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EFFICIENT USE OF THE
INSURANCE SECTOR POTENTIAL
ADJUSTED FOR ITS SHADOWING:
CASE OF UKRAINE

Abstract

The insurance sector plays a critical role in the economy, providing protection and
security of the state and influencing its social and economic development. However,
having a significant potential for development, the sector cannot fully realize it due to
many problems, including its shadowing. Using the method of unprofitable enterprises
analysis, which is applied by the Ministry for Development of Economy, Trade and
Agriculture of Ukraine to determine the level of the shadow economy, considering
the type of economic activity, the level of shadowing of the insurance services sector
in Ukraine and its regions in 2013 and 2018 was calculated. The calculation results
showed an increase in the shadow level of the insurance services sector both in Ukraine
as a whole and in the separate regions. To evaluate the effectiveness of the insurance
sector potential, given the calculated level of shadowing, a comprehensive assessment
was carried out by standardizing the values of selected indicators characterizing the
potential of the insurance sector in the context of Ukraine’s socio-economic develop-
ment. The indicators of the efficient use of the insurance services sector potential in
Ukrainian regions, calculated using an integrated assessment, showed an increase in
the efficiency of using the potential of the insurance sector in three out of five analyzed
regions. Zaporizhzhia region demonstrated the most significant growth. It has been
proven that an increase in the volume of services provided is a key factor in increasing
the social and economic efficiency of the insurance sector

Keywords potential for development, integrated index, insurance

services sector, social and economic development,
regions of Ukraine

JEL Classification G22, G23,R11

INTRODUCTION

The sector of insurance, reinsurance and private pension provision'
(hereinafter — the insurance services sector) plays an important role in
the economy, ensuring the protection and security of the state and in-
fluencing the level of its social and economic development. In Ukraine,
the insurance services sector is represented by insurance companies
and non-state pension funds (hereinafter - NPFs). The latter, togeth-
er with life insurance companies, provide services to the population
within the framework of the non-state pension system. The impor-
tance of the insurance services sector is growing not only in view of its
contribution to the formation of the third pillar of Ukraine’s pension
system, but also in the context of today’s global coronavirus pandemic,
when most citizens are left alone with this problem and need insur-
ance coverage. It should be noted that insurance companies (non-life
insurance companies) promptly responded to the needs of society and

1 According to the Classifier of Economic Activities 2010: Section 65 “Insurance, reinsurance
and private pension provision, except for compulsory social insurance” includes
underwriting of annuities, insurance policies and insurance premiums in order to create
financial assets that will be used to repay future insurance claims. This section includes
direct insurance and reinsurance.
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already today offer many insurance protection programs against COVID-19, including when traveling
abroad (when buying a travel insurance policy). In addition, the Verkhovna Rada of Ukraine registered
a Draft Law on Amendments to the Law of Ukraine On Tourism (Legislation of Ukraine, 2020). This
draft law proposes to introduce compulsory insurance for the return of our tourists to Ukraine and pay-
ment for their accommodation and meals during forced stay abroad, which is especially relevant given
the tourism risks posed by COVID-19. At the same time, possessing significant development potential,
Ukrainian insurance companies cannot fully implement it due to many problems; one of the key prob-
lems is the shadowing. Unfortunately, at the national level, shadowing is assessed only in general for
Financial and Insurance Activities, and the problems of shadowing and assessing its level in the insur-
ance services sector as one of the key in this type of economic activity remain practically unexplored,

which determines the relevance of this study.

1. LITERATURE REVIEW

Nowadays, shadowing of Ukraine’s economy are
the subject of research by many Ukrainian and
foreign scientists. In particular, Shumska and
Nezhyvenko (2013) considered methodological
approaches to determining the size of the shadow
economy in Ukraine and the world and assess-
ing its level by various methods. Vinnychuk and
Ziukov (2013) and Levchenko et al. (2019) built
an economic and mathematical model to identi-
fy patterns of the shadow economy. Remeikiene
et al. (2017) studied the influence of the main
factors on the shadowing of Ukraine’s econo-
my using regression analysis. Gamankova (2009)
and Zhabynets (2020) examined the main shad-
ow financial schemes in the context of the insur-
ance market development. Vasylenko (2012) and
Kravets (2007) analyzed the features and methods
of scheme insurance, as well as the main char-
acteristics indicating the level of its penetration
in the Ukrainian insurance market. Boyko and
Roienko (2015) analyzed the most common illegal
schemes for using the services of insurance com-
panies to minimize the tax burden and legalize
proceeds of crime. Schwarcz (2015) investigated
the risks associated with shadow insurance opera-
tions in the US insurance market, including in the
context of the effectiveness of government regula-
tion. Koijen and Yogo (2016) studied shadow rein-
surance in life insurance, and Hepfer et al. (2016)
considered shadow insurance as a tool for tax op-
timization and increasing additional payments to
shareholders.

