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Abstract

The article deals with the models of functioning of financial service markets in the countries of Eastern
Europe. The authors have conducted an analysis of the development of financial institutions within
separate segments of relevant markets, such as deposit, credit, insurance and investment. The analysis
shows that banking institutions play a significant role in the economic development of the countries of the
selected group and makes it possible to determine the peculiarities of the development of their financial
service markets. In view of the similarity between such countries, the obtained research results can be
taken into account when considering other states that have chosen a similar path of their own economic
development.

The results allow us to partially predict future transformations in the financial service market of Ukraine by
taking into account virtually identical starting conditions for the development of Eastern European countries in
the early 1990s. This assumption is also confirmed by the changes that have already taken place in Ukraine in
view of the functioning of the country’s banking system, which has led to a decrease in the number of banks
and an increase in their financial stability. This is consistent with the development of banking systems in other
Eastern European countries. This allows us to assert that there is gradual convergence of the functioning of the
banking systems of both Eastern European countries and Ukraine. A detailed analysis of the transformations in
the banking system gives reason to state that in the future the same changes are expected in other segments
of the financial service market. In Ukraine, the markets of insurance services, services of non-state pension
funds and investment companies remain poorly developed. The transformation of the relevant segments of
the financial services market is a prerequisite for its further development.
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LeTtanbHuin aHania TpaHcdopmalin y 6aHKIBCbKIl CUCTEMI Oae MiaCTaBy CTBEPKYBATU, LLO Y MaibyTHLOMY TakKi
XK 3MiHV BiAGYOyTLCSA B iHLWMX CErMeHTax puUHKY iHaHcoBux nocnyr. B YkpaiHi cnabo po3svHeHUM 3anniLaeTbes
PUHOK CTPaxoBMX MOCAYr, MOCAYr HeOep)XaBHWX MEHCIMHMX (OHAIB Ta iHBeCcTuUiHMX Komnarin. Cawme
TpaHcopMaLlis TaKUX CEMMEHTIB PUHKY (hiHAHCOBUX NOCAYr € HEOBXIAHOK YMOBOKO MO0 PO3BUTKY.

Knto4oBi cnoBa: prHOK (hiHaHCOBKMX MOCYT; KOMMO3MLiiHa MoAesb; 6aHKIBCbKi yCTaHOBW; CTPaxX0Bi KOMMaHil;
6aHKoLEeHTPMYHA Mogenb.

Lkapnet C. M.

OOKTOP 3KOHOMUYECKMX HayK, Npodeccop, 3acny>XeHHbl OesTeNb HayKn N TEXHUKN YKPauHbl,

pekTop YepHNroBCKOro HauuoHaIbHOrO TEXHOMIOMMYECKOro YHUBEPCUTETa, YepHuUros, YkpanHa

Ay6una M. B.

OOKTOP €KOHOMIYHUX HayK, AOUEHT, kadeapa huHaHCOB, GAHKOBCKOIoO Aena 1 CTpaxoBaHus,

YepHUroBCKMIN HaUMOHamNbHbIN TEXHONOMMYECKNI YHUBEPCUTET, YepHuros, YkpanHa

Bosk B. {1.

OOKTOP 3KOHOMUYECKMX HayK, npodeccop, kadeapa 6aHKOBCKOro aena,

XapbKOBCKUI HALMOHambHbIN SKOHOMUYECKUI YHUBEPCUTET, XapbKoB, YKpanHa

Hora M.

