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3a mociieAHWe HECKOJbKO JIET Ha POCCHIICKOM CTPaXxOBOM pBIHKE HaOIIomaeTcs
KpaliHe HeoJHO3HauyHasl IMHAaMKMKa, KOTOpasl, ¢ OJHOW CTOPOHBI, NEMOHCTPUPYET Oec-
MPEPLIBHOE COKpallleHWe 4ucia CTPaXOBIIMKOB, a C APYroi — AOJKHA co3naBaTh BIie-
YyaTJIeHUEe ero YKPeIJIeHMs, TaK KakK, SKOObI, Ha PhIHKE OCTAIOTCSI TOJIBKO JACHCTBUTEIHLHO
CWIbHBIE U yCTOWYMBBIE UrpoKu. [IpuHMMas Touky 3peHusi pbiHKa uiau LleHTpansbHOro
banka, Mbl mMojydyaeM KapAMHaJIbHO OTAWYAlOLIMECs 3HAUYE€HUs pPe3yJbTaTUBHOCTH.
W naHHBIE CYOBEKTHI, CIEeAysI CBOMM MHTepecaM, Bce Jajbllie OTAAISIOTCS APYT OT Ipyra,
co3naBasi MpeleneHT yxe sl 6osee cepbe3HOro CUCTEMHOro pucka. JlaHHas cTaThsl Mo-
CBSILLIEHA aHAIM3Y TEKYIIEro COCTOSIHUS PEryJISITUBHON CUCTEMBI CTpaxoBoro pbiHka Poc-
cuiickort Denepamnui, olleHKe MOTEHIIMANTA W 11eIeCO00Pa3HOCTU TUIAHUPYEMBIX U3MEHEe-
HUIl B Mpolieaype PeryJupoBaHusi, a TakKe COAEPXUT MPeIIoXKeHUsl IO ajbTepHaTUB-
HBbIM HampaBJIeHUsSM Pa3BUTUS OTEYECTBEHHON Mojeau peryaupoBaHus. Ha ocHoBaHuu
OTYETOB 3KCIEPTHBIX OpraHu3aluii, mpoTokosioB 3acenanuii IIb u IpaButennctBa PO,
MHEHMI YYEHBIX, TPUBOASTCS BbIBOJALI OTHOCUTEIbHO O€3YyCIELIHOCTU MPEANPUHSITHIX K
Havaiy 2017 r. mep MeraperynupoBaHusi. C momoipio Monenu I[lapeto — 3¢ dekTuBHOrO
pacrpeneyieHUs] — JoKa3biBaeTcsl (hakKT KPUTUYHON KOHUEHTpALMU POCCUICKOTO CTpaxo-
BOro poiHKa. Pactyiasi crerneHb CUCTEMHOTO pUCKa 3aKJaablBaeTcsl B OCHOBY JlOKa3a-
TEJbCTBA HEIeJeCO00pa3HOCTH €IMHOTO MOAX0Aa B paMKax IepeBoia POCCUMCKUX CTpa-
XOBIIMKOB K Mozenu Solvency II, mockoyibKy, Kak MmokKa3blBaeT CpaBHUTEIbHBIN aHAIN3,
JUISl IPUMEPHO TPETU CYOBEKTOB POCCUNCKOIO CTpaxoBaHMsI TaKOM Mepexoi MPOCTO KO-
HOMUMYECKHM HelejecoobpaseH. JlenaeTcsl BBIBOL O TOM, YTO TeKyllas IMOJMTUKA Merape-
TYJMPOBAHMUSI W TIJIaHBI IO €€ Pa3BUTHUIO OTPUIIATEIbHO BO3ACHCTBYIOT Ha CTPaxOBYIO
cuctemy Poccuu. IlonaepxxvBaeTcsl uaesl MOBBIIIEHUs] YCTOMUYMBOCTU CTPAXOBOTO PhIHKA
M pocTa 1OOPOCOBECTHOCTHU TOBEIEHMST €ro yyacTHUKOB. Ho, Kak moka3biBaeT IpakTUKa,
CO CTOPOHBI MeraperyJjsropa MOCTYIalT JUIIb 3alMpochl Ha TMOCTOSIHHOE YCJIOXHEHHUE
CTPaxoBOil CUCTeMbl 0€3 IMpeaoCTaBleHUsT BBITOAHBIX aJIbTEPHATUB OT Y4acTUsl B HOBOM
Moaenu peryaupoBaHus. C y4eToM HEOOXOAMMOCTM aKTHBHOTO Y4YacTUSl CTPaxOBOTO
pPbIHKa B COOCTBEHHOM Pa3BUTHUM TpeljiaraeTcsl U MojBepraeTcs aHaau3y ujaesl pacuiupe-
HUS CaMOPETyJMPOBAaHUS M BHYTPEHHEro KOHTPOJsSI KaK MeXaHM3MOB JeJlerMpOBaHMS
1 3¢ GEKTUBHOTO paclpeleeHrus] PeryJsTUBHOTO pecypca IpU BBICTPAMBAHUM JBYHa-
MPaBJI€HHON KOMMYHMKAllMM U BO3IECUCTBUS MEXAY CTPAXOBBIMU KOMIIAHUSIMU W PETy-
JIATOPOM.
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Over the past few years, the Russian insurance market has been experiencing extremely
mixed dynamics, which, on the one hand, demonstrated an uninterrupted reduction in the
number of insurers, and on the other hand, should give the impression of strengthening,
since supposedly only really strong and stable players have remained on the market. Taking
the point of view of the market or the Central Bank, we obtain radically different values of