In Ukraine, very few scientific publications are de-

voted to scientific problems of the formation and
use of the insurance sector potential. Likhonosova

http://dx.doi.org/10.21511/ins.12(1).2021.02

(2020) and Romanovska et al. (2020) are among
the recent studies on the issue (2020). Most studies
by domestic researchers analyze the potential of
insurance companies (financial, investment, com-
petitive, etc.) and the potential for the development
of certain types of insurance services (Ionin, 2017;
Samorodov et al., 2018; Kovalenko & Litvin, 2019;
Vilenchuk, 2017). With regard to foreign scientific
publications, Jarrayaa and Bourib (2013) reviewed
methods for assessing efficiency in the insurance
industry, Vucetich et al. (2014) analyzed the role of
the insurance services sector in driving econom-
ic development and assessed its potential for the
New Zealand economy, Domanski et al. (2020) re-
vealed the prospects for using the potential of the
Polish insurance sector in providing services to
small and medium-sized businesses.

2. AIMS

The paper is aimed at assessing the effectiveness of
using the insurance services sector potential, tak-
ing into account its shadowing, in providing the
social and economic development of Ukraine and
its regions.

3. METHODS

The basis for calculating the level of shadowing of
the insurance services sector was the methodolo-
gy of unprofitable enterprises in accordance with
the Guidelines for Calculating the Level of the
Shadow Economy, approved by the Order of the
Ministry for Development of Economy, Trade and
Agriculture of Ukraine No. 123 dated February
18, 2009 (Ministry for Development of Economy,

17
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Trade and Agriculture of Ukraine, 2009). The
Ministry of Economic Development, Trade and
Agriculture of Ukraine calculates shadowing by
type of economic activity as a percentage to GVA
of the corresponding type. Since GVA is not gen-
erated for the analyzed sector (this is described
below in the methodology), the calculations were
carried out using the GVA of foreign economic ac-
tivity “Financial and Insurance Activities”. This is
the author’s approach based on the methodology
of the Ministry.

The following assumptions were used when apply-
ing this method:

1) according to official statistics, all unprofita-
ble enterprises are actually profitable, which
is considered an overstatement of the shadow
economy; the profitability of unprofitable en-
terprises equals the profitability of profitable
enterprises in the analyzed period;

2) the ratio of costs of unprofitable and profitable
enterprises is identical to the ratio of the num-
ber of such enterprises.

The attributable profit of unprofitable enterprises
in the analyzed period (P, ) is calculated using
the following formula:

_ PBT,,, - N

PEt >
PEt
where PBT,,, is the before-tax financial result of
profitable enterprises (profit) in the analyzed pe-
riod, according to the official statistics (thousand
UAH); N, is the number of unprofitable enter-
prises in the analyzed period, according to the of-
ficial statistics (units); and N, is the number of
profitable enterprises in the analyzed period, ac-

cording to the official statistics (units).

P

UEct

@

Shadow profit in the period under analysis (Ps)) is
calculated using the following formula:

PSt :PUEct + PBT,

UEt> )

where P, is attributable profit of unprofitable en-
terprises in the analyzed period (thousand UAH);
PBT, is the financial result before tax of unprofit-
able enterprises (loss) in the analyzed period, ac-

cording to the official statistics (thousand UAH).
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The marginal minimum level of the shadow econ-
omy (R, . ) is calculated taking into account the
above assumptions using the following formula:

= i -100,

GVA,
where P is shadow profit in the analyzed period
(thousand UAH); GVA, is the volume of gross val-
ue added (GVA) for the corresponding type of eco-
nomic activity in the analyzed period (thousand
UAH).

3)

SE min ¢

Since the State Statistics Service of Ukraine does
not generate information on GVA by type of
economic activity Insurance, Reinsurance and
Private Pension Provision, Except for Compulsory
Social Insurance (code 65), the amount of GVA
for Financial and Insurance Activities is used for
calculations.

