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Development of Commercial Insurance in the Slovak
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Abstract

The insurance market belongs to the dynamicallgld@ing branches of the
national economy even in the period of the delgesti Vast damages, which
arise as a consequence of natural catastrophescolijsks or as a result of
subject risks are stimuli for the growing intere$tall economic subjects operat-
ing not only in insurance market but also in thdio@al economy. The insur-
ance industry performs its basic functions — acdatian, redistribution, stimu-
lation and control functions — in complex econogvaditions. The significance
of the control function increases in direct propontto a complicated economic-
social situation since the level of insurance fralsb occurs in that period. This
paper addresses the development of the insurandeeiria the Slovak Republic,
Poland and Ukraine. We focused our attention orcteld important indicators,
namely: concentration index, written premium, peatéin, insurance density,
technical reserves and investment activity of corai@ensurance companies.

Keywords : insurance market, concentration, technical reseraed investment
activity

JEL Classification : G22

Introduction

The insurance sector is a very important segmettteofinancial system in
each country. In a commercial economy it fulfilsstf of all, the functions: de-
livering tools securing businesses as well as iddals against any kinds of risk,
the accumulation and allocation of capital as vaslicollecting and processing
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information. This sector fulfils a very importargle in any country’s economy

and in the stability of people’s lives. It constés material security against the
results of unfavourable, random incidents. The dblsuch incidents occurring

always accompanies people’s lives, and an actidhirwrisk is a characteristic

of any economy. The problem of developing insurdactherefore, an important

topic, particularly during an increase in the mlitdapendence between the
economies of different countries, as well as tloegasingly differentiated condi-

tions in the functioning of the international firdal system.

The insurance business as a holistic system isruhé influence of constant
changes in price and inflation policies, legislatiehanges, and also currently
under the influence of the external environmertte-global and economic world
crisis. In accordance with the increase in enornamgsvarious damages, interest
in insurance has also increased not only amongsirétical workers, but also
between all experts in the insurance, financial aniepreneurial markets. The
interest of experts results from the function cfurance, which has a specific
position in live-cycle of all economic subjectsnational economy.

At present, an increasing number of domestic aneidn authors are focus-
ing their attention on the issue of insurance dnedinsurance industry, and this
fact corresponds to the recognition that insurdrazbecome an integral part of
the business and financial activities of individual

Author Wehrhahn (2012, p. 300) provides a faidynprehensive view of the
importance and development of insurance and theanse industry in times of
globalisation and the economic liberalisation & fimancial markets. The main
aspects of insurance affecting economic developarent

« Insurance, by pooling risks together, lowers thst obrisk, reducing volatility.

« Households and enterprises have a mechanism tfdrarsk at an efficient
cost, and to release both financial and human ressuo focus on the core of
their production activities.

« The long term nature of life insurance pension mt@® long-term internal
savings, a key element in any economy in boostevgldpment.

e Insurance supports trade and other activities byrjporating risk-averse
individuals and enterprises into the productionitha

« The government’s fiscal budget is relieved fromdbeial security and reti-
rement programmes to the extent that these areeshby the insurance sector.

« Catastrophic insurance allows governments to redbeefiscal impact,
especially when international reinsurance is ab#ldo spread the risk outside
the country.

The author provides an insight into the complexityportance and functions
such as micro-insurance, as well as at the maea & individual economies
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through the means of the multi-dimensional aspettssurance. He also em-
phasised the need for insurance support from gawenh organisations, espe-
cially in tax policy, education, mandatory insurarprogrammes, and effective
regulation by the state which could significantffeat the overall development
of insurance and its positive effects on economievth.

The insurance market, as an individual markegnsntegrated part of the
financial market in every developed and develomognomy. In their defini-
tions, individual authors give lesser or more cawpefinitions. Holyoake and
Weipers (1999, p. 64), define an insurance market market which includes:

1. Sellers — the insurance company and undergnitiambers,

2. Buyers — the general public, industry and conome

3. Intermediaries — the insurance brokers andtagen

Rejda (2005, p. 69), focuses upon the transferskfand decisions by eco-
nomic subjects, which part of risk they accept amich part they will transfer
to the insurance market. They also stated threentapt factors influencing the
insurance market:

1. The underwriting cycle,

2. Consolidation in the insurance cycle, and

3. Secuiritisation of risk.

Atkins and Bates (2008, p. 21), describe the mrsce market via the basic
characteristics of individual activities carried therein:

1. The proposer offers a risk to the insurergeittirectly or via an intermediary.

2. The insurance company underwriter calculategemium to cover the ex-
pected cost of claims, expenses and profit.

3. If the quotation is accepted, cover commencessthe proposer becomes
the insured (or policyholder).

4. Any commission due to the intermediary is paisl,are claims occurring
during the period. A proportion is also placed arigus reserves for claims that
may be payable in the future. All money held irergss is invested in order to
provide investment income, which may contributensigantly to the profitabil-
ity of the business.

Bazilevic (2008, p. 614) describes the insurance market stam of eco-
nomic relationships forming the demand and requéms for insurance prod-
ucts, where the subject of purchase and sale iganese protection as a form of
relationship between insurance parties.

Majtanova et al. (2009, p. 70), define the insoeamarket as a market
in which the supply of and demand for insurancetgmtion meet. It includes
all relationships between sellers and buyers wi® insurance as the subject
of exchange. In terms of the diverse activitiesvali as insurance subjects and
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the nature of insurance, the insurance marketvisleti into general and invest-
ment. The general market is characterised as ancfr@surance and the condi-
tions arising there from when signing an insuracmetract for everything which
may be insured. The investment insurance markks line principle of creating
reserves for eliminating the negative results odamness for insured parties.
Insurance companies use the reserves to implemmgniown investment policy.

Vovéak (2011, p. 98) stresses that the insurance misrkeseparate sphere of
the financial market, where a specific servicénes gubject of purchase and sale —
insurance protection, the market on which suppl¢ demand is formed to be
satisfied.