KaHOMAAaT 9KOHOMUYECKUX HayK, npodeccop,

WHcTuTyT Kenosoro cotTpyaHnyecTsa, Bpounasckas Lwkona 6aHKoBCKoro aena, Bpounas, MNonbwa

PbIHKM hMHaHCOBbBIX ycayr cTpaH BocTtouHow EBponbl: KOMNO3MUMOHHas Mmoaesb (hyHKLUVMOHMPOBaHUS
AHHOTaUuA

B cratbe paccmoTpeHbl Mopenun (GyHKLVMOHUPOBAHNS pblHKa (MHaHCOBBLIX YCNyr B cTpaHax BocTouHon
EBponbl. [poBegeH aHanua pas3suTst UHAHCOBbLIX YYPEXAEHWI B Npeaenax ero oraernbHbIX CErMEHTOB:
OENO3UTHOM, KPEeaUTHOM, CTPaxOBOM W WHBECTULMOHHOM. TakoW aHanus3 Mo3BOAWA chenaTb BbiBOL O
BECOMOW pON GaHKOBCKUX YYpexXAeHU B 9KOHOMUYECKOM pa3BUTUN CTPaH AaHHOW Fpynnbl U ONpenenvTb
0COBEHHOCTY Pa3BUTUSA NX PbIHKOB (hMHAHCOBbIX YCNYT. [onyyYeHHble pe3ynbTaThl, Y4nTbiBas X NogobHOCTb
MeXAay cTpaHaMu, NO3BOSISIKOT OCYLLECTBNSATb UX SKCTPanossumMIo Ha apyrne rocynapcTsa, KOoTopble Bbibpanu
NnofoBHbIN MyTb COBCTBEHHOIO 3KOHOMMUYECKOIO Pa3BUTUS.

PesynbraThl MccnegoBaHMs MO3BOMSIOT YacTUYHO MpefckasaTtb byaylue TpaHchopMauunm U Ha pbiHKe
(hUHAHCOBBIX YCNYr YKpauHbl, y4nTbiBas (hakTU4ECKN OLMHAKOBbIE CTAPTOBbIE YCTOBUSA Pa3BUTUS rOCYAapCTB
BocTo4Hol EBponbl B Havane 90-x rogos XX Beka. [Nogo6Hoe npennonoxXeHne Takxxe NOATBEPXXOAETCA YKe
peann3oBaHHbIMU B YKpanHe U3MeHeEHUsIMN B (DYHKLIMOHNPOBaHN 6aHKOBCKOI CUCTEMbI, KOTOPbIE MPUBENU K
YMEHbLLEHNIO KOInYecTBa 6aHKOB U MOBbILLEHWNIO NX DUHAHCOBOW YCTOMHYNBOCTM, YHTO COOTBETCTBYET NPaKTMKe
NocTpoeHnss 6aHKOBCKNX CUCTEMbI OpYyriX cTpaH BocToyHon EBponbl. [eTanbHbii aHanna TpaHchopmauuia
B GAHKOBCKOI CMCTEME [aeT OCHOBaHWSA YTBEPXKAATb, YTO B OyAyLLEM Takue XKe USMEHEHUS XOYT U gpyrue
CermMeHTbl pblHKa (MHaAHCOBbIX ycnyr. B YkpavHe cnabo pasBuTbIMM OCTatOTCH PbIHKA CTPaxoBbIX YCAYT,
YCNyrn HerocyaapCTBEHHbIX NEHCUOHHbIX (HOHOO0B U UHBECTULMOHHBIX KOMMaHui. VIMeHHO TpaHchopmaums
TaKNUX CErMEHTOB pPbIHKa (PMHAHCOBbLIX YCNYT ABNSAETCA HEOOXOAMMbIM YC/IOBUEM €ro AaNbHENLLErO Pa3BUTUS.
KnioueBble cnoBa: pPbIHOK (hMHAHCOBLIX YCNYr; KOMMO3ULMOHHAs MoAenb; 6aHKOBCKUE YYpPEeXOeHWs;
CTpaxoBble KOMMaHun, 6aHKOLEHTPUYECKas Mogerb.