The marginal maximum level of the shadow econ-
omy (R, ) is calculated on the assumption that
all profitable enterprises provide only undistorted
data, and all unprofitable enterprises hide the en-
tire GVA of their products, and not only profits.
In this case, the marginal maximum level of the
shadow economy is calculated using the following
formula:

N,

Ry =—22—-100. 4)
t NPEt + NUEt
The average value of the shadow economy (R, )

is calculated as follows:

RSE avert — (RSE max ¢ + RSE min ¢ ) /2. (5)

The integrated index of the efficiency of using the
insurance services sector potential in providing the
socio-economic development of Ukrainian regions
was calculated by standardizing the values of the
selected indicators relative to the reference value.
To calculate the potential of the insurance servic-
es sector in the context of socio-economic develop-
ment of Ukraine’s regions, the following indicators
were used: shadowing level, the share by volume of
services provided in the service sector, the share by
volume of services provided in the region, the share
by employment in the services sector, the share by
employment in the region, the share by capital in-
vestments in the services sector, the share by capital
investments in the region, the enterprises’ financial

http://dx.doi.org/10.21511/ins.12(1).2021.02



result before tax, the share of profitable enterprises
in the sector, the amount of taxes paid by enterpris-
es in the sector, the share in the amount of taxes
paid in the region, and labor productivity. Among
the selected indicators, only one is a deterrent
(shadowing level), the rest are stimulants.

The selected indicators relative to the reference val-
ue are standardized using the following formulas:

3) for stimulants:

Z
Nij=100— 100, (6)
Zlmax
4) for the deterrent:
N =10 (7)

i

where N, is the standardized value of the i-th indica-
tor of the j J-thregion; Z_ is the value of the i-th indica-
tor in the j-th region; szax is the maximum value of
the i-th indicator among all regions; Zi . is the min-
imum value of the i-th indicator among all regions.

The integrated index of the efficiency of using the
insurance sector potential in providing a region’s
socio-economic development (I, tegmlj) is calculated
as follows:

"N, 8
= IOO—L /100, .
n

I

integral ;

where N, are standardized values of the j-th re-
gion; n is the number of standardized indicators
of the j-th region.

The numerical range Integral j is within [0: 1].
According to the chosen methodology, the higher
value of the integrated index will indicate a more
efficient use of the insurance services sector po-
tential in providing the socio-economic develop-
ment of Ukrainian regions.

4. RESULTS

The insurance services sector provides insur-
ance capital in the form of insurance premiums

http://dx.doi.org/10.21511/ins.12(1).2021.02
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(Kozmenko & Roienko, 2013; Zhabynets, 2014;
Kaigorodova et al., 2018) paid for the sale of in-
surance liabilities (insurance services) (Arkhipov
et al., 2017; Pyrkova et al., 2020). In 2013-2018,
the development of the insurance services sec-
tor is characterized by an annual decrease in
the number of operating enterprises (see Figure
1). Despite this, the volumes of services sold (af-
ter a slight reduction in 2014) demonstrate stable
growth (total growth in 2013-2018 amounted to
41.03%). After the 2014-2015 crisis, there has also
been an increase in the assets of enterprises in the
sector. In terms of the volume of insurance pre-
miums collected in currency equivalent in 2018,
the Ukrainian insurance market ranked 60th
in the world (61st in 2017), in terms of growth
rates, as in the previous year, it entered the top
10 most dynamic markets of developing countries
(Minfin, 2019). At the same time, many factors re-
strain the development of the sector. In particu-
lar, a number of insurance companies have prob-
lems with solvency and liquidity, there is no clear
business model, and the level of risk management
and corporate governance is low. All this makes
the market non-transparent and non-competitive
(National Bank of Ukraine, 2020). The situation
in the activities of pension funds is even more
critical (Baranovskyi et al., 2015; Kozmenko &
Mospanova, 2016). For five years (December 2013
to December 2018), the average annual net invest-
ment income (excluding service costs) was 9.6%.
During the same period, the average annual infla-
tion reached 19.2%. Thus, the NPF participants re-
ceived on average negative net investment income
(excluding costs for services and inflation) in the
amount of -8.1% per year. Such low performance
of NPFs is explained by many reasons, name-
ly: the unfavorable macroeconomic situation
(Grzebyk & Stec, 2014), lack of developed capital
markets and reliable financial instruments, low
income and a lack of understanding of the need
to save up for pensions (Plonka et al., 2020), as
well as insufficient promotion of the importance
(even lack of information about the existence) of
private pension schemes (USAID, 2019).