Based on a comparison of selected definitionsxahsaurance market, accept-
ing the most important entities, their attributesagell as their multi-faceted and
diverse internal and external system links betwieelividual subjects in the
insurance market, we formulate a definition of msurance market as follows:

Based on general market theory, we may charagtarisnsurance market as
an entrepreneurial area in which the supply ofriasce products meets the de-
mand for insurance protection whilst, via a priceation mechanism, its level is
influenced depending upon individual factors by ebhit is influenced. The in-
surance market is formed of several specialisetitutions whose main subject
of business is insurance, securing and intermedjadictivities. These institu-
tions are on the supply side of insurance protacfithe demand for insurance
protection is formed by all economic subjects, oy on the domestic market
but also abroad, which need to insure their prgpénterests and health. The
demand side therefore includes citizens, towns\dlfebes, business subjects,
organisations, institutions as well as the statelfit Apart from the main actors,
the insurance market also includes institutionscivlgiomplete the complexity of
the insurance market in terms of legislation arglilaion (supervisory body for
the insurance industry).

The insurance market, as one of many individualketa in an aggregated
market, is influenced by all basic factors whickeeff supply, demand and the
creation of price. Due to the specific attributésngurance products and insur-
ance services, on the demand side there are desospto which Mehes (2010,
p. 66) added state policy, stance on risk, clagesnd and, for business subjects,
it is also necessary to evaluate company sizesttieture of capital and availa-
ble resources.

On the supply side there are also other spedifitofs which are mainly gov-
ernment policy, the capacity of insurance comparties quality, scope and
plausibility of information available to insurenssing which they can calculate
such a level of premium based on which they witluse balanced tariff policy
and also therefore long-term competitiveness irirteerance market.
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1. Data and Methodology

The entry of the Slovak Republic and Poland it@ EU and the resulting
changes in the insurance markets provide the appitytfor analysis of their
insurance markets, which compare well with the tgment of the insurance
market in Ukraine, a country which is not yet pzfrthe EU but which is gradu-
ally implementing the harmonisation of various eextof the national economy,
with an ambition of becoming a full member of thg.ECurrently, specialists in
insurance theory and practice are preparing an ément to the Insurance Act
of 2002, which is already largely harmonised with iBsurance law, particular-
ly in the principal activities of commercial insae. The necessary changes will
particularly concern the business of insurance, dlassification of insurance
products, the provision of technical reserves wuemtheir allocation, solvency,
reinsurance, as well as consumer protection, wikiclirrently receiving special
attention due to the unprecedented volatility i financial markets.

The aim of this paper is to assess and compardavelopment of commer-
cial insurance business in these countries — SIBegdublic, Poland and Ukraine
via standard ratio indicators enabling such congpardespite different econom-
ic and political conditions, as well as find outngarities, respectively differ-
ences in development of selected financial indrsato

Data for analysing and comparing the dynamicsesetbpment and the de-
velopment of the insurance market in the SlovakuRép (SR), Poland and
Ukraine originates from the annual reports of iasge associations, as well
as the analysis of supervisory bodies of the immganarket. The National Bank
of Slovakia (NBS) in SR is carrying out supervisimthe insurance market; in
Poland it is the Polish Financial Supervision AuityofPFSA), such as the insti-
tution of the Central State Administration supengsthe financial market
in Poland. The supervisory bodies of the insurameeket in Ukraine imple-
mented The State Commission for Regulation of Fir@rServices Markets of
Ukraine.

This indicator is not sufficient to evaluate therformance of the insurance
industry in a variety of large countries. For a edetailed view of the status
and dynamics of development of the insurance imgust further indicator of
insurance density is used, defined as per capgiaramce premium. By con-
structing these indicators, the result is that iasoe penetration is a good indi-
cator of the significance of industry in a courttiyt fails when we want to great-
ly compare several countries. In order for more gem evaluation of the devel-
opment of the three varying insurance markets, la@ @sed other, mainly ratio-
-based, indicators and correlation coefficients.
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The Herfindahl-Hirschman index is the most ofteedito measure the con-
centration of the segment in economic practicexgresses the position of com-
panies operating in the market. Due to the lardéerdince in the number
of commercial insurers in the monitored marketsi(&Urance companies acted
on Slovak market to 31 December 2012, 59 insuraonocepanies in the Polish
market and 414 in the Ukrainian insurance marke¢),used the indicator con-
centration CR1 and CR4, which are those most comymased to assess the
concentrations in the U.S. and Germany.

From the other indicators used by reputable radigencies Standard&Poor's,
A. M. Best and Moody's for the assessment of thanitial situation of the in-
surance market, we chose those that permit morem@dransive assessment of
the insurance business — from business activiiesugh the establishment of
technical provisions, recovery to insurance claprecessing and the fulfilment
of obligations to policyholders. In particular, yhare technical reserves whose
volume must be adequate for the current insuranagopo, as well as the vol-
ume of investments funds of technical reserves.réte of recovery of funds in
the financial market in accordance with applicablgslation in the Slovak Re-
public, the Ukraine and Poland will identify witin@ther variable — investment
activity (investment/technical reserves x 1i00%). This indicator reflects not
only the ability of investment management to alted@mporarily free funds to
market conditions, but largely reflects the quabfythe implementation of the
basic functions of the financial markets — accurnoma allocation and distribu-
tion in the different phases of the economic cycle.

Through the written premium volume, claims (in@hbge units of measure-
ment) and the loss ratio we find the adequacy s@irince premiums. These
indicators are a set of selected indicators by wihie know more details and
compare the development of specific insurance nsirkesurance markets, as
integral parts of financial markets, the importan€&vhich is increasing, impact
positively on maintaining the attainment statusalbfeconomic subjects in na-
tional economies.

