life insurance ones. Maturity funding sources and maturity of liabilities are respectively long-term
and short-term. Companies engaged in life insurance can invest in long-term government bonds,
equity securities and real estate.In non-life insuranceit is necessary to provide some liquid assets
that in case of unforeseen expenses can be quickly converted intocash (bank deposits, reinsurance
claims, government bonds, current bank accounts etc).

Analyzing the impact of investment placementby life and non-life insurance companies on
economic growth in Ukraine, it is worth mentioning that the rate of change of investments is ahead
of the GDP rate. This means ineffective use of them to ensure the development of the national
economy. However, it should be noted that over past years, namely from 2014 for non-life
insurance, and in 2016 for life insurance, there is a positive trend that allows us to conclude that
further prospects for economic growth in Ukraine in dynamics.

372



Jliteparypa
1. Annual Report 2016—2017 [Electronic resource] / Insurance Europe. — Brussels, 2017. — May. — Available at :
https://www.insuranceeurope.eu/annual-report-2016-2017.
2. Lloyd’s Statistic 2019 [Electronic resource] / LLOYD’S. — Available at : https://www.lloyds.com.
3. Arena M. Does Insurance Market Activity Promote Economic Growth? A Cross-Country Study for Industrialized and
Developing Countries / M. Arena // Policy Research Working Paper. — Washington, DC: World Bank, 2006. — Ne 4098.
4. Outreville J. F. The Economic Significance of Insurance Markets in Developing Countries / J. F. Outreville // The
Journal of Risk and Insurance. — 1990. — Vol. 57. — Ne 3. — P. 487—498.
5. Wehb I. P. The Effect of Banking and Insurance on the Growth of Capital and Output / I. P. Webb, M. F. Grace, H. D.
Skipper // Centre for Risk Management and Insurance Working Paper. — Atlanta: Robinson College of Business, Georgia State
University, 2002. — Ne 02-1.
6. Njegomir V. Does insurance promote economic growth: The evidence from Ex-yugoslavia region / V. Njegomir, D.
Stoji¢ // Ekonomska Misao i Praksa. — 2010. — Ne 1. — P. 31—48.
7. Arena M. Does Insurance Market Activity Promote Economic Growth? A Cross-Country Study for Industrialized and
Developing Countries / M. Arena // Journal of Risk & Insurance. — 2008. — Vol. 75. — Is. 4. — P. 921—946.
8. 3aneros O. JlepkaBHe PETy/IIOBAaHHS iHBECTUIIINHOI JisTIBHOCTI CTpaxoBHX KoMmaHii B Ykpaini / O. 3aneros // Bicauk
KuiBchkoro HarioHasibHOro yHiBepcureTy imeni Tapaca IlleByenka. Exonomika. — 2016, — Ne 3 (180). — C. 25—32.
9. BuykoBa H. EKOHOMiKO-IIpaBOBi aCreKTH MPYAEHIIHHOrO HArsiLy 3a crpaxoBoro aisuibHicTio / H. Baykosa // TlpaBo
Ta inHoBamil. — 2015, — Ne 3 (11). — C. 15—21.
10. Pexynenko 1. OcobnrBoCTi iHBECTHIIIIHOI MisIBHOCTI cTpaxoBux kommaniit / I. Pexynenko, C. Yopha // ExoHomika i
cycninbeTBo. — 2017. — Ne 8. — C. 666—672.
11. Kosbmenko O. IoBeniHka CTpaxOBHX KOMIIaHiId Ha IHBECTHILIHHOMY PHHKY: mocBifg Ykpainu ta Himeuumnum / O.
Ko3sbmenko, B. Poenko // Bicauk HBY. — 2013. — Ne 11 (213). — C. 30—36.
12. Slavyuk R. Financial market imbalance: reasons and peculiarities of occurrence in Ukraine / R. Slavyuk, L.
Shkvarchuk, I. Kondrat // Investment Management and Financial Innovations. — 2017. — Vol. 14. — Is. 1. — P. 227—235.
13. Tlikyc P. JlocBin iHBeCTHLIiHHOI JisuIbHOCTI 3apyOikHHX cTpaxoBux kommaniit / P. Ilikyc, JI. Hecreposa // BicHuk
KuiBcbkoro HationansHoro yHiBepcurety iMeHi Tapaca IlleBuenka. — 2014, — Bum. 3 (156) — C. 6—11.
14. Gleeson P. How Do Insurance Companies Invest Money? [Electronic resource] / P. Gleeson // ZACKS. — 2019. —
January 28. — Available at : https://finance.zacks.com/insurance-companies-invest-money-11120.html.
Cmamms pexomenodosana do opyky 20.05.2019 © Kounopam 1. IO., Apowesuy H. b.,
Ceamiox O. P.