Comparison of the share of insurance services
in commercial and financial services (Figure 2)
shows that in 2018 the share of insurance servic-
es in the total volume of financial services provid-
ed in Ukraine accounted for almost a third of all
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Source: Built according to official requests to the State Statistics Service of Ukraine (2019).
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Figure 1. Development of the insurance services sector in Ukraine during 2013-2018

financial services rendered, and the share of in- Similar to the all-Ukrainian trend, a decrease is
surance services in commercial services was only  observed in the share of insurance services in com-
3.72%, and during the analyzed period there was mercial services in all analyzed regions, except for
a decrease in this share by almost 2 percentage Zaporizhzhia region. This is due to a sharp reduc-
points. tion in these regions (in 2018 compared to 2013) in

Source: Calculated and built according to official requests
to the State Statistics Service of Ukraine (2019).

60,00 40,00
28,36 30,00
50,00 o 20,00
7,31 ' 0,58 10,00
40,00 / 4,54 -2,54
[ ] _1199 ® -302 L] —0,43 [ J -1,19 hd ‘0,20 e 520 O;OO
*221-10,00
30,00
I -20,00
-29,78 -30,00
20,00 o
< -40,00
10,00 N|R -50,00
’ o S Qo ’
I o {-60,48| S| 2 -60,00
000 M —_ -70,00

Ukraine
Lviv region

Odesa region

6,45
I 49,09
0,10
| 566
110,35
| pgEZ] |
The city of K 891
SO 30,56

Kharkiv region ||

Dnipropetrovsk region .
19,63 |
Zaporizhzhia region

M Share of insurance services in commercial services, %
W Share of insurance services in financial services, %
® Changing the share of insurance services in commercial services, p.p.

Changing the share of insurance services in financial services, p.p.

Figure 2. The share of insurance services in the total volume of provided commercial and financial
services in 2018 (left scale) and its change in 2013-2018 (right scale)
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Table 1. Trends in the provision of insurance services in 2013-2018 in Ukraine and regions

Source: Compiled and calculated according to official requests to the State Statistics Service of Ukraine (2019).

Volume of services sold, UAH million

: Increase
Region (decrease) for
2013 2014 2015 2016 2017 2018 2013-2018, %
Ukraine 20,4017 . 155457 17,0413 20,7242 © 243682 287722 4103
8118 118 7125 14436 9560 . 55138 732.03 .
2,340.1 583.0 254.8 291.4 1,137.9 c n.a.
o4 amsaser e mowmg | emess
80.2 66.5 33.6 39.8 c 41.0 -48.92
s v wr e muws aser
3415 La3Ls a3 T84 B3 C NB
87.2 378.7 63.4 77.8 c 134.6 54.24
The city of Kyiv 153698 . 128159 | 14,9534 177623 = 20,7027 | 254982 659

Note: c — confidential information; n.a. — calculation is not possible due to lack of information.

the number of companies that provided insurance
services.

The growth of the share of insurance services in
the total volume of commercial and financial ser-
vices in Zaporizhzhia region is due to the entry
of a powerful insurance company ASKA into the
market, which began its work in the early 90s as
a regional part of ASKO holding with headquar-
ters in Donetsk. Because of the events in the east
of Ukraine (2014-2015), the company moved to
the territory controlled by Ukraine. The city of
Zaporizhzhia is the place of state registration of
the insurer. It should be noted that despite the loss
of leading positions in the industry ratings, ASKA
was able to maintain a qualified team and custom-
er confidence. In the summer of 2017, the com-
pany makes the largest payment in the history of
Ukrainian agricultural insurance — more than 2
million euros for the loss of soybeans in Bukovyna
due to drought. In 2018, ASKA was the first in the
Ukrainian market to provide the CASCO service
on the principle of “pay as you drive” using mod-
ern technological solutions (ASKA, n.d.).

Table 1 shows the trends in the provision of in-
surance services in 2013-2018 in Ukraine and its
regions.

Since 2015, a gradual but stable growth in the pro-
vision of insurance services has been observed in
Ukraine, and the total increase in the volume of
services rendered in 2018 compared to 2013 was
more than 40%. In terms of Ukraine’s regions, in

http://dx.doi.org/10.21511/ins.12(1).2021.02

2018 compared to 2013, there was a decrease in the
volume of services provided in Dnipropetrovsk,
Lviv and Odesa regions, and growth - in
Zaporizhzhia and Kharkiv regions and the city of
Kyiv. It is noteworthy that in terms of the intensity
of changes and a significant increase in the vol-
ume of insurance services, the undisputed leader
is the Zaporizhzhia region with an increase of al-
most 700%.