effectiveness. Furthermore, these entities, following their interests, are moving farther apart,
creating a precedent for a more serious systemic risk. This article is dedicated to the
analysis of the current state of the regulatory system of the insurance market of the Russian
Federation, assessment of the potential and feasibility of planned changes in the regulatory
procedure, and also contains proposals on alternative directions for the development of the
domestic regulatory model. Based on the reports of expert organizations, the meetings of
the Central Bank and the Government, referring to the opinion of scientists, the article
provides conclusions on the unsuccessful mega-regulation measures undertaken by the
beginning of 2017. Further, using the Pareto model of effective distribution, we have proved
the fact of the critical concentration of the Russian insurance market. A growing degree of
systemic risk is the basis for proving the inexpediency of a single approach within the
framework of the transfer of Russian insurers to the Solvency II model, since, as the
comparative analysis shows, for about one-third of Russian insurance subjects such a
transition is simply not economically viable. Thus, we have concluded that the current
mega-regulation policy and plans for its development negatively affect the insurance system
of the Russian Federation. Of course, we support the idea of increasing the stability of the
insurance market and increasing the integrity of the behavior of its participants. However,
as practice shows, only requests for a constant complication of the insurance system are
received from the side of the mega-regulator without providing beneficial alternatives from
participation in the new regulatory model. Taking into account the need for active
participation of the insurance market in its own development, we have proposed and
analyzed the idea of expanding self-regulation and internal control as mechanisms for
delegating and effectively distributing a regulatory resource in building bi-directional
communication and impact between insurance companies and the Regulator.
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Relevance. After the first few years during
which the new supervisory insurance body
represented by the Central Bank of the Russian
Federation operated, the expediency of including
insurance supervision into the general structure
of the mega-regulator and the effectiveness of
the measures taken to «strengthen« the insurance
market remain unsolved problems. Against the
backdrop of the continuing revocations of
licenses from insurance companies and declining
profits, it is important to find the best way to
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develop Russian insurance ant. The old methods
of controlling the stability of insurance
companies do not allow to timely identify the
threat of bankruptcy to the insurer, which is to
say, to prevent «unsportsmanlike« withdrawal of
socially significant participants from the market.
European models have proved their potential,
but it is difficult to draw accurate conclusions
about their effectiveness in Russian reality.