Shkarlet, S., Dubyna, M., Vovk, V., & Noga, M. / Economic Annals-XXI (2019), 176(3-4), 26-37

27



ECONOMIC ANNALS-XXI
MONEY, FINANCE AND CREDIT

1. Introduction

The financial service market is an integral part of the national economy. As the consequences of
the financial and economic crisis of 2008-2009 show, stability of the activities of economic actors
depends on the sustainability of functioning of such a market, which may have either positive or
negative impact on the development of economic relations in the state. This determines the impor-
tance of ensuring stable conditions for its operation for financial intermediaries, who are the main
participants of such a market.

In many countries, financial service markets have undergone a difficult period of evolutionary de-
velopment and each national economy has its own specific features determining its development.
However, when analysing the historical aspects of the functioning of the identified markets in dif-
ferent countries, one can distinguish common features relating to activities of financial institutions.

For countries of Eastern Europe, reforming of their national economies after the collapse of the So-
viet Union is characterised by some peculiar features. Similar processes took place in the financial
service markets. It is possible to highlight the main common aspects of building such markets. Among
them, one can distinguish the prevailing role of banking institutions in the development of national
economies and a high proportion of foreign capital in the banking system of each country.

Ukraine has its own specific way of reforming the financial service market. Unlike Eastern Euro-
pean countries, the national market develops in turbulent conditions of economic functioning, which
can be explained by the permanent economic and financial crises. However, today, we can observe
processes similar to those in Eastern Europe, taking place in the financial service sector. Neverthe-
less, they are very slow.

Until 2014, the compositional model of the financial service market in Ukraine was significant-
ly different from that of Eastern European countries. First of all, it should be noted that there was
a significant number of financial institutions with low capitalisation. Starting from 2014, under the
pressure of a complicated macroeconomic situation and requirements of the International Mone-
tary Fund, the National Bank of Ukraine began to pursue a policy of increasing the resilience of the
Ukrainian banking system and that led to a significant decrease in the number of banks in Ukraine.
Thus, there was a slight approximation of the functioning model of the Ukrainian banking system
to similar models in other Eastern European countries, within which there is also a small number of
commercial banks.

This refers to the development of the banking sector in Ukraine. The remaining segments of the fi-
nancial service market remain underdeveloped, financially unstable and play a minor role in the func-
tioning of the national economy. Such a situation cannot be tolerated, taking into consideration an in-
crease in the level of interaction between Ukraine and the European Union, the lack of domestic invest-
ment for the development of the national economy and high dependence on external borrowing. Im-
proving the level of the development and sustainability of the non-banking sector of the economy is
possible only through its reformation in accordance with the transformational processes taking place in
the banking system. Taking into consideration regularities of the development of financial service mar-
kets of Eastern European countries will allow predicting further transformational processes in the finan-
cial service market of Ukraine.

2. Brief Literature Review

The development of the financial service market as an important component of the functioning of
the national economy. It is considered in scientific works by both foreign and domestic scientists, in
which attention is paid to the issues of reforming the Ukrainian financial service market and increasing
the efficiency of its operation by taking into consideration the experience of Eastern European coun-
tries in this area.

The importance of reforming the financial sector in the state is justified in the work by R. J. Her-
ring and A. M. Santomero (1996), who note that for the development of the financial services mar-
ket within the national financial system, it is important to increase the level of trust among all parti-
cipants in such a market. The emphasis in the work is also on creating conditions for the formation
of an effective financial system in the state, which promotes the optimal allocation of resources, ex-
pands the capabilities of each citizen and provides funds for both business entities and the state.

E. Thalassinos (2008), analysing directions of the development of the European financial sec-
tor, researches the trends in the convergence of financial service markets between already existing
participants of the European financial sector and its new participants, including Eastern European
countries. The author emphasises the important role of the processes of merging, consolidating
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and creating of new enterprises by different types of financial intermediaries in countries of Eastern
Europe, which leads to an increase in the level of foreign capital within national financial systems in
order to increase the volume of credit and investment resources that began to be produced by such
institutions. In general, such processes have contributed to the formation and rapid development of
capital markets in relevant countries.