The results of many scientific studies (Kravets,
2007; Gamankova, 2009; Vasylenko, 2012;
Zhabynets, 2020) prove that Ukrainian insurance
companies are actively involved in various shadow
financial schemes (provision of tax optimization
services for business; use of internal incoming re-
insurance to reduce tax liabilities; withdrawal of
funds outside Ukraine or cash transfer using tech-
nical securities), which contributes to the shadow-
ing of both the insurance sector and the real sector
of the Ukrainian economy.

In this study, the shadowing of the insurance ser-
vices sector is understood as such financial and
economic activities of enterprises in the sector,
aimed at hiding income from business activities
through various shadow financial schemes.

Using the methodology described above (see
Formulas 1-5), the level of the shadow economy of
the insurance services sector in Ukraine and its
regions was calculated (Appendix A) based on sta-
tistical data on the financial performance of en-
terprises in the sector in 2013 and 2018. The limit-
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The city of Kyiv
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Source: Calculated and built according to official requests to the State
Statistics Service of Ukraine (2019).
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Figure 3. The level of shadowing of the insurance services sector in Ukraine and its regions in 2013
and 2018, % of GVA of Financial and Insurance Activities

ed statistical information obtained from the State
Statistics Service of Ukraine due to its confidenti-
ality did not allow assessing the level of shadowing
in the insurance services sector in all Ukrainian
regions. As a result, the shadowing level was cal-
culated for only nine regions in 2013 and six re-
gions in 2018 (Figure 3).

Thus, in 2013-2018, the insurance services sec-
tor saw an increase in the level of shadowing in
Ukraine as a whole and in the analyzed regions.
The largest increase was recorded in the Kharkiv
region (by 14.18 p.p.), the smallest — in the Odesa
region (by only 0.06 p.p.). Such a significant in-
crease in the level of shadowing of the insurance
services sector in the Kharkiv region is explained
by a decrease in the number of profitable enter-
prises during the analyzed period (from 19 to 10),

22

as a result of which the value of shadow profit in-
creased 3.3 times (see Appendix A).

The shadowing of the insurance services sector
and the use of its opportunities for tax optimiza-
tion by enterprises of the real economy sector are
due to the following main reasons:

1. Crisis phenomena in the economy caused by
political, financial or other factors (global fi-
nancial crisis, military conflict in the east of
Ukraine, global coronavirus pandemic, etc.) -
According to official data, in 2014, due to the
military conflict in eastern Ukraine, the level
of the shadow economy in Ukraine, calculat-
ed using the method of unprofitable enterpris-
es, reached 35% of GDP, which was the highest
value since 2010 (Ministry for Development of

http://dx.doi.org/10.21511/ins.12(1).2021.02



Economy, Trade and Agriculture of Ukraine,
2020); the introduction of quarantine restric-
tions due to the global coronavirus pandemic
contributed to an increase in the level of shad-
owing of Ukraine’s economy (using the meth-
od of unprofitable enterprises) in just three
months of 2020 to 38% of GDP, which is 15 p.p.
more than in three months of 2019 (Ministry
for Development of Economy, Trade and
Agriculture of Ukraine, 2020).

2. High level of corruption - According to
the Corruption Perceptions Index in 2018,
Ukraine ranked 120th out of 180 countries
(Transparency International, 2018).

3. Unfavorable tax and regulatory policies in busi-
ness (high tax burden, state overregulation of
entrepreneurship, frequent changes in tax leg-
islation, etc.) — In 2018, according to the Index
of Economic Freedom, Ukraine ranked 150th
out of 186 countries (Miller et al., 2018), accord-
ing to the Ease of Doing Business Index — 71st
out of 190 countries (World Bank, 2019).

4. 'The specificity of taxation of insurance com-
panies (Legislation of Ukraine, 2010), in com-
parison with enterprises of other sectors, al-
lows insurance companies to use incoming
domestic reinsurance operations to reduce
income tax.

5. Significant volumes of operations of insur-
ance companies with securities in the con-
text of underdeveloped domestic stock mar-
ket — In terms of the Global Competitiveness
Index components, according to the parame-
ter “Financing through local equity market”,
Ukraine ranked 114th out of 137 countries,
and according to “Regulation of securities ex-
changes”, it was 134th out of 137 countries in
terms of), that is, one of the five top world out-
siders (Schwab, 2019).