Thus, the purpose of this article is to propose
a set of solutions that, systematically, will



represent the optimal direction for the further
stabilizing development of the Russian insurance
market, from the point of view of the authors.

The structure of this article is a set of blocks,
each containing a solution to one of the
following tasks:

1) To analyze the real situation
insurance regulation segment;

2) To assess threats to the modern insurance
system;

3) To forecast the application of the
European approach to regulation in domestic
practice;

4) To present the real purpose of
development of domestic insurance regulation;

5) To weigh the potential of self-regulation
and self-control in the Russian practice of
insurance management;

6) To construct the optimal development
system for the Russian Federation insurance
market.

The article’s structure includes four blocks,
dividing the research into the introduction part,
the problem part, the analysis of alternatives and
the conclusion.

These tasks are carried out by such methods
of scientific research as: comparison, analysis and
synthesis, induction and generalization, scientific

in the

abstraction and  systematization,  graphic
modeling and economic and mathematical
analysis.

1. We have compared how the mega-regulator
describes the current situation with the actual real
trends based on the results of the first years of
mega-regulation.

«The necessity to improve the stability of the
financial market... due to the reduction of
regulatory arbitrage and... a qualitative analysis
of systemic risks« [1] is exactly how the Russian
Government stipulated the idea of mega-
regulation, that is, the Central Bank of the
Russian Federation taking on functions of
regulatory bodies from different areas of the
financial market.

Starting from 2014, the CB is the single
agent actively supervising all segments of the
financial market, which is why the term «mega-
regulators is applied to the Central Bank.

After three years of active regulatory pressure
on the insurance market, the basic theory of
utility manifests itself more and more in what is
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happening: the damage from the losses
considerably exceeds the profit from the income
of the same magnitude [2]. However, this idea
can be approached from two perspectives. From
the point of view of the Central Bank,
withdrawing a license from insurers who have
not achieved new standards is an effective tool
for stimulating them. From the point of view of
the driven market, the real and indirect losses
that occur as a result of regulation [3], on the
contrary, drown all the stimulus.

From the point of view of the Central Bank,
2015 was the year of the reversal of the trend for
the insurance market, with a surge in demand.
Researchers see the annual growth rate of the
number of insurance contracts only by 1.2 % [4]
and the average real income decline of 8.8 % [5].

The mega-regulator notes a positive trend in
2016, while among experts it is believed that in
2016 the insurance market did not get out of the
negative zone [6].

Raising the level of authorized capital (AC)
is presented as a guarantee of financial stability
[7]; in practice, with the withdrawal of 73
insurers from the market in 2016, the aggregate
AC grew by 14.43 % [8], the average AC grew
from 566 to 842 million rubles (= $9.4 min and
$14 min) per year and the share of companies
with capital exceding 2 billion rubles is growing
to 1.5 pp (Fig. 1).

2. We have identified the critical state of the
Russian insurance market due to the growing
systemic risk, which, in effect, changes the
responsible and the consuming subjects in
financial relations.

In 2015, 15.7 % of insurers and 29 % of
brokers left the market voluntarily [9], while the
share of top-level companies has been growing.
While the Pareto efficiency theory [11] sets a
certain limit of market distribution of 20/80, the
Russian reality of 2016 is that 20 % of the
insurance market (the top 53 of 264 companies)
collected 92 % of insurance premiums, and the
top 20 insurers: 8 % of companies (20 out of 264)
formed 78 % of the total market income (Fig. 2).

The mega-regulator justifies the dynamics by
the fact that only reliable insurers remain on the
market, while the 20/92 or 8/78 distributions
have already overcome the concentration
threshold, and Russian insurance is close enough
to the catastrophic state of 7/93 [11].
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Fig. 1. Russian insurance market distribution by size of AC in 2015—2016 [8]
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Fig. 2. Pareto distribution in the Russian insurance market, 2016

(5 million euros of the annual premium
income) transferred to Russian rubles (about
338.7 million rubles), only 2/3 of domestic

3. We have analyzed the possibilities for
applying the European stability strengthening
model in Russian insurance segment.

The growing systemic risk of the situation
with AIG and almost 2 percent of the country's
GDP happening on the Russian market makes
us think about new measures to strengthen
control. The mega-regulator plans to introduce
a risk-based approach, applying the standards to
each of the insurers, avoiding the
proportionality  principle applied by the
European regulator. However, even if we take
only 1/6 of the European’s Directive value [12]
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non-life insurers would meet the standards of
sufficient income for which it would be
economically feasible to introduce new
principles of regulation into economic activity.
In other words, adjusting the indicators taking
into account the Russian reality of insurance,
about 1/3 of insurers do not have sufficient
capabilities to include complex schemes and
tools offered by Solvency II in the system of
their own risk management (Fig. 3).
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Fig. 3. Adjusted share of Russian insurance companies
able to meet the Solvency Il requirements
for annual premiums in non-life

Source: compiled by the authors on the basis
of statistics «Insurance Today» and Statistical Yearbook
of German Insurance 2016, GDV.

In addition, the recent significant regulatory
measures related to the insurer's accounting
policies have caused all market participants to
incur additional expenses for actuarial valuation
of reserves [13] and created reasons for reducing
companies’ assets turnover. They were forced to
spend considerable resources into building the
system of continuous control of receivables flow.
As a result, actuarial conclusions were not
analyzed by the mega-regulator, and sustainability
«will be ensured» in the conditions reducing

liquidity.
Consequently, the market faces the need for
significant capital expenditures, which

mechanically change all the principles and
concepts of doing business, but the content
aspect of such costs is not obvious.

