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KOMMNAHII 31 CTPAXYBAHHA XUTTA B NEHCIAHIN CUCTEMI
YKPAIHU

AHoTaunist. Y JaHiii cTaTTi pO3TIANAOThCS 3aKOHOAABYI Ta TEOPETUYHI OCHOBH
(yHKIIOHYBaHHS KOMIAaHii 31 cTpaxyBaHHS XKHUTTS B NEHCiHHIA cucteMi Ykpainu. Hacmimyroun
CBITOBY TpakTUKy pedopMyBaHHs TNEHCIHHOI cuctemu, B Ykpaini y 2004 pori Oyno 3akianeHo
OCHOBHU TIOOYZIOBHM TPHUPIBHEBOI MEHCIHHOI CUCTEMH, SIKa CTala €IMHUM NPUIHATHUM DPIIICHHSIM Y
00poThOI 31 Kpu3oro crapinHg Haril. Komnanii 31 crpaxyBaHHs XHUTTS OyJIM BKIIOYEHI B SIKOCTI
yYacCHHKa CHCTEMH OOOB'S3KOBOTO HAKOIMHMYEHHS 1 HEIepKaBHOTO IEHCiiHOro 3abe3neueHHs. Ha
CBOTOJHI CTpaxoBi KOMIaHil 3alMIIAIOTBCA ayTcalijiepaMu TIeHCIHHOI cucTemu. Biarak
3alpOTIOHOBaHI aBTOpAaMH PEKOMEH/AIlil BPETYIIOBAHHS TEOPETHYHHX 1 TNPAKTUYHUX IHTaHb
po0OOTH KOMIMAHIM CTpaxyBaHHS JKUTTS Ha PUHKY IEHCIHHOTO 3a0e3MeUeHHS MOKJIMKaHI MOCHIUTH
IXHIO pOJIb HA PUHKY Ta CTBOPUTH OLIbII €)EKTHUBHE, KOHKYPEHTHE CEpPEIOBHILE.

KawouoBi cioBa: KkommaHii CcTpaXyBaHHS OJKHTTS, TICHCIHa CHCTeMa, TMCHCIHHE
CTpaxyBaHHs, OOOB'SI3KOBa CHCTEMa HAKONWYEHHSA, HEAEpXaBHa CHUCTeMa IIEHCIHHOIrO
3a0e3IeveHHs, BaJIOBI CTPaxoBi Mpemii.

dopmy: 0; puc.: 5; Tabmn.: 0; 6i6s.: 10

Januwko 3. 4.

K.3.H., ooyenm, JIbeosckuil yueOHo-HayuHblll UHCTMUMYM

I'BY3 «Ynusepcumem b6anxosckoeo denax

ooyenm Kagheopvl huHancos u PuHAHCOB0-2KOHOMUUECKOU OE30NACHOCMU,
Ykpauna

e-mail:ziana202001 @ukr.net

Eemyx JI. b.

K.3.H., ooyenm, JIbeosckuil yueOHo-HayUHbIL UHCTIUMYM

I'BY3 «Ynusepcumem b6anxosckoeo denrax

doyenm Kagheopvi puHancos u PuHAHCOB0-IKOHOMUUECKOU DE30NACHOCMU,
Ykpauna

e-mail: luba yev@ukr.net

bnasxcueckasn A. 4.