2. Selected Indicators of the Insurance Market

2.1. Concentration Indicator

Concentration trends on the market influence nooeprocesses occurring
there. They strengthen the position of large insteagroups or specialised in-
surance companies at the expense of companies wbigiot possess enough
capital and have an unstable market position. riadyae the market we can use
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the concentration indicat®?R, which means the share of the largest insurance
companies on a given market. This indicator, cated by Mihatova and
HintoSovéa (2006, p. 990), using the formula presgrielow, firstly shows the
domination of the largest market participants. Hesveit does show changes on
lower levels of the company size.

100
CRn==—")
Q = 4

where
g — the value of production,
Q — the value of production of the branch.

The interpretation of this formula is the followin

a) Concentration branch if the four biggest entsgg have more than 50% of
the production of branches.

b) Weak-Concentration branch if the four biggegermrises have 25 — 49%
of the production of branches.

¢) Non-Concentration branch if the four biggedequrises have less 25% of
the production of branches.

From the Table 1, we see that the Slovak insuramadet is a concentrated
branch because four insurance companies have arhiglue than recommend-
ed, which is 50%. In the first three years, the ¢amtration Ratio value decrea-
sed in the period 2004 — 2006, an increase wasl motine period 2008 — 2009,
namely for the four insurance companies. From 2012011 concentration de-
creased again, but in 2012 it increased and itsevalas 67.2% in the cases of
the first four insurance companies.

Table 1
Concentration in Insurance Markets

Concentration (in %) 2004 2005 2006 2007 200&43 2009 2010 2011 2012
CR1_SK 40.57 | 36.39| 33.37 325 31.35 30.39 28/94 2503 5827.
CR4_SK 62.80 | 69.62| 65.87 66.57 69.46 7129 6845 64.74 2067.
CR1_PL 2790 | 24.70| 20.49 1825 22.06 19.29 17)17 17.60 8714.
CR4_PL 60.37 | 56.29| 52.11] 48.41 49.20 4477 4342 4115 7639.
CR1_UA 6.78 6.36 6.27 6.1 6.12 5.67 5[245.51 5.43
CR4_UA 21.12 | 20.23| 19.56 1949 1834 1826 17/56 18.65 6817.

Notes:In all of the Tables, the Slovak Republic is iraded by SK, Poland by PL and Ukraine by UA.

Source Polish Financial Authority; The State Commissifar regulation of Financial Services Markets
of Ukraine; Annual Report of the Slovak Insurancsséciation, years 2004 — 2012; calculation of the
authors.
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The level of the Polish insurance market (measasethe one of four largest
insurance companies in the market) is a derivativlevo opposing forces. On
one hand, there is growing competitive pressuneltieg from the emergence of
new players on the market, reducing the shareefalgest insurer in the mar-
ket, i.e. PZU. CR 1 reached a value of 14.87% ih22Qvhich is also greatly
lower than the concentration in the Slovak insueamarket.

The other opposing force determining the CR4 inddinked to the activity
of foreign investors on the Polish market. Afteg thitial organic penetration of
the Polish market (consisting of establishing nagurance institutions by for-
eign entities), characteristic for the 1990s, aqgukof intensified activity on the
corporate mergers market took place at the begjwiinhe 21st Century.

Compared to the Slovak Republic and Poland inseramarkets, the concen-
tration index of the Ukrainian market is visiblywer. This is due to the high
dispersion of insurers operating on the marketsedwy historical factors and
the weakness of the existing law. When Ukraine iregh independence, the
insurance market was subject to many factors tiraukated the establishment
of new insurance companies. Author Pukala (201224) said the main fac-
tors which stimulated the establishment other iasce companies included:

« Establishing daughter companies by Russian insareampanies in Ukrai-
ne. The main aim of Russian investors was to takemfortable seat” in a very
attractive financial sector under construction eméstablish their own financial
backup for investments in other sectors of the econ

« Organising of insurance companies owned by thectdire of local depart-
ments of “Ukrdierzstrah” (a former state monopatigerating in the entire area of
the Soviet Union). Working in a state instituti@nlegal successor of “Gosstrah”
operating on the territory of Ukraine, they hadesscto all information related to
the most attractive insurance agreements and byg Ustal influence, they trans-
ferred insurance portfolios to newly establishemmpanies owned by the men-
tioned directors.

« Organisation of insurance companies by industnad &nancial groups,
social organisations and other public institutions.

All above mentioned elements resulted in the éstabent of hundreds of
insurance companies which, by taking their markesitipns, contributed to
market fragmentation.

2.2. Insurance Penetration and Density

Most countries use a total premium income wherueniag the development
of the insurance sector. This indicator describestotal value of the insurance
industry, but it is not sufficient to charactertbe development in the country,
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as it does not take into account the populatiotofad herefore, two of the most
commonly used indicators are insurance penetraiwhinsurance density. In-
surance penetration evaluates the total volumeritfew premium and insurance
density expressed as written premium per capita.ddvelopment of these basic
indicators of the insurance industry is shown ibl€a 2 and 3.