References

1. Insurance Europe. (2017, May). Annual Report  2016—2017. Brussels. Retrieved  from
https://www.insuranceeurope.eu/annual-report-2016-2017.

2. LLOYD’S. (n. d.). Lloyd’s Statistic 2019. Retrieved from https://www.lloyds.com.

3. Arena, M. (2006). Does Insurance Market Activity Promote Economic Growth? A Cross-Country Study for
Industrialized and Developing Countries. Policy Research Working Paper, 4098. Washington, DC: World Bank.

4. Outreville, J. F. (1990). The Economic Significance of Insurance Markets in Developing Countries. The Journal of Risk
and Insurance, Vol. 57, 3, 487—498.

5. Wehb, I. P., Grace, M. F., & Skipper, H. D. (2002). The Effect of Banking and Insurance on the Growth of Capital and
Output. Centre for Risk Management and Insurance Working Paper, 02-1. Atlanta: Robinson College of Business, Georgia State
University.

6. Njegomir, V., & Stoji¢, D. (2010). Does insurance promote economic growth: The evidence from Ex-yugoslavia
region. Ekonomska Misao i Praksa, 1, 31-48.

7. Arena, M. (2008). Does Insurance Market Activity Promote Economic Growth? A Cross-Country Study for
Industrialized and Developing Countries. Journal of Risk & Insurance, Vol. 75, 4, 921—946.

8. Zalietov, O. (2016). Derzhavne rehuliuvannia investytsiinoi diialnosti strakhovykh kompanii v Ukraini [State
regulation of insurance companies investment activity]. Visnyk Kyivskoho natsionalnoho universytetu imeni Tarasa Shevchenka.
Ekonomika — Bulletin of Taras Shevchenko National University of Kyiv. Economics, 3 (180), 25—32 [in Ukrainian].

9. Vnukova, N. (2015). Ekonomiko-pravovi aspekty prudentsiinoho nahliadu za strakhovoiu diialnistiu [Economic and
legal aspects of prudential supervision of insurance activity]. Pravo ta innovatsiiu — Law and innovations, 3 (11), 15—21 [in
Ukrainian].

10. Rekunenko, I., & Chorna, S. (2017). Osoblyvosti investytsiinoi diialnosti strakhovykh kompanii [Peculiarities of
insurance companies investment activity]. Ekonomika i suspilstvo — Economy and society, 8, 666—672 [in Ukrainian].

11. Kozmenko, O., & Roienko, V. (2013). Povedinka strakhovykh kompanii na investytsiinomu rynku: dosvid Ukrainy ta
Nimechchyny [The behavior of insurance companies in the investment market: the experience of Ukraine and Germany]. Visnyk
NBU — Bulletin of the National Bank of Ukraine, 11 (213), 30—36 [in Ukrainian].

12. Slavyuk, R., Shkvarchuk, L., & Kondrat I. (2017). Financial market imbalance: reasons and peculiarities of occurrence
in Ukraine. Investment Management and Financial Innovations, Vol. 14, 1, 227—235.

13. Pikus, R., Nesterova, D. (2014). Dosvid investytsiinoi diialnosti zarubizhnykh strakhovykh kompanii [Experience of
foreign investment activity of insurance companies]. Visnyk Kyivskoho natsionalnoho universytetu imeni Tarasa Shevchenka.
Ekonomika — Bulletin of Taras Shevchenko National University of Kyiv. Economics, 3 (156), 6—11 [in Ukrainian].

14. Gleeson, P. (2019, January 28). How Do Insurance Companies Invest Money? ZACKS. Retrieved
from https://finance.zacks.com/insurance-companies-invest-money-11120.html.

The article is recommended for printing 20.05.2019 © Kondrat I., Yaroshevych N.,
Svatiuk O.

373