4. We have compared two approaches to goal-
setting of the current regulation system with
respect to the participating subject.

In addition, in accordance with the medium-
term forecast of the Bank of Russia, the growth
of the domestic economy in 2017 will average
0.75 %, and 1.375 % per year in the period up to
and including 2020 [14]. From the meeting of
the Government of the Russian Federation on
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October 6, 2016, it can be concluded that
changes in overcoming the limitations of the
domestic economic development are not
forecasted [15]. As a result, the stagnation that
the Russian economy has been driven into will
continue after 2020.

So, over the past three years, the situation on
the market has become tougher and more
complicated. The stability of the system is
questionable, since no stress testing and internal
risk analysis based on thousands of forecasts will
let us predict the time and conditions for the
collapse of an overly consolidated market. The
top insurers, who introduce new standards of
working with the mega-regulator without any
problems, exist with a clear awareness of
financial security guaranteed by the state [11].
This security is financed by taxpayers.

As a result, we can observe that the mega-
regulator trying to increase the stability of the
insurance market only creates a huge threat to
the population. If the state regulation of the
insurance market in a normally developing
system is primarily aimed at protecting the
interests of policyholders (insured), the Russian
system forms a situation in which the insured
will have to «protect» insurers.

The question is, then, at what stage such an
adequate measure as increasing the stability of
the insurance market has produced the opposite
effect, and what is the reason for such negative

impact.
The growing integration of financial
institutions, driven by growing economic

productivity; the convergence of strategic and
operational risks of banks and insurers; an
increase in the level of the customers’ freedom
of thinking and their direct connection to sales
all have an impact on the production structure
and economic cycles. In the emerging
circumstances, the regulatory system is forced to
introduce new measures, mechanisms and
concepts. Whatever form of implementation of
the new regulation would be chosen, there will
always be an element regulating and an element
regulated [16], and regulation itself will directly
influence the level of the economic system’s
development [17]. However, the effectiveness of
such influence can be estimated from two points
of view:

— as a result of the regulator’s activities;

—as a result of the regulated element’s activity.
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It is obvious and natural that the second
approach is more rational [17].

An assessment of the Russian regulatory
practice suggests that the Russian approach is
more focused on the first option [18], i. e., on
achieving (by active regulation) a situation in
which only the companies that meet all the
requirements will stay in the market. However,
not enough attention is generally given to the
issue of effective resource management [17],
while it is actually the company's effective
performance that ensures its stability; it has
been established in both foreign and Russian
practice that a high rate of own capital does not
act as the ultimate guarantee of stability. In
addition, the solvency margin, which is one of
the main parts of the Solvency I Directive,
performs only a preventive function, but cannot
serve as the only correct tool for -effective
performance analysis. Competent management
of the company's financial flows is more
important [19].

5. We have weighed the potential for the
development of stimulating supervision over the
insurance market through the development of self-
regulation in the segment.

Analytical activity of the Regulator reflects
only the result of its functioning, which allows to
approximately determine the nature of the policy
of this element, but cannot be regarded as a
correct estimate of the result of market regulation.
The actual result is formed by the actual regulated
system and, therefore, the system must be active
in order to create a profitable result for itself.
Taking into account the existing social role of
insurance, state control, of course, should be
carried out but, first of all, in the interests of the
end user, i.e., the insured, and not in order to
adapt the organizational structure to Regulator’s
administration needs [20].

The culture of insurance behavior is formed
by the interdependent behavior of its
participants, but it is not specified by the list of
standards of the Central Bank. It follows then
that in order to form an effectively developing
insurance market, the regulatory system should
be built in such a way as to support and direct
the effective functioning of the insurer, using a
recommendatory and stimulating approach.

The key to successful development of new
regulatory relations is the constant exchange of
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reliable information between regulatory and
regulated elements [16]. A Self-Regulatory
Organization (SRO) can be an effective channel
for such exchange.

Here, the Russian practice of the insurance
market has been distinguished by the fact that
the voluntary self-regulation policy, initiated by
the Federal Self-regulated Insurers Union, has
been replaced by a unified SRO. The
participation in this SRO is a prerequisite for
maintaining the company’s position in the
market; furthermore, the SRO creates additional
standards of conformity in cooperation with the
mega-regulator, which is another disproportionate
task for the domestic insurer.