Table 2
Premiums Written in the Slovak Republic, Poland andJkraine

Indicator (in EUR mil) 2004 | 2005 | 2006 2007 2008 200 2010 | 2011] 2013 adiz0s
Total_SK 1.596| 1.719| 1.784| 1.915| 2.108| 1985| 2.067| 2.109| 2.040| 127.8
Life_SK 641| 731| 847| 956| 1.106| 1029| 1.126| 1.145| 1.110| 173.2
Non-life_SK 955| 988| 938 959| 1.002| 956| 941| 964 930| 97.4
Life/Total (%) SK 40.16| 42.54| 47.44| 49.93| 52.47| 52.37| 54.49| 54.28| 54.41| -
Non-life/Total (%) SK 59.84| 57.46| 52.56| 50.07| 47.53| 47.61| 45.51| 45.72| 45.59| -
Total_PL 6.094| 7.698| 9.636({11.564(16.661|11.865|13.559(13.872|15.322 251.4
Life_PL 2.809| 3.810| 5.419| 6.744|11.086| 6.998| 7.866| 7.731| 8.899| 316.8
Non-life_PL 3.285| 3.888| 4.217| 4.820| 5.774| 4.867| 5.692| 6.141| 6.423| 195.5
Life/Total (%) PL 46.09| 49.49| 56.24| 58.32| 66.54| 58.98| 58.01| 55.73| 58.08| -
Non-life/Total (%) PL 53.91| 50.51| 43.76| 41.68| 34.66( 41.02| 41.98| 44.27| 41.92| -
Total_UA 2.939| 2.028| 2.174| 2.427| 2.211| 1.785| 2.184| 2.203| 2048| 69.7
Life_UA 28 51 73| 106| 101 72 86| 131| 172| 614.3
Non-life_UA 2.911| 1.977| 2.101| 2.321| 2.110| 1.713| 2.098| 2.072| 1876 64.4
Life/Total (%) UA 0.96| 250| 3.37| 4.35| 4.56| 4.05| 3.93| 5.93| 840 -
Non-life/Total (%) UA 99.04| 97.50| 96.63| 95.65| 95.44| 95.95| 96.07| 94.52| 91.60| —

Source Polish Financial Authority; The State Commissifor regulation of Financial Services Markets
of Ukraine; Annual Report of the Slovak Insurancssdciation, years 2004 — 2012; calculation of the
authors.

From Table 2 it is clear that the fastest growdB heen recorded in Ukraine,
where life insurance premiums written increasedbb¥.3% and reached EUR
131 million. The second highest growth rate waBatand, in life insurance by
316.8%, where its value in 2012 was EUR 8 899 anilliin the Slovak Repub-
lic, written premiums in life insurance grew thetist — by 173.2%, which was
a total of EUR 1 110 million.

Insurance penetration is a good indicator of igaicance of the insurance
industry in a country, but it is not an approprisigicator to compare the devel-
opment of insurance among several economies. Zh@ngnd Deng (2010, p. 4)
state: “A benchmark of insurance penetration riatisuggested as a better meas-
urement for the development of the insurance sdotocomparison purposes.
Insurance density, defined as insurance prize mpeeycapita, better measures
the development of the insurance industry, becadusakes into account the
number of people in the country.” The developmdnhsurance density evalu-
ated in the three countries is shown in Table 3.
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Table 3

Premium Written per capita
Premium per capita EUR | 2004| 2005 2006 2007 2008 2002010| 2011] 2012 24120
Life_SK 175 | 175 | 174 | 178| 185 179 174 179 205 1171
Non — life_SK 119 | 135 | 157 | 177| 205/ 1977 209 212 175 1471
Total_SK 294 | 310 | 331 | 355| 390| 376 383 391 390 129.3
Life_PL 74 | 100 | 142 | 177| 291| 188 206 202 232 3135
Non — life_PL 86 | 102 | 111 | 126| 151| 129 149 161 167 194.2
Total_PL 160 | 202 | 253 | 303| 442| 318 355 3683 399 2494
Life_ UA 1 1 2 2 2 2 2 2 3| 2937
Non — life_UA 61 44 45 51 46 37 45 46 45 73.8
Total_UA 62 45 47 53 48 39 47 48 4 71.4

Source Polish Financial Authority; The State Commission regulation of Financial Services Markets of
Ukraine; Annual Report of the Slovak Insurance Agstion, years 2004 — 2012; calculation of the argh

Table 3 provides a more accurate view of the agreént of the insurance
industry in each country. There is a significarfitedence in the written per capi-
ta premium. This indicator reached the lowest vaudkraine, where in 2012 it
was only EUR 3 per 1 inhabitant in life insuranicenon-life insurance it was
EUR 45 and the total written premium volume reacBedR 48.

The highest growth rate indicator density — uB313.5% was recorded in
Poland, while the lowest growth rate — 73.8% — ve@®rded in Ukraine in non-
life insurance.

The growth in interest in insurance among Polestiqularly life insurance,
should be viewed from the point of view of the emmiic situation improvement
in Poland. Wage increases and the fall in unempéotrobserved from 2004 to
2012 caused an increase in household incomes.ifdrsase resulted in larger
savings, which caused an increase in demand faranse products. There was
a similar situation in that period in the Slovakpiablic where the highest premi-
um written per capita in non-life insurance was EU#S.

The per capita life insurance premium is veryyv@nall in Ukraine; in 2012
it was just EUR 3. Hamankova (2012, p. 9), said itha 1 000 times lower than
in the G7 countries and 24 to 25 times lower tHa dverage in Central and
Eastern European countries. She also stresseth#ratis no life insurance mar-
ket in Ukraine because more than 90% of premiumtenrin life insurance is
created by investment insurance products.

The insurance penetration ratio as an indicatahefcommercial insurance
share of GDP is shown in Table 4. Simultaneouslkg, an indicator of economic
development, of the increasing insurance awareoésdl economic subjects
operating in the supply of insurance protection.
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Table 4

Penetration in the Slovak Republic, Poland and Ukrae

Indicator (in %) 2004 | 2005 | 2006 | 2007 2008 2009 201D 2011 | 2012
Total_SK 3.6 35 3.3 31 31 32 3.1 3.1 3.0
Life_SK 1.4 15 15 16 1.7 1.7 1.7 1.7 1.6
Non-life_SK 2.1 1.9 15 16 15 15 1.4 1.4 1.4
Total_PL 3.0 32 35 37 4.6 338 4.0 4.2 4.3
Life_PL 1.4 16 2.0 2.2 3.0 22 2.3 25 2.6
Non-life_PL 16 16 15 15 1.6 16 17 17 1.7
Total_UA 5.6 31 2.6 25 2.7 21 21 21 1.7
Life_UA 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Non-life_UA 55 3.0 2.5 2.4 2.6 2.0 2.0 2.0 1.6

Source: Polish Financial Authority; The State Commission fegulation of Financial Services Markets
of Ukraine; Annual Report of the Slovak Insurancssdciation, years 2004 — 2012; calculation of the
authors.