N. K. Cevik, S. Dibooglu and A. M. Kutan (2016) have studied the peculiarities of the functioning
of the financial sector in Central and Eastern Europe and concluded that the activities of foreign
banking institutions in the countries of this group are more effective if compared to the activities of
domestic commercial banks. This only confirms the importance of attracting foreign capital to the
financial sector of Ukraine.

A. Yu. Semenog and O. M. Pakhnenko (2017) consider the structure of the financial service market
of the European Union, including a group of Eastern European countries, and note that the financial ser-
vice market in the European Union is mainly formed through the activities of banking institutions, loans
of which are the dominant source of financial resources both for business entities and for households.
In addition, the authors state that financial companies within the EU are active participants in the finan-
cial service markets of the Eastern European countries (BNP Paribas S. A., ING, AXA, etc.).

O. A. Gural, and I. A. Lomachinskaya (2017) observes that the banking system, as a dominant
component of the national financial system of the Visegrad Group countries, has a significant im-
pact on their socio-economic well-being. The financial sector has become an important driver of
the economic development by mobilising foreign direct investment and targeting the most produc-
tive enterprises and types of economic activity.

P. Wiesiotek and D. Tymoczko (2015) outline the peculiarities of the evolution of the banking
sector in Central and Eastern European countries and consider Poland’s experience in detail. The
scholars state that the peculiarities of the functioning of the financial service markets in selected
countries are the existence of imbalances in lending to citizens and the real sector of the econo-
my. In particular, the prevalence of lending to the population restrains, as the authors point out, the
development of industrial production and does not contribute to raising the level of GDP in these
countries. The researchers emphasise the importance of changing this situation using appropriate
instruments of state regulation. The outline is also important for Ukraine, in which banks actively of-
fer loans to the population, but provide loans to enterprises with sufficient restraint.

The review of scientific literature makes it possible to draw conclusions about the exis-
tence of a significant set of similar features of the development of financial service markets
in Eastern Europe (see the works by Berglof & Bolton (2002), Thimann (2002), Altomonte &
Guagliano (2003), Bonin & Wachtel (2003), Bakker & Gross (2004), Barisitz (2008), lorgova &
Ong (2008), Patrice et al. (2012), Barjaktarovi¢, Paunovi¢ & JeCmenica (2013), Lagoa (2014),
Radulescu (2016), Bayar (2017)). Some of them are already characteristic of the financial ser-
vice market in Ukraine (Dubyna, 2016). Thus, given the important role of such a market in the
development of the national economy, the issue of analysing the current trends in this market
functioning in the countries of Eastern Europe is relevant.

3. The purpose of the article is to explore models of the financial services market in countries
of Eastern Europe and define the peculiarities of their possible functioning in the Ukrainian financial
service market.

4. Methodology

General scientific methods of research are used within the article, in particular comparison, measu-
rement and observation. The outlined market is considered through the systematic approach, which
allows studying such a market as a holistic object of knowledge with the identification of its individual
segments (markets of credit, insurance and investment services). This made it possible, using statis-
tical approaches, to determine the aggregated quantitative indicators of the functioning of these seg-
ments of the financial service markets in the selected countries of Eastern Europe, including Ukraine.

5. Results

To substantiate the direction of the financial services market transformation in Ukraine, let us con-
sider the peculiarities of functioning of the models of such a market in the selected countries of Eas-
tern Europe. To do this, we will analyse the current situation relating to financial intermediaries in
those countries.
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Figure 1 provides information on the development of the banking service market in the countries
of Eastern Europe.

Figure 1 shows that there is a small number of banks in Eastern European countries. The only
exception is the Russian Federation. However, the number of citizens in this country is larger than in
other states. In this regard, structural subdivisions of banks and branches of foreign banking insti-
tutions operating within individual countries were not considered. It should be noted that the largest
number of banks, after the Russian Federation (499 units), is registered in Ukraine (82 units).

We’d like to note that for Eastern European countries, the existence of a small number of
classical banking institutions within national economies is inherent. It is advisable to note that in
Figure 1, the number of cooperative financial institutions, savings banks is not reflected. The num-
ber of such institutions several times exceeds the number of banks, yet it should be considered
that their activities are local.

Figure 2 reflects data on the development of the insurance market and the functioning of non-state
pension funds (NSPFs) in the mentioned countries. It should be noted that they develop insurance
markets, in which a small number of companies operates. The only exceptions are Russia, Slovakia
and Ukraine, in which the number of insurers is abnormally high.

The NSPF service market is more homogeneous in the countries, if we analyse the number of
relating institutions only. In Ukraine, there were 64 NSPFs at the end of 2017, which corresponds
to the average number of such intermediaries in the Eastern European countries. For example,
in Poland, where the population is close to the population of Ukraine, the number of NSPFs is

74 units.
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Figure 1:

The number of banking institutions in the countries of Eastern Europe at the end of 2017
(excluding structural subdivisions and foreign affiliates)
Source: Made by the authors based on data by The Bank of Russia (2018),
The European Banking Federation (2018), The National Bank of Ukraine (2018)
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Figure 2:
Number of insurance companies and non-state pension funds in the countries
of Eastern Europe at the end of 2017
Source: Made by the authors based on data by European Central Bank (2018),
The Organisation for Economic Co-operation and Development (2018),
The National Commission which Carries Out State Regulation
in the Field of Financial Services Markets of Ukraine (2018),
The Bank of Russia (2018)
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Figure 3 provides information on the activities of investment funds operating in the countries of Eas-
tern Europe. At the end of 2017, the largest number of the relevant institutions was established in Rus-
sia (1497 units), Poland (887 units) and Ukraine (1660 units). However, information about the assets
formed by these institutions shows a different trend. If in Bulgaria, there were 119 investment compa-
nies and they formed EUR 6.9454 billion assets, in Slovakia, 87 investment funds formed EUR 10.58 bil-
lion. A similar situation is observed in Romania: the number of funds is only 96, but their aggregate as-
sets amount to EUR 9.45 billion. The situation is also logical for Poland and Russia, where a significant
number of such institutions causes large volumes of assets created by them. The most obvious situation
is in Ukraine, where the number of investment funds does not correlate with the volumes of their assets.

Having analysed the statistical data on the number of financial institutions in Eastern Europe, we
can determine the role of their separate types in the forming of financial assets in the national eco-
nomies. It is possible to determine the compositional model of the development of their financial
service markets. We propose to do this by using the following equation:

Comif;; = yflank * Abank + yjlﬁ * Aic + ysz * Anspf + 7/;{ * Aifa (1)
where:
Com; - the compositional model of the functioning of the financial service market in a particu-
lar state;
7"~ the share of assets of banking institutions in the total volume of assets formed by financial in-
stitutions;

4,,,.~ the volume of assets of banking institutions;

y' - the share of assets of insurance companies in the total volume of assets formed by financial
institutions;

A, - the volume of assets of insurance companies;

7" - the share of assets of non-state pension funds in the total volume of assets formed by finan-
cial institutions;

4, - the volume of assets of non-state pension funds;

y! - the share of assets of investment funds in the total volume of assets formed by financial insti-
tutions;

A4 - the volume of assets of investment funds.

~ Thus, in order to determine the compositional model of the functioning of the financial service

market, we will use indicators of the formed assets of each type of financial institution operating in

such a market. Using Table 1, we obtain the following types of the indicated model (Figure 4).