Of course, as early as 1993, such analysts as
Alyakrinsky [21] and Grishaev [22] expressed the
idea that insurance companies have the
opportunity to lobby their interests through
associations of insurers. It is logical that as part of
the SRO, the insurer, having a higher
entrepreneurial mind, takes on a part of the
state’s functions for organizing and regulating the
market [23], and, therefore, must also follow
higher industry requirements and standards. But
the initiative and the strategy of self-regulation
must come from the market in its interests of
effective cooperation with the regulator and
protection from the regulator’s abuses [3]. When
self-regulation is presented as yet another measure
of the mega-regulator, the potential of an
independent regulatory mechanism as an integral
part of a developed economy and a free market
vanishes. The SRO itself becomes a kind of a
cartel of large companies protected by the state,
in which other insurers have no power [24].

A united SRO is another example of the
mechanistic formation of the regulator’s new
architecture [25] in Russia that leads to a lack of
clarity and to a negative scale effect, along with
the risk of abuse of excessively concentrated
power, in the implementation of which the

negative effect freely penetrates the entire
financial market [26].
Moreover, the ineffectiveness of mega-

regulation has been proved by the IMF research
[27], while the importance of having clear
vertical communication of the employees and
the management of the regulator with careful
distribution  of  responsibility = has  been
demonstrated by the flaws in the British FSA
[28, 29].



4

6. We have analyzed the possibilities of
developing a system of internal control in Russian
insurance.

As opposed to regulating from the outside,
let us consider the steps of the system on the
way to the spread of internal control. The
performance results and efficiency of the
insurer's activity, confirmed by reliable and
timely accounting reports, with the activities and
reporting carried out in compliance with the
applicable legislation, are an effective basis for
disseminating the practice of permanent
independent self-monitoring, taking some of the
regulatory burden off the state.

But Russian reality is reflected in the
«Organization and implementation of internal
control by the economic entity...» [30], which
assigns only procedural and coordinating powers to
the service of internal control with a strong
restriction of functions, while most of the
transferred internal control functions are distributed
between the insurer's management bodies and
between some of its other divisions [20].

Of course, the role of the regulator in the
implementation of internal control systems is
extremely important, since the centralized
definition of basic norms, directions and tools
makes them understandable to external users and
comparable for different market participants
[31]. This, in theory, allows companies to adapt
more quickly to changes in the market
environment [32], making them more mobile
and manageable. But the organization of the
internal control system must ultimately remain
the prerogative of the company itself. The
regulator remains interested only in the
independence of the source of information on
the performance of the regulated element, since
the internal control mechanism has a positive
effect only under this condition [20].

Internal control potentially allows the
regulator to pay more detailed attention only to
the specific insurance companies showing signs
of instability. In this case, there is a hint at the
transition to a prudential approach where the
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internal model of the insurer's risk management
and market transparency together form the
incentives for the market’s development, and the
nature of capital provision changes from
regulatory (setting minimum standards for all
insurers) to economic (meeting the stability
requirements of the specific insurer) [33].

The main task of regulation as a practice is
newly introduced is to prevent a conceptual
error, reducing the result of the mechanism to
the reported figures of the mega-regulator. An
effective result that both the market and the
regulator should strive to achieve is effective
management and conscientious self-controlled
business behavior of insurers, with effective
communication of the state, market and society.

Thus, summing wp the considerations
presented, we conclude that correct understanding
of the goal, correct interpretation of the actual
result of regulation and formation of the market
«rom the insured» are the three factors that
underlie the development of insurance as a
driving element of the national economy.

Today, when more and more areas of social
life are built around an  established
telecommunications infrastructure that unites
geographically distributed information resources
[34] (in other words, in the age of
informatization and digitalization), conditions
are created in which the insurance market
regulation system can essentially return to the
effective model that existed in ancient Greece,
Babylon and the Roman Empire, but at a
completely different qualitative level.

A new cycle in the development of society,
technology, state and economy forms the
conditions in which insurance should also reach
a new level of existence. Studying the potential
of the market and forecasting new directions for
its development will allow to adapt the
regulatory block in time, preventing the risks of
a sharp jump in «shadow» activity within the
regulatory arbitrage gap, which, as a result,
reduces the market stability. Thus, the topic of
insurance supervision requires further studying.
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