Due to the significance of the penetration indexiclv is considered to be
a synthetic index of the share of the insurancestrgl in gross domestic prod-
uct, on Chart 1 we give a comparison of the totdre in GDP, as well as
a comparison of the average values reached in Etb@itries.

Chart 1l
Share of Insurance in the GDP of SR, Poland and Ukine and EU Average (27)
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Source:Polish Financial Authority; The State Commissiom fegulation of Financial Services Markets of
Ukraine; Annual Report of the Slovak Insurance Agstion, years 2004 — 2012;
<http://www.insuranceeurope.eu/uploads/Modules/atibns/european-insurance-in-figures-2011.pdf>.
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As we said above, the relation of premiums to Glgfnes the role and sig-
nificance of insurance in a country's economy. @& showing this share in the
Slovak Republic, Poland and Ukraine are presemtédhble 4 and compared in
Chart 1. The highest penetration was in Poland0id82and the lowest was in
Ukraine.

The highest expenditure of Polish citizens on raisce, complementing the
public social system, also contributes to the puemgrowth on the market. Pene-
tration of the Ukraine insurance market is veryyyew. One of the greatest prob-
lems is the lack of confidence in the insuranceketabecause of corruption in all
financial subjects (Ukraine has the third highagt of corruption in the world).

From the development of penetration values, ¢lear that the average value
in EU-27 countries is significantly higher thanthe three evaluated countries,
where the highest levels were reached in 2004 ¥,20€) in the pre-crisis peri-
od. The ongoing crisis, macroeconomic problemslogiral problems as well as
actual problems accompanying the globalisation ggecdo not provide space
for early elimination of the differences, not omfypenetration but also in other
important indicators of the development of the rasee market.

2.3. Claims and Loss Ratio

Pastorakova (2006b, p. 40) defines loss ratibi@sdtio of cost of claims and
premiums written, while the key factor of the catrealculation of loss ratio
(LR) 60% is the correct determination of the tinogiron of both factors.

Table 5

Claim in mil EUR and Loss Ratio in %

Indicator 2004 | 2005 | 2006| 2007| 2008 2009 2010 20}1 012
Total_SK 5215| 578.2| 708.7| 791.0/ 945.0| 1031.7| 1133.0| 1181.8| 1202.0
Life_SK 198.5| 241.3| 312.7| 352.8| 4445| 548.7| 609.0 660.0|] 677.9
Non-life_SK 329.9| 336.9| 395.9| 438.2| 500.7| 483.2| 5239 521.8] 24.2
LR_life_ SK 36.8| 33.0| 36.8| 37.2| 384| 40.1| 540 57.6| 611
LR_non-life_SK 458| 356 458 41.4| 515/ 565| 557 54.1| 56.3
Total _PL 3158.4| 3936.2| 4321.3| 5191.6| 8415.2| 9288.1| 9204.7| 9662.7| 9770.1
Life_PL 1356.8| 1875.3] 2172.6| 2 757.6| 5505.2| 6 405.0| 5658.4| 6 327.7| 6 337.2
Non-life_PL 1801.6| 2 060.9| 2 148.7| 2 434.0| 2 910.0| 2 883.1| 3546.3| 3 335.0| 3 432.9
LR_life_PL 43.0| 476| 50.3| 53.1| 654 69.0 615 655/ 71.2
LR_non-life_PL 57.0 52.4| 49.7| 46.9| 34.6| 310/ 385 345/ 534
Total_UA 233.0| 298.8| 408.7| 567.3| 649.3| 588.4| 577.6| 472.2| 490.6
Life_UA 1.8 15 25 3.2 35 55 5.0 6.9 7.8
Non-life_UA 231.2| 297.3| 406.2| 564.1| 6458 582.9| 572.6| 4653 482.8
LR_life_UA 6.4 2.9 3.4 3.0 3.5 7.6 5.8 5.3 45
LR_non-life_UA 7.9 15.0| 19.3| 24.3| 30.6| 34.0 273| 225| 257

Source:Polish Financial Authority; The State Commissiom fegulation of Financial Services Markets of
Ukraine; Annual Report of the Slovak Insurance Agstion, years 2004 — 2012; calculation of the argh
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Recommended values of loss ratio have been 60#teiiong term, which
was achieved during the whole period in the Sldwakublic, in Poland the loss
ratio, was higher in the years 2008 — 2012. Theeldgwment of loss ratio was
atypical in Ukraine, where in life insurance it wa$ — 4.5 which also confirms
the underdevelopment of life insurance. In non4ifiE life insurance simple loss
ratio showed values substantially lower than recemied values, the highest
loss ratio was in the year 2009 when it reachedséihee only of 7,9%, after the
period values of the rate indicators decreasechaaich low values are charac-
teristic of all insurance markets forming on markeinciples and for which
a small and therefore economically and financiatipalanced, managed insur-
ance stock is characteristic.

The current level of premiums will not be suffitigo cover claims in the
near future, not only for the high loss ratio, bl#o for the expected increase in
costs related to the application of the forthconthadvency II.

2.4. Technical Reserves and Investment Activity

Dainhel at al. (2005, p. 52) understand technical weseprimarily as the
reserve system laid down by a legislative and eecpodramework in order to
eliminate the time disparity between the incom@mEmiums and the delayed
payment of insurance claims, and to cover contihgaings in the damage
process (fluctuation of a random variable arounchagrage), plus a so-called
insurance reserve in respect of life and pensisarance policies designed to
recover the future liabilities of an insurance campwhen policies mature. The
volume of technical reserves total, in life and e insurance are presented
in Table 6.