Ykpauna

e-mail:YarineBlazhivska@gmail.com

192



KOMMAHWUW NO CTPAXOBAHMUIO XXU3HU B MEHCUOHHON
CUCTEME YKPAUHDI

AHHoTauus. B gaHHOI cTrarhe paccMaTpuUBAaIOTCS 3aKOHOAATEIbHBIE U TECOPETHUYECKUE
OCHOBBI (DYHKIIMOHMPOBAHUS KOMIIAHHH 110 CTPaxOBaHWIO >KM3HH B ITICHCHOHHOW CHCTEME
VYxpaunsl. Crenyst MUPOBOI IpakTHKe peOpMHUPOBAHHS IEHCHOHHON CHCTEMEL, B YKpaunue B 2004
rojJly ObUIM 3aJI0)KeHBI OCHOBBI TIOCTPOCHHUSI TPEXYPOBHEBOW MIEHCUOHHOW CHUCTEMBI, KOTOpasl cTaja
€JIMHCTBEHHBIM TMPHEMIIEMBIM pEIICHUEM B OOpb0OE ¢ KPU3UCOM cTapeHus Hanuu. Kommnanww 1o
CTPaxOBaHUIO KHU3HW OBLIM BKIIOUEHBI B KAYeCTBE YYaCTHHUKA CHUCTEMBI 00S3aTEIbHOIO
HAKOIUJICHHUSI U HErOCYJapCTBEHHOTO MEHCHOHHOTO oOecrieueHus. CeroiHs CTPaxoBble KOMITAHUH
OCTarOTCS ayTcaljepaMu T€HCHUOHHOW cuCTeMBl. lIpe/iokeHHble aBTOpaMH PEKOMEHIAINH
YpEryJIHpOBaHUsI TEOPETUYECKUX W TPAKTUYECKHX BOIPOCOB PAOOTHI KOMIAHHHA CTPaXOBaHUS
JKU3HA Ha PBIHKE MEHCHOHHOTO 00eCIeueHs] MpU3BaHbl yCHIINTh WX POJIb HA PHIHKE W CO3AaTh
OoJsiee 3P PeKTUBHYIO, KOHKYPEHTHYIO CPELy.

KiaioueBble ci10Ba: KOMITAHWW CTPaXxOBAaHWS XU3HW, IMEHCHOHHAS CHCTEMa, MEHCHOHHOE
CTpaxoBaHHe, CHCTeMa 00s3aTeJIbHOr0 HAKOIUICHHUS, HErOCYJapCTBEHHAs CHCTEMa MEHCHOHHOTO
obecrieueH s, BaJIOBbIC CTPAaXOBbIC MPEMUH.
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LIFE INSURANCE COMPANIES IN THE PENSION SYSTEM OF
UKRAINE

Abstract. This article examines the legislative and theoretical basis of the performance of
life insurance companies in the pension system of Ukraine. Following the world practice, the three
«pillarsy» pension system has been established since 2004 as the only one acceptable answer to the
old age crisis. Life insurance companies have been included as a party to the mandatory
accumulation system and non-state pension provision system. However, the mechanism and the key
points of life insurers participation in the pension system are hardly regulated, and, moreover, are
sometimes controversial. Although the system functions more than ten years, due to the strong
governmental lobby of non-state pension funds as the main player in the non-state pension market,
life insurers remain outsiders of the pension system. Thus, the suggested by the authors
recommendations to settle theoretical and practical issues of life insurance companies activity on
the pension provision market are designed to strengthen their role in the market and to create a more
efficient, competitive environment.

Keywords: life insurance company, pension system, pension insurance, mandatory
accumulation system, non-state pension provision system, gross insurance premiums

JEL Classification: G 22, J 28, G 23.
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Introduction. As it is known, the three levels, or «pillars» of old age security
were introduced in 1994 in the work of World Bank Averting the old age crisis:
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policies to protect the old and promote growth [1]. Since that time, it is the most
effective model of organizing the pension system of the country ever existed that is
determined to avoid the age crisis and to provide financial security for the old people.
Therefore, the three pillar system is accepted by lots of countries such as European
Union members, U.S., and Asian region communities.

After facing the age crisis and the permanent deficit of the Pension fund, the
three pillar system has been established in Ukraine since 2004. Following the world
practices, the three pillar system has been divided into next levels: 1) mandatory state
system of redistribution of pension funds within a generation and between
generations for the purpose of prevention of poverty among pensioners; 2) mandatory
accumulation system (MAS) in which a pension depends on the amount of funds
accumulated in the individual accounts of citizens and investment profits of non-state
pension fund (NPF). MAS can be both the centralized, state-governed system and the
set of individual accounts in a private management; 3) non-state pension provision
system that is based on voluntary participation of citizens, employers and their
associations in raising pension money for citizens to receive pension benefits in
addition to pension benefits of pillars I and II [2, p. 55]. Insurance companies are
included in the second and the third level of the pension system of Ukraine, although,
in most countries of the world, they work only on the third level of the pension
system.