Improving the efficiency and stability of the na-
tional economy, iraising the level of its socio-eco-
nomic development is impossible without increas-
ing the potential of the insurance sector. Based on
available statistical data (according to Formulas
6-8), an integrated index of the efficiency of using
the potential of the insurance services sector in

http://dx.doi.org/10.21511/ins.12(1).2021.02
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ensuring the socio-economic growth of Ukraine’s
regions was calculated (Table 2) and its change for
2013-2018 was analyzed.

An increase in the efficiency of using the poten-
tial of the insurance services sector in providing
the socio-economic growth of Ukraine’s regions
for 2013-2018 is observed in Dnipropetrovsk
and Zaporizhzhia regions, as well as in the city
of Kyiv. The largest growth was demonstrated by
the Zaporizhzhia region, where the integrated in-
dex almost doubled. A decrease in the efficiency
of potential use is observed in Kharkiv and Odesa
regions. In general, in all analyzed Ukrainian re-
gions (except for the city of Kyiv), the value of the
integrated indicator of the efficiency of the poten-
tial of the insurance services sector in 2013 and
2018 did not exceed 0.3. Based on this, one can
conclude that the potential of the insurance sector
in Ukraine’s regions is used by less than a third of
its capabilities.

Analysis of changes in indicators characterizing
the potential of the insurance services sector in
ensuring the socio-economic development of the
regions (Table 3) shows that the decrease in the ef-
ficiency of the potential of the insurance services
sector in Kharkiv region was mainly due to the de-
crease in the share of profitable enterprises in the
insurance services sector (in the analyzed period, it
was a record high and amounted to almost 30 p.p.).

A significant increase in the volume of servic-
es sold in the Zaporizhzhia region (see Table 1)
provided the region with positive dynamics in
10 out of 12 indices characterizing the potential
of the insurance services sector in providing the
socio-economic development of the region. As a
consequence, the financial result increased al-
most 40 times, and labor productivity - more
than 6 times, which contributed to a significant
increase in tax payments to the budget - 1.6
times (in monetary terms, it is almost UAH 8
million) and employment growth by more than
25% (Figure 4).

Such a significant result was achieved due to the
fact that insurance activities in the Zaporizhzhia
region are carried out by many local insurance
companies and their branches, representative of-
fices, departments, and structural units of insur-
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Table 2. Statistical data and results of calculating the integrated index of the efficient use of the
insurance services sector potential in ensuring the social and economic development of Ukraine’s
regions in 2013 and 2018

Source: Calculated by the authors.
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Table 3. Change in indicators characterizing the potential of the insurance services sector in Ukraine
and its regions in 2013-2018

Source: Calculated by the authors.
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Source: Calculated and built according to the State
Statistics Service of Ukraine (2019).
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Figure 4. Employment indices in the economy, services and insurance services for 2013—-2018

ers from other regions of Ukraine. Partnerships
of leading insurance companies with the largest
insurance and reinsurance companies in Ukraine
and the world allow insuring large property and
financial risks of the region’s enterprises and in-
vestors (Zaporizhzhia Profile, 2017), which en-
sured such a significant increase in sales of insur-
ance services in the region.

Socio-economic efficiency of the insurance ser-
vices sector in terms of providing tax revenues to
the budget in 2013-2018 is confirmed by the anal-
ysis of tax revenues provided by this sector to the
Consolidated Budget of Ukraine, including per
enterprise (Table 4). Despite the decrease in the
number of insurance companies in Ukraine as a
whole and in the overwhelming majority of its re-
gions, there is an increase in taxes paid from one
enterprise: in 2018, Vinnytsia, Zakarpattia and
Donetsk regions became the leaders in this indi-
cator. Meanwhile, the total amount of tax reve-
nues from enterprises in the sector for 2013-2018
decreased by more than 30% in Dnipropetrovsk,
Donetsk and Lviv regions and by more than 60%
in Luhansk and Poltava regions, which is main-
ly due to a decrease in the number of companies
providing insurance services in these regions. In
general, in Ukraine for the analyzed period, the
insurance sector provided an increase in tax pay-
ments by more than 35%, which in monetary
terms amounted to almost UAH 450 million.

http://dx.doi.org/10.21511/ins.12(1).2021.02

An assessment of the ratio of the absolute value of
growth in tax revenues to the value of growth for
2013-2018 in the volume of services sold shows
that in Ukraine as a whole for the analyzed period,
1% increase in the volume of sold insurance ser-
vices accounted for an increase in tax payments
to the budget in the amount of almost UAH 11
million.