Table 6

Volumes of the Technical Reserves

Indicator (in EUR bil.) 2004 | 2005 | 2006| =2007| 2008 @9 | 2010 | 2011| 2012
Total_SK 242 | 305| 356 378 3.9 426 487 464 486
Life_SK 186 | 220| 251| 281 304 333 358 363 389
Non-life_SK 057 | 085| 105 09 089 098 099 1.p1 0|97
Total_PL 12.60 | 16.20| 20.00 23.80 27.80 23.10 27/50 26.50 5029.
Life_PL 8.20 | 11.00| 14.30| 17.40 20.20 1650 19830 17,70 019.7
Non-life_PL 440 | 520| 5.70| 6.4 7.6 660 820 8.80 9/80
Total_UA 1.30| 080 090/ 11d 1.0 090 110 110 1[20
Life_UA 0.00 | 0.10| o0.10f 01d 0.1 020 020 0.20 0|30
Non-life_UA 1.30| 0.70| 080/ 1.0d 0.9 070 090 0.90 0[90

Source: Polish Financial Authority; The State Commissionm fegulation of Financial Services Markets
of Ukraine; Annual Report of the Slovak Insurancssdciation, years 2004 — 2012; calculation of the
authors.
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The volume of technical reserves of commercialiasce companies collec-
tively, in life and non-life insurance, grew in tlehole monitored period on
Slovak and Poland insurance markets. A differentaion was seen on the
Ukraine insurance market.

In 2012, technical reserves in the Slovak insugamarket grew by 209.14%
in life insurance in comparison with 2004, and am+ife insurance by 140.17%.
The high share of technical reserves in life insaea— in 2012, 80.04% of the
total technical reserves — is created as a re$uleovery nature of technical
reserves, which is creating provisions, and whagerves are created in the long
run (depending on the insurance period of theitigeirance product which is at
least 10 years, but quite often the insurance gesi@0 — 40 years).

Similarly, in the Poland insurance market the gatéi technical reserves in-
creased, apart from in 2009 and 2011 when a velgtsubstantial decrease in
technical reserves was recorded, caused by thet®IENUR exchange rate (for
example in 2008 it was 3.2 and in 2009 4.43).

The insufficient development of the insurance reairk Ukraine, underlines
author I. M. Hordjenko (2012, p. 124), is also seerthe creation, use and
placement of technical reserves. He said that thie problems of quality assets
in model control insurance companies are:

1. The lower of level real solvency and liquiddlyassets of many insurance
companies.

2. The deficiency in personnel and technologicedragements, the need for
investment into information technology, and thecadion of personnel.

3. The lack of liability of the stakeholders ofimance companies for their
activities, which has caused the bankruptcy of masyrance companies.

4. The high level of the refusal of claims.

5. The low quality of insurance products and insge services.

The share of investment activities and technieakérves is not only an indi-
cator of the quality of controlled and managed stweent but also depends on
the measurement of domestic and foreign financelkets, where temporarily
free funds from technical reserves are evaluatdek dctivity of investment
managers and their results depend on other impdeetors. Davidson and Her-
ron (2012, p. 11) mainly described the state inmedaws, tax laws, financial
position, liquidity requirements and market coratitithe quality of which creat-
ed an important environment for the investmentvd@s (1A) of all insurance
companies. Investment activity in single countrgeshow in Table 7.

In this period, 2004 — 2012, investment activityttie Slovak insurance market
reached the recommended rate. The largest of ¢thaital reserves evaluated was
in 2012 which reached 119%. The average evaluatitve period was 9.05%.
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Table 7

Investment Activities

Indicator (in %) 2004 | 2005 | 2006| 2007 2004 2009 1| 2011 | 2012
IA_SR 102.1 | 109.0| 105.3 107.8 1079 112l0 103.6 114.7 .0119
IA_PL 118.3 | 120.4| 123.00 120.6 121p 111{3 1135 11832 .6134
IA_UA 200.0 | 237.5| 3111 2364 2200 2333 2364 254.6 .7242

Source Polish Financial Authority; The State Commission regulation of Financial Services Markets of
Ukraine; Annual Report of the Slovak Insurance Agation; Financial Analyses of NBS, years 2004 120
calculation of the authors.

This undesirable situation was partly the consegeef failure by several
insurance companies to comply with the new formdieg, limits and rules for
the investment of technical reserves in the fingntiarket, the absence of com-
plex management of assets and liabilities and alengdeveloped capital market
in the Slovak Republic. The level of investmeniaties was also influenced by
the destructuralisation of portfolio investment insurance companies where
there was foreign capital and a deficiency in theime of technical reserves in
automobile third party liability insurance which asrrently supplied by 13 in-
surance companies on the Slovak insurance market.

The situation on the Polish insurance market i/ yywod because in all
periods of insurance, companies use these assedssasurity to financially
guarantee their financial safety. The values of itltecator, recommended by
Standard&Poor’s rating agency, were 100 higher therminimal recommend-
ed value in all periods. The highest value — 134-68as reached in 2012; in the
period of financial crises the value decreasedlib.26%. The average evalua-
tion of technical reserves on the financial markas 19.57%.

3. Discussion

In this paper we evaluated and compared the dewelnt of insurance mar-
kets in three countries: two members of the Eunopdaion — the Slovak Re-
public and Poland — and Ukraine, which has beethéncomplex and mutually
challenging accession process. The developmerit sfillmarkets has been in-
fluenced by some macroeconomic and microeconorsiorf® and other factors
with an impact on the growth dynamics or, more edg, a decrease in the
development process. In particular, these incledeslation, social security sys-
tems, traditions, culture and ultimately the edacabf the people and raising
their insurance awareness, which affect attitudesatds insurance protection,
and ultimately they will be reflected in the leafldemand for insurance prod-
ucts in life and non-life insurance.
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One of the important factors affecting the supgflynsurance products is the
organisation of the insurance market, the extenwloth affects not only the
pricing of insurance products, but also the quadity quantity of current de-
mand for insurance protection of all economic @#itTherefore, we monitored
the levels of concentration in the selected insteanarket.