Nonetheless, not all pillars are active now. In fact, mandatory state system and
the non-state pension provision system have been working already, while the
implementation of the mandatory accumulation system is still in plans. Originally, it
has been planned to implement the third pillar until the moment when the budget of
the Pension Fund of Ukraine will be in surplus, but taking into the consideration the
economic situation and crisis, this moment seems to be pretty far in the future.

Although life insurers are working only in the non-state pension provision
system, they have been recognized as members of the mandatory state system too. In
fact, this was done because, among Ukrainian financial agents, insurance companies
are the only ones that can ensure lifelong pensions for participants of the second
pillar. However, nowadays life insurance companies are taking the second role when
it comes to attracting the client for signing a pension contract. This is caused not only
because of the lack of the legislative framework but also due to the strong
governmental lobby of pension funds. The situation is worsened by the low level of
trust towards any financial institutions.

The analysis of research and problem definition. Questions of life insurance
companies’ participation in the pension system have been studied by a number of
foreign and Ukrainian scientists such as: T. Bekk, V. Einkhorst, R. Kholzmann, M.
Rippa, V. Bazylevych, A. Bilonoh, N. Volhina, F. Hnybidenko, M. Derevatska, N.
Nebaba, T. Smovzhenko, L. Stozhok, T. Yavorska, M. Yaroshenko. Additionally,
statistical and theoretical researches have been conducted by the National
Commission for the State Regulation of Financial Services Markets, the League of
Insurance Organizations of Ukraine, and the Organization for Economic Cooperation
and Development.
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The aim of this study is to examine the role of insurance companies in the
pension system of Ukraine in order to identify the main problems and to give
recommendations based on the analysis.

The results of the research. The advantages and financial potential of
insurance companies for pension savings are undoubtful. Furthermore, it is widely
recognized that life insurers are strong institutional investors, especially for the stock
market and real economy of the country (as it has happened with U.S., where the
growth of the bond market was caused by long-term investments of life insurance
companies) — a remedy for the current shortage of investment instruments (options).
Of course, there are also numerous advantages for the client such as (1) possibility to
choose and change insurance companies in case of distrust; (2) insurance contracts
are more individual; (3) unit-linked insurance companies guarantee the possibility to
control and choose the ways of investment for the insured; (4) participation of
insurance companies in the pension system eliminates the monopoly of pension fund,
creating the fair price for the pension contracts. Consequently, setting up a legal and
reasonable framework for the effective work of insurance companies in the pension
system of Ukraine is a very significant issue, especially when it comes to the
financial security for the old people.

As it has been mentioned, insurance companies can work on the second and
third pillars of the pension system of Ukraine. According to the level, different
benefits will be paid from money kept on accumulation pension accounts in the
Accumulation Fund, non-state pension funds, or insurance company. The role of
insurance companies in the mandatory savings system is limited by paying annuities
(when the retirement age has been reached) or lump sum - 100% of the money as the
exception, in case of disability or death, only when the insured person has decided to
enter into agreement with them after keeping money on the pension account in the
Accumulation fund or non-state pension fund. Thus, the accumulative aspect is
eliminated from the insurance companies. On the contrary, in the third pillar of the
pension system life insurers have a bigger variety of pension payments such as
follows: (1) life annuity; (2) pension benefits for a defined period (but no less than
120 months); (3) pension benefits for a married couple [3].

However, most of the life insurers prefer to conduct occupational pension
schemes as a part of life insurance products while the participation in the pension
system for them can be more unprofitable rather than successful. Such an uncertainty
of the general rules of the insurance companies’ performance in the pension system
brings nothing but a higher level of distrust towards them.