Thus, the analysis shows that the key factor in in-
creasing the socio-economic efficiency of the in-
surance services sector is an increase in the vol-
ume of services provided, which, in turn, is im-
possible without macroeconomic stability in the
country and an increase in living standards. The
main obstacles to the effective development of the
insurance services sector in Ukraine are: distrust
of insurance companies and the financial system
as a whole; low paying capacity of the population,
including due to high inflation; lack of reliable
and profitable instruments for investment for in-
surance companies and an underdeveloped stock
market; low profitability of domestic enterprises;
lack of a competent state insurance policy.

The insurance sector, like other service sectors,
will change under the influence of the global coro-
navirus pandemic. According to the pessimistic
scenario, for which European market leaders are
preparing, COVID-19 could lead to 200% losses
in insurance. Among the external factors that in
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Table 4. Analysis of tax revenues from insurance companies to the Consolidated Budget of Ukraine

for 2013-2018 in Ukraine and its regions

Source: Calculated and compiled according to official requests to the State Statistics Service

of Ukraine (2019) and the State Tax Service of Ukraine (2019).
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the long term will reduce the potential of the in-
surance services sector are the following (Moroz
& Horokhovskyi, 2020):

« increase in the price of reinsurance;

o downgrading of financial stability/reliability
ratings of reinsurers;

o introduction of additional exceptions and re-
strictions in reinsurance;

« reduced activity or termination of work with
small markets or emerging markets, if finan-
cial investments are required to enter the
market.

It can be concluded that the influence of these
factors on the development of the domestic in-
surance market will be insignificant, given the
small volume of risk reinsurance for non-resi-
dents (Zhabynets, 2020). Therefore, the rise in
prices on the world reinsurance market will prac-

26

tically not affect the cost of most insurance ser-
vices in Ukraine, and therefore, their purchase by
consumers.

The most negative impact of the global coronavi-
rus pandemic will be mainly due to internal fac-
tors and their consequences, which is confirmed
by studies of other scientists (Dankiewicz et al.,
2020; Polinkevych et al., 2021). A drop in GDP and
a decline in business activity will have a signifi-
cant impact on the solvency of legal entities and
individuals, and hence on sales of insurance ser-
vices. As a result of the quarantine, income from
the amount of collected insurance premiums in
many insurance companies will sharply decrease
and the volume of insurance reserves will de-
crease, which may affect the solvency of insurance
companies and their default on obligations un-
der insurance contracts. Massive non-payments
in the insurance sector will increase the already
significant distrust of insurers, and in the context
of transfer of powers to regulate the insurance
market to the NBU, which will check the compli-
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ance of insurance companies with financial stand-
ards this year, will led to the liquidation of many
of them. According to experts, in the short term,
the current situation (2020-2021) will resemble
the situation in the banking sector in 2014-2015,
and in the long term (2022-2023), after reformat-
ting the insurance market, consumers will receive
much better services, however with a possible
increase in their value due to the recovery of the
market (Moroz & Horokhovskyi, 2020).

In modern conditions of global economic chang-

Insurance Markets and Companies, Volume 12, 2021

the domestic insurance sector potential in the
context of social and economic development of
regions, it is necessary to implement a number
of measures in the following main areas: gener-
al economic recovery, ensuring macroeconomic
stability and low inflation; strengthening insur-
ance supervision and regulation, in particular
with regard to licensing standards, formation of
insurance reserves, capital structure, withdrawal
of insurers from the market; ensuring the trans-
parency in the activities of market participants
and its attractiveness to investors; raising the fi-

es in the world financial market and Ukraine’s
insurance market, in order to activate sales of
insurance services and increase the efficiency of

nancial, including insurance, literacy of the pop-
ulation and protecting their rights as consumers
of insurance services.

CONCLUSION

The analysis showed an increase in the efficiency of using the potential of the insurance services sector
in providing socio-economic development in three of the five analyzed Ukrainian regions. In terms of
the growth in the integrated index of the efficient use of the insurance services sector potential, the lead-
er is the Zaporizhzhia region, where, as a result of a significant increase in the volume of services sold for
the period 2013-2018, positive dynamics was provided for most indicators characterizing the potential
of the insurance sector in ensuring socio-economic development, including an increase in tax reve-
nues to the budget 1.6 times and employment - by 25%. In general, in Ukraine for the analyzed period,
1% increase in the volume of sold insurance services accounted for an increase in tax payments to the
budget in the amount of almost 11 million UAH. Thus, it has been proven that an increase in the volume
of services rendered is a key factor in increasing the socio-economic efficiency of the insurance sector.