The information in Table 1 gives grounds for determining the peculiarities of functioning of the
financial service markets in the selected Eastern European countries, indicating the leading role of
banking institutions in the functioning of the national economies. The conclusions are as follows:
1. The smallest share of banking institutions is in Slovakia (72.71%), and the largest share is in Rus-

sia - 87.93%).
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Figure 3:

Information on the operation of investment funds in Eastern Europe
Source: Made by the authors based on data by The Bank of Russia (2018),
The National Bank of the Republic of Belarus (2018), European Central Bank (2018),
The Ukrainian Association of Investment Business (2018)
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Table 1:

Composition of the model of the financial service markets of the Eastern European countries by
size of assets formed by various financial institutions

Indicators of assets Bulgaria Hungary Poland Russia Romania Slovakia Ukraine
Assets of banks, % 74.53 85.28 75.40 87.93 79.46 72.71 85.30
Assets of insurance companies,% 4.88 6.29 8.04 2.47 3.61 6.17 2.61
Assets of NSPFs, % 10.92 4.47 8.79 3.88 8.98 11.20 0.11
Assets of investment funds, % 9.66 3.96 7.78 5.72 7.95 9.91 11.98
IN TOTAL 100.00 100.00 100.00 100.00 100.00 100.00 100.00

Source: Compiled by the authors

Bulgaria Hungary
9.66 447 3.96
10.92
4.88
74.53 85.08
Compgi™ =74.53* 4, +4.88% 4, +10.92% 4, +9.66* 4, Comy#” =85.28% 4, +629% 4, +447% 4, +3.96% 4,
Poland Russia
7.78 5:72
3.88
2.47
8.04
87.93

Comﬁgj;”” =754*4,,, +8.04* 4, +879%4, +7718% 4, Comun® =81.93% 4, +2.47* 4, +3.88% Ay +5.72% 4,

Romania Slovakia

7.95 9.91

8.98
11.20
3.61
6.17
79.46 72.71

Comyg™ =79.46* 4, +3.61% 4, +8.98% 4, +7.95% 4, Compg™ =T72.71% 4, +6.17* 4, +112% 4, +9.91% 4,
B - the share of assets of banking institutions in the B - the share of NSPF assets in the total volume of
total volume of assets formed by financial institutions assets formed by financial institutions
_| — the share of assets of insurance companies in the ] - the share of assets of investment funds in the
total volume of assets formed by financial institution total volume of assets formed by financial institutions

Figure 4:
Compositional models of the financial services market of the countries of Eastern Europe
Source: Authors’ own calculations
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2. After the banking sector, the insurance service market is one of the most developed in most
of the countries, since it plays a prominent role in terms of economic development. The lar-
gest share of assets by insurers has been formed in Poland (8.04%) and Hungary (6.29%).

3. In the selected countries of Eastern Europe, non-state pension funds play a prominent role in
the development of the financial service markets. In many countries, the assets of such institu-
tions prevail in the size of the assets of insurance companies (Bulgaria, Russia, Romania, Poland
and Slovakia). Such institutions are most developed in Slovakia, with their share in total assets
amounting to 11.2%).

4. The activity of investment funds in most countries of Eastern Europe is low and these institutions
do not play an important role in the development of financial service markets. The only exception
is Ukraine, where the share of their assets is over 11.98% of their total volume in the country. If
compared with data from other countries, the given indicator looks abnormal.

The conducted study makes it possible to determine the basic trends in the functioning of the
financial services market in the countries of Eastern Europe and predict future transformations of
such a market in Ukraine.

Let us consider the peculiarities of functioning of the Ukrainian financial services market in more
detail.

For Ukraine, as well as for most other Eastern European countries, a model of bank-oriented
economic development, in which banking institutions play a major role in building a national eco-
nomy, is inherent. However, in addition to joint investment institutions, the importance of which in
the economic system of the country is significantly overestimated, other segments of the financial
service market develop very poorly. Also, the banking system periodically undergoes unpredictable
complex transformational processes. In 2015, there were 164 banking institutions. However, the fi-
nancial stability and the capacity of such banks were low. Consequently, in 2015-2017, Ukraine in-
troduced a policy to increase the stability of the banking system, which led to the elimination of a
significant number of banks. Being conducted by the National Bank of Ukraine such a policy be-
came a shock to the entire national economy, and the devaluation of the national currency led to
destructive consequences. After the reform in the banking sector, the number of banking institu-
tions has gradually begun to approach the average indicator, which is typical for the countries of
Eastern Europe.

The markets of insurance services and services of NSPF in Ukraine are poorly developed, despite a
significant number of major providers of such services. Unlike most Eastern European countries, insu-
rance companies and NSPFs have not become institutional investors in the financial service market
and have no significant impact on its functioning. In particular, at the end of 2017, the assets of all state-
owned insurance companies amounted to EUR 1.7 billion, while the NSPF totalled EUR 69.91 million.
For a country with a population of 42.0 million, such indicators are too low and do not correspond to the
general indicators of development of such markets in all states of the specified region.

It should be borne in mind that these data are the result of the gradual clearing of the activities of
these institutions from unscrupulous and ineffective organizations. At the end of 2013 (the pre-crisis
period), 488 insurance companies and 81 NSPFs were registered in Ukraine. That is, the disproportion
in development was even greater. In 2010, there were 538 insurance companies and 101 NSPFs. It can
be stated that nowadays we observe a process of gradual consolidation of insurance companies, with
an increase in their capitalisation level and reduction in the number of fictitious institutions.

According to statistical data, in Ukraine, the most rapidly developing institutions after banks are in-
vestment funds. In the financial service market, the number of such institutions today is the largest
among all the investigated financial intermediaries (1167 units in 2017). However, their number has been
reduced in the last six years: 1222 units in 2012; 1250 units in 2013; 1188 units in 2014; 1147 units in
2015; 1131 units in 2016. At the same time, according to statistical data from http://www.uaib.com.ua/
analituaib.html, the volume of assets of such institutions was increasing over the years: EUR 4.18 billion
in 2011, and EUR 7.8 billion in 2017. However, in comparison with similar indicators of the rest of Eas-
tern Europe, it can be noted that the market of joint investment in Ukraine remains undeveloped.

Figure 5 shows, a compositional model of the financial service markets of Eastern European
countries. The existing model of such a market in Ukraine is also presented.

A fragmentary analysis of the current state of the financial services market in Ukraine makes it
possible to highlight the following features of its development: rapid decline in the number of ban-
king institutions and raising their financial sustainability, reduction of the volumes of granting loans
to economic entities by banking institutions, weak development of the insurance service market
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and the NSPF service market, a significant decline in the volume of assets of insurance companies,
a decrease in the number of investment funds and an increase in their assets.

The chaotic development of the financial service market, which is currently observed in Ukraine,
has the following consequences: banking institutions remain most resilient, while other institutions
do not play an important role. The question arises as to what should be the composition of the mo-
del of the financial service market so that it becomes more stable in comparison with the relevant
markets of Eastern European countries.

The financial service market of Ukraine, as well as the sector of services, requires measures to
change the conditions of activities of financial institutions to improve the efficiency of its work. All
Eastern European countries have gone through this path when reforming their own financial service
markets to create conditions for their stable development. The relevant processes in Ukraine have
always been chaotic and inconsistent. Accordingly, the Ukrainian financial services market has be-
come very volatile and vulnerable to emerging crises. This negatively affects both the entire sphere
of financial services and the attitude of clients of financial institutions to corresponding activities.
This determines the need to find directions for further reforming of this market, taking into consi-
deration the experience of Eastern European countries.

We will conduct a deeper analysis of the functioning of the financial service markets of Eastern
European countries. To do this, we will define and analyse the relative performance indicators of fi-
nancial intermediaries. In addition, we will calculate the number of people in Eastern Europe per one
bank institution at the end of 2017, which will allow us to estimate the density of banking institutions.

At the end of 2017, the relevant figure in Ukraine amounted to 519.21 thousand people. The average
number of people for all countries of Eastern Europe was 422.3 thousand people. Thus, according to
this value, the banking service market in Ukraine is showing a pan-European trend. Consequently, the
number of banking institutions in Ukraine is sufficient and does