The concentration of insurance markets was estwdi by an index ratio of
concentration — concentration ratio (CR), which walsulated for four commer-
cial insurance companies via the often used CRxinlilethe given period, the
Slovak insurance market reached values higher 4886, meaning that it was
concentrated. In Poland, the insurance market wasentrated from 2004 to
2007, but from 2005 to 2012 it showed values owant49%, so it can be in-
cluded among the markets with low concentratione Tkrainian insurance
market is one of the non-concentrated insurancesinés with CR4 values low-
er than 25%, which is the limit set for non-concated industries. One of the
most important indicators of the position of theurance industry observed in
all economies — the number of insured was the Bighre Poland, the second
highest in the SR and the lowest values were recbir Ukraine. We also iden-
tify the differences between each types of Conedintr for each country which
are shown in Table 9.

Table 8
Correlation Coefficient of Concentration of each Cantry
CR1_SK CR1_PL CR4_PL CR1_UA
CR1_PL 0.898
0.001
CR4_PL 0.969 0.946
0.000 0.000
CR1_UA 0.907 0.874 0.943
0.001 0.002 0.000
CR 4_UA 0.867 0.843 0.909 0.922
0.002 0.004 0.001 0.000
Source:Own calculation.
Table 9
Share of Premium Written on Average Payment/1 hab(in %)
Country 2004 | 2005 | 2006 2007 2008 2009 201p 2011 2201
SK 2.78 2.54 2.33 2.22 2.14 2.00 1.89 1.90 2.08
PL 1.11 1.36 1.83 1.96 3.43 2.08 211 2.1p 2.25
UA 0.10 0.06 0.11 0.09 0.10 0.19 0.0 0.0 0.09

Source: Polish Financial Authority; The State Commission fegulation of Financial Services Markets
of Ukraine; Annual Report of the Slovak Insurancsséciation, years 2004 — 2012; calculation of the
authors.
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A more meaningful indicator is the density indarafpremiums written per
one inhabitant) which is calculated from the whptgpulation in the country.
This indicator reached the highest value in Poian2012 which was EUR 399
per capita, in the SR EUR 380 per capita and iralgkeronly EUR 48 per capita.

On the demand side, the income of the populatzis as one of the most
important factors, which largely determines theunaé of demand for insurance
protection expressed by written premiums. An inaicaf development, as well
as citizen’s attitudes towards insurance protedtidife insurance premiums, is
the share of the average wage in the national eéspndhe value of premiums
written in life reached from 1.89 to 2.78%, whifeetiowest value was reached in
2010, the highest — 2.78% in 2004 — in the Slovagu®lic.

The Polish insurance market is characterised bdyramic increase in life
insurance premiums, which is a result of an in@dassalaries (an increase of
155% from 2004 to 2012), followed by an increasexpenditure related to life
insurance. The observed increase is also dueltitimg of the burden of securi-
ty protection in the public pensions and healthesys, the cost of which is be-
coming more and more expensive, towards indiviceaurity offered by com-
mercial insurers in individual life insurance padg. A factor stimulating the
increased spending on life insurance is also tlyggesgive activities of banks,
bancassurance, which saw sources of additionainacand risk reduction busi-
ness via the sale of insurance policies underlihiegbanking risks.

Indicator premiums and its share of the averadgrysen Ukraine reached
extremely low values, at an interval from a 0.09990t11% share, confirming
the inadequate level of development of macroecoosnhiut also microeconom-
ics in the early stages of development of commeEnegurance based on market
principles.

We identify a strong relationship between CR 1Rofand and CR 1 for Slo-
vakia. For Poland and Ukraine we identify the refethip between CR 1 and CR 4
of each country, but this relationship was not tdied for Slovak Republic.

Table 10
Correlation Coefficient of Premium Written per capita of each Country
PW PCap L_SK PW PCap L_PL
PW PCap L_PL 0.542
0.132
PW PCap L_UA 0.748 0.742
0.020 0.022
PW PCap T_SK
PW PCap T_PL 0.951
0.000

Source:Own calculation.
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When we analyse thRremium written per capita — Life insuranae each
country, we found interesting results. We founditpas correlations between
Premium written per capita of Ukraine to SR andaRd| but the relationship
between SR and Poland is not statistically sigaiftc However, the situation for
Total amount of Premium written per capita is diéfe from Life insurance. We
found a strong correlation between Poland and tbea®& Republic, but not be-
tween these countries to Ukraine.

The values of other indicators — the loss ratid Bwvestment activity — had
positive development in Poland. Investment actjvig an indicator of the
recovery of technical reserves, was above the rewmmmed value of 100 in
Poland throughout the period. The highest appreciatias in 2012, while the
lowest value was recorded in the evaluation of-pasts year of 2009, when its
value was only 111.26%. Investment activity in Ukeareached the highest
values, but it should be noted that they were aelieas a result of an unbal-
anced investment portfolio. A significant proportialmost 32% of the invest-
ment portfolio, are bank deposits, while the rdteegovery of deposits in mon-
ey market in Ukraine in 2012 stood at a range 6610 20%, which is signifi-
cantly higher than in EU countries.

Table 11
Correlation Coefficient of Technical Reserves of edn Country
TR Total_SK
TR Total_PL 0.934
0.000

Source:Calculation of the authors.

We identify a positive correlation between thewoé of technical reserves in
the Slovak Republic and Poland during the seletiteel series, which is shown
in Table 8. However, the volume of technical ressrin Ukraine is not correlat-
ed with the volume of technical reserves in oty tountries (Slovak Repub-
lic, Poland). We can say that the progress of tlame of Technical Reserves
in the Slovak Republic and Poland is similar, bottin Ukraine, whose progress
is not similar to the Slovak Republic and Poland.