The proposed measures to increase the efficiency of using the domestic insurance sector potential in
providing the social and economic development of Ukraine’s regions will contribute to the activation of
sales of insurance services, and, consequently, an increase in the volume of their sales. This will enhance
the socio-economic effects of the development of the insurance sector, including towards increasing
the competitiveness of insurance enterprises in the global financial market and proper performance by
them not only the function of protecting the population and business structures from unforeseen events
(risks), but also the function of a supplier of long-term investment resources to finance priority sectors
of the national economy. Given that the calculation results showed an increase in the level of shadowing
of the insurance services sector in Ukraine, the prospects for further research will be associated with
the development of measures for its de-shadowing.
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APPENDIX A

Table Al. Initial data and results of calculating the level of shadowing of the insurance sector in Ukraine and its regions in 2013 and 2018

Source: Compiled and calculated according to the official requests to the State Statistics Service of Ukraine (2019).

Number of
i i Financial result | _. . . Marginal Marginal
enterprises, units w90 9, ) Financial result Attributable . .g _g : Shadow
: : OS89 3o W of profitable X . minimum maximum
K o®®.2 X of unprofitable profit of Shadow % { economy
. ) K EEFE 5 enterprises . " . GVA*, UAH : level of the : level of the :
Region — © e} ©'5 % = enterprises unprofitable : income, UAH : i level
T £ © S -9 before tax . : : ths. shadow shadow o
5 5 g i 2 22¢ (profit), UAH before tax enterprises, ths. economv. % . economy, (mean), %
= 5 s F5ga [pront, (loss), UAH ths. . UAH, ths. v, % V' of GVA
S o ths. of GVA % of GVA
2013
Ukraine 469 | 123 | 346 0.4 7,344,875.5 1182,3367 | 26055079 | 3,787,8446 | 67,531,000 5.61 26.19 15.90
Dnipropetrovsk 17 2 15 0.2 519,711.0 16,191.0 79,953.2 96,144.2 4,917,000 1.96 13.33 7.64
Donetsk 27 10 17 0.6 920,762.1 694,019.6 517,928.7 1,211,948.3 4,673,000 25.94 36.00 30.97
Zaporizhzhia 13 4 9 0.4 8,238.5 2,501.4 3,661.5 6,162.9 1,389,000 0.44 30.77 15.61
Luhansk 4 1 3 0.3 12,769.0 3,196.0 4,256.3 7,452.3 1,188,000 0.63 25.00 12.81
Lviv 8 4 4 1.0 7,297.0 9,063.0 7,297.0 16,360.0 2,138,000 0.77 50.00 25.38
Odesa 15 1 14 0.1 365,747.0 8.0 30,477.6 30,485.6 2,130,000 1.43 7.69 4.56
Poltava 7 2 5 0.4 109,060.0 7,491.3 43,623.1 51,114.4 1,081,000 4.73 28.57 16.65
Kharkiv 21 2 19 0.1 43,200.0 2,567.0 4,547.5 7,114.5 3,340,000 0.21 9.52 4.87
The city of Kyiv 321 i 89 i 232 0.4 4,776,029.2 384,827.9 i1,831,9224 2,216,750.3 35,927,000 6.17 2772 16.95
2018
Ukraine 340 | 106 | 234 0.5 2,520,792.2 954,129.4 . 1,135,492.0 2,089,621.4 95,621,000 2.19 31.06
Dnipropetrovsk 11 2 9 0.3 451,153.0 132,101.0 128,900.9 261,001.9 7,604,000 3.43 22.22
Zaporizhzhia 11 4 7 0.6 4,900.0 132,390.2 137,290.2 4,187,000 3.28 36.36
Lviv 5 3 2 1.5 1,168.0 2,146.5 3,314.5 3,620,000 0.09 60.00
Odesa 11 1 10 0.1 165.0 4,637.2 4,802.2 3,070,000 0.16 9.09
Kharkiv 16 6 10 0.6 13,156.0 15,764.0 7,893.6 23,657.6 3,984,000 0.59 37.50
The city of Kyiv 251 79 172 0.5 1,675,561.4 711,263.4 775,722.9 1,486,986.3 50,277,000 2.96 31.65

Note: * For calculations, GVA for Financial and Insurance Activities for respective years is taken.
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