The level of development of the life insurance market is strongly connected
with the level of development of the country’s economy and the social policy
conducted by the government. For example, if a greater number of pension savings
goes through the government or the public sector providing significant benefits for
employees, the demand for life insurance products and savings will be lower.
Therefore, the main indicator of the development of the insurance market, and a
pension market as its segment is the ratio of gross insurance premiums to GDP of the
country.
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Fig. 1. Gross life insurance premiums to GDP in Ukraine (2005 - 2014) *
*) Compiled by authors on the base of [4]

The share of the life insurance in GDP of Ukraine is extremely low. For
comparison, the share of life insurance in GDP in the countries with the strongest life
insurance market in the world is next: U.S. — 3,02%; United Kingdom — 10,4%; and
Japan — 7,73% [5]. Moreover, when it comes to the share of life insurance in the
whole insurance industry of Ukraine, only 8,1% of the total insurance premiums are
collected by life insurers [6]. On the contrary, all over the world, life insurance
remains the most profitable and developed segment of the insurance market. Shares
of life insurance in the insurance markets of countries with the most developed
insurance industries in the world are next: U.S. — 41,21%, Japan — 77,45%, and
United Kingdom — 67% [6].

Therefore, Ukrainian life insurance market can be hardly identified as a
developed one. Unfortunately, non-life insurance companies are much more
successful than life-insurance ones. Consequently, risky types of insurance (home,
car or travel insurance), especially mandatory ones, are the most popular and the most
profitable types of insurance products.

Although, there is no adequate and informative data considering the condition
and development of the pension market, and reports about insurance pension market
are not published by the National Commission for the State Regulation of Financial
Services Markets — the main authority responsible for regulating this issue, some
analysis can be taken due to the private statistics and analytical resources such as
League of Insurance Organizations of Ukraine.

According to these resources, only a few insurance companies participate in the
pension system of Ukraine since 2004. These are closely held corporations such as
«Aegon life Ukraine», «MetLife Ukraine», «TAC life», «ASKA — lifen, «Tecom
lifen, «lllichivska Insurance Company» and «PZU life insurance». As the pension
market of Ukraine is highly capitalized, these companies have accumulated
approximately 99,1% of gross insurance premiums in 2015 [7]. Furthermore, without
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any obvious reason, the pension market of Ukraine is pretty closed for the new
members, what creates unfair pricing and preconditions of the monopoly of its leader
and the main absorber «Aegon life Ukraine.»

Under the same condition, people prefer non-state pension funds as the most
reliable financial institutions connected with pension savings. The current situation is
based on the strong governmental lobby of the non-state pension funds and totally
reflects world tendencies. For example, the total amount of pension contributions in
the non-state pension funds for six months of 2015 is 1 845,6 million UAH, while the
total amount of pension premiums collected by life insurers for six months of 2015 —
12,48 million UAH [8] (fig. 2).

B Non-state
pension
funds
Life
insurance

Pension :
. Insurance companies
/contributions ~ payments (mln) Number of
(mln) sighned contracts
(thousands)

Fig. 2. Indicators of life insurers’ and non-state pension funds’ performance on the

pension market of Ukraine (6 months of 2015) *
*) Compiled by authors on the base of [§]

Despite the obvious leading position of non-state pension funds and, literally,
their occupation of the market, in the non-state pension provision system life insurers
operate very successfully, using the experience of life insurance programs. Truly,
trying to avoid difficulties and uncertainty connected with participation in the pension
system, life insurers are freely selling pension savings programs as the part of their
life insurance programs. This dualism is totally up to the very low level of regulation.

The analysis of pension insurance market shows that the number of insurance
premiums accumulated on the third pillar of pension system (non-state pension
provision system) as a part of life insurance programs is much higher than the
number of insurance premiums collected due to the life annuities and life insurance
contracts with participators of non-state pension funds (fig.3). This outline one of the
most important problems of participation of life insurers in the pension system —
controversial regulations. As a comprehensive legal framework has not been set up
for life insurers, they prefer to sell pension programs as a part of life insurance — an
area which is perfectly regulated by the law and, undoubtedly, brings them more
profits.
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Fig. 3. Insurance premiums collected due to life annuities, life insurance contracts of
participators of NPF and pension insurance programs (2010 - 6 months 2015), in
hryvnia

*) Compiled by authors on the base of [7]

The success of insurance pension programs is based on the trust of the potential
customer. However, since the world crisis in 2008 and following crisis in Ukraine,
people, in general, tend not to trust to any financial institutes (although, banks are still
the most popular entity), and literally have no savings that can be accumulated for
their future benefits. Moreover, as providing the financial security for the old people
is one of the most significant issue of any government, appropriate steps considering
security of savings, possibility to change the insurance company in the case of its
instability, and creating a state fund that will ensure the accumulated saving till the
limited amount of money should be taken in order to create a positive image of life
insurers as an important element of the Ukrainian pension system.

Truly, trust towards insurance companies is the main indicator whether the
potential client will sign a pension contract with them or no. Therefore, a sociological
survey «Awareness and the attitude of people towards the formation of pension
savings in insurance companies» has been conducted in November — December 2015
in Lviv in order to identify the level of trust towards life insurance companies.

Generally, 207 respondents of different sex, professions, and standards of
living have been interviewed. 60 men, 147 women at the age from 18 to 69 were
among them. The number of respondents ensures the representativeness on the 85%
level, meaning that with the probability of 85% it can be stated that answers of
respondents are within the confidence interval.

Before starting the survey next working hypothesizes were defined:

(1) the population of Lviv is poorly informed about the possibility to
accumulate the additional pension in insurance companies;

(2) a level of trust towards insurance companies is very low;

(3) the main reason for choosing an insurance company is a previous
cooperation with it;
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(4) Law of Ukraine «On Guarantee Fund of insurance payments for life
insurance contracts» can significantly increase the level of trust towards insurance
companies in the context of pension insurance.

The survey confirms that the first, third and fourth hypothesis are truthful.

The results of the survey are quite surprising. 43,38% of the respondents
identifies their knowledge of the pension system as almost absent while only 8,21%
of the respondents think that they are informed about pension system of Ukraine very
good. Moreover, when it comes to the question «Do you know that insurance
companies are participators of the pension system of Ukraine?» only 43,96% of
respondents answer positively. There is a very big informative gap when it comes to
life insurers and pension system. Largely it is caused by governmental policy, but
non-effective marketing policy of insurance companies should be mentioned too.

Among three financial institutions that are working in the pension system of
Ukraine: insurance companies, non-state pension funds, and banks — 45,89% of
respondents prefers banks for pension savings (fig.4).

E Insurance company
NPF
= Bank

33,82%

Fig. 4. Financial institutions most preferable for pension savings

*) Based on the sociological survey conducted by authors: Awareness and the attitude of people towards the
formation of pension savings in insurance companies.

Although non-state pension funds are leaders of pension insurance market,
when it comes to long-term savings, people prefer a bank, as they believe it is the
most reliable financial institution. Currently, banks offer their pension products as
long-term deposits, trying to avoid participation in the pension system of Ukraine.

Considering the ways of increasing the trust towards insurance companies, 74,4
% of respondents state that government is the most powerful guarantor of the pension
savings (fig.5). Thus, implementing the law of Ukraine «On Guarantee Fund of
insurance payments for life insurance contracts» [9] as the state entity ensuring the
money that is kept on accounts in insurance companies is defined as the highly
effective tool for the growth of trust towards life insurers in the context of pension
savings.
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Fig. 5. Ways of building trust toward life insurance companies in the context of

. . *
personal pension savings )
*) Based on the sociological survey conducted by authors: Awareness and the attitude of people towards the
formation of pension savings in insurance companies.

Generally, due to the survey, most of the people are not ready for signing an
agreement with the insurance company. On fact, life insurers are real outsiders of the
pension market. As in the most countries of the world, main players on the pension
market in Ukraine are non-state pension funds.

Analyzing the current situation, it is quite obvious that a number of steps
should be taken in order to create fair and transparent conditions for life insurers’
activity in the pension system of Ukraine. First of all, changes should occur on the
governmental level. Undoubtedly, that adoption of the law ensuring the money that is
kept in the pension accounts in the insurance company will positively influence the
situation. Furthermore, a government as the main regulator of financial markets and
the National Commission for the State Regulation of Financial Services Markets as
the specified authority in this area should implement more tough requirements for
assets that represent insurance reserves for life insurance. In addition, creating a
single state rating system of life insurance companies working in the pension system
of Ukraine will ensure transparency and accessibility of information about the
pension insurance market. Moreover, such a platform will help potential customer to
choose a life insurer that will fit his requirements the best [10].

Following the world practices, it is suggested also to distinguish a few types of
life insurance not only on a theoretical level but also in the legislation. Currently, for
acting as a member of pension market, an insurance company simply needs to get
single licensee on life insurance that includes pension insurance as well. However,
outlining different types of life insurance will cause a need to apply for the
governmental licensee, and to fit requirements about the minimal amount of the share
capital; diversification across asset classes; creation of individual insurance rules for
the selected type of insurance business plan. Therefore, the most appropriate is to set
up such kinds of life insurance:
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(1) life insurance:

(1.1) additional life insurance (due to the need of creating separated insurance
reserves);

(1.2) pension insurance;

(1.3) unit-linked insurance (due to the need of creating segregated or unit-
linked assets).

The classic life insurance can be combined with any type of life insurance that
is chosen by the company. For example, having only a licensee for life insurance, a
company can not sell additional life insurance contracts. The outlining of life
insurance types will increase the level of trust towards life insurance as clients will
have additional proves of the reliability of the company.

Second, the establishing of the investment culture in the insurance companies
that operate in the pension system will help not only to increase investment income
but also to supply the economy with the long-term money. Besides, the best way of
investing money for life insurers should be through the mutual funds or any other
institutional investor. At this point of few, creating a market for unit-linked life
insurance seems to be a real remedy for life insurance industry and, especially, for
new companies as requirements towards share capital and assets are less strict while
contracts are much more profitable.

Third, having all preconditions for producing a service, steps for its selling
should be taken too. Insurance companies determined to work in the pension system
of Ukraine must create an effective marketing mix considering the main features of
the service, pricing, promotion, and distribution. It is totally up to the life insurers
how to inform customers about pension schemes provided by the company. As it has
been proved by the survey Awareness and the attitude of people towards the
formation of pension savings in insurance companies, only 43,96% of respondents
are aware of the possibility to accumulate their pension savings in the life insurance
company. The result of such low level of people’s awareness about pension products
of life insurers is the total dominance of non-state pension funds on the pension
savings market.

Last, but not the least, the development of pension insurance products is
impossible in the unsustainable economy in the decline phase. Thus, considering the
current economic situation in Ukraine, it may take up to five years for the economy to
recover, and for life insurers companies as its part to attract enough clients to pension
savings programs.

Conclusions. The necessity of engaging life insurance companies to the
pension system of the country is quite obvious. Indeed, pension insurance contracts
are profitable for life insurers, suggest more individualistic treatment for the clients
and, definitely, are a real remedy for the economy in the context of long-term
investments. Therefore, life insurers have been working in the pension system of
Ukraine since 2004. However, major aspects of their work are not perfectly regulated.
Thus, life insurance companies are the outsiders of the market, while the most
popular financial institutions connected with personal pension savings are non-state
pension funds.
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Consequently, for improving the situation and gaining all the benefits from
pension insurance products, the range of positive changes must be done on macro and
micro levels. The most important issue nowadays is the transparent and
comprehensive legislation that will regulate the whole mechanism of the performance
of life insurers in the pension system of the country. Life insurers should be a full
right member of the pension system of Ukraine.
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