Conclusion

We have identified some significant differencesamparison of the insurance
markets of the three chosen countries. The Palishrance market, which star-
ted to develop from market principles seven yeafere the Slovak insurance
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market and fifteen years before the Ukraine insteanarket, has been develop-
ing positively in all rated indicators. The entrfyRoland’s third largest commer-
cial insurance company, PZU — Powszechny Zakladzpibezen, on the Polish
Stock Exchange in 2010 proves the stable developofethe Polish insurance
market. Taking into consideration the amount of ERJRillion which was allo-
cated on the Polish Stock Exchange, this operat&s considered as the largest
financial operation in the history of the Polisho& Exchange (the value of
stock rose from 312.5 PLN in 2010 to 437 PLN ofi B&cember 2012).

A specialised Ombudsman, who represents and psdtex rights of consum-
ers, has been operating in the Polish insuranck&anaince 1995. The extensive
activities of the Ombudsman contributes to the dadevelopment of the insur-
ance market, in which protecting the rights of ithgured and resolving of dis-
putes arising between insurers and insured in daoce with applicable insur-
ance regulations has a dominant position. The Bpgasition of Ombudsman,
the activities of whom not only contribute towattle dynamic development of
an insurance market but also to its correct deveéoy, currently only exists in
the Polish insurance market.

The development of the Slovak insurance market alas quite positive.
Compared to the Polish insurance market, the bigtjference was in the loss
ratio of life insurance. In Poland, values of thed ratio were achieved above the
recommended level of 60% in 2008 — 2012 and thkdsgvalue was achieved
in 2012. The higher loss ratio was caused by arease in the purchase of in-
surance contracts, but also by an increased nuaoflbeases of insurance fraud,
which is an accompaniment to a worsened social@uoansituation, excluding
the natural expiry of insurance contracts. (Insceafriaud is not just typical for
developing economies, but also for developed ec@®rikxperts estimate that
because of insurance fraud, premiums increased3géno 5%.)

Throughout the whole period, investment activitySR reached the recom-
mended levels over 100%, but the average evaluatidechnical reserves at
9.05% indicates several problems in the investnaatitvities of commercial
insurance companies. The factors which largelyericed the results of invest-
ment activity mainly include low development of tfieancial market in SR,
possibilities for evaluating funds up to 2006 oimythe domestic financial mar-
ket, regulation of the technical interest rate all as the ECB base interest rate
which influences profit from investment, and isremtly one of the most abhorred
risks for commercial insurance companies as impoitavestors co-influencing
the tempo of the growth of an economy.

The Ukrainian insurance market showed negativelteef almost all meas-
ured parameters, except for the concentrationefriburance market and losses
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in life insurance. Written premiums is 2 Euros papita which is 1 000 times

less than the average in OECD countries, and ZZbtimes less than in the
countries of Central and Eastern Europe. Therealssa high loss ratio in non-

-life insurance which is, in terms of ability toypaan unsustainable situation
during the whole period. In life insurance, thesloatio is extremely low, which

also confirms the underdevelopment of life insueawbich, according to Osadec
(2012, p. 15), indicates the distrust of citizemshe insurance market, unprofes-
sional business activities of insurance entitied fimancial markets, high levels

of corruption, as well as high interest rates ia banking market, which are
currently still in the range of 10 — 20%.

Based on the above data, we can clearly saylikaddcession of the Slovak
Republic and Poland to the EU positively influentieel development of national
insurance markets, which have become a full path@fsingle European insur-
ance market. The stable development of these taworamce markets may affect
the application of Gender, on the basis of which phinciple of non-discri-
mination by gender must be applied in the calootabdf premiums, as well as
the application of Solvency II, which will requisslditional resources to imple-
ment the activities of insurance companies, whih altimately affect the price
of insurance in both sectors.

The ambitions of the Ukrainian insurance markettxh an insurance rate of
5% in 2021 are almost unreal due to problems irsl&gon, institutional facili-
ties, lack of money and distrust in the insuraneeket. Since 1984, when the
insurance rate was 0.83%, it grew to 1.36% in 2@tilextremely difficult eco-
nomic and social situation, malfunction of sevémportant financial entities
and all insurance markets, the third highest rateoaruption in the world, the
loss of public confidence in the insurance maréstwell as considerable social
tension in society do not create the conditionessary for the required growth
of the insurance market in Ukraine.

The development of the commercial insurance ingusill be influenced by
several factors whose synergic effect may alsoecaumsvanted negative devel-
opment. Due to the nature of the insurance indusaling risks and creating
technical reserves), it will be influenced by timereased frequency of natural
catastrophes as well as by the growth in the leffdlamage they cause. An ex-
ceptionally high risk which was recorded in thetga® years is macroeconomic
trends, not only around the world but also in thaleated countries. Decreases
in the European Central Bank's base interest vath, the value of 0.25% as
a historic minimum, also negative influences tha@aiyic development of the
insurance industry. In the Slovak Republic, théhtécal interest rate will de-
crease from 2.5% to 1.9%, effective from 1 Jan@¥4, which may result in
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a decrease in interest in classic capital insur@incBoland the technical interest
rate decreased from 4.26% in 2005 to 3.54% witkotifeness from 1 May
2012, and in Ukraine it is not yet regulated).

A serious problem may be caused by the contingsdedse in the rate of
inflation (some predictors are not even ruling daflation) which will mainly
influence the balance in life insurance which goarce of the 'long term finances
necessary for increasing investment activity ireabnomies. The risk of regula-
tion has an exceptionally high impact and its ngganfluence is expected after
the application of the long awaited Solvency lljpob. The co-influence of the
mentioned risks, as well as other risks (investnmamformance, the quality of
risk management, the growth in insurance fraud,cireectness of insurance
mathematical estimates) will cause increased psecbéinsurance contracts in
life insurance and an increased number of canmel&Df insurance contracts in
non-life insurance which may result in disruptidrttie economical and financial
stability of commercial insurance companies aneretore, the entire commercial
insurance industry as the most important stabgi$acttor of economic subjects,
including states.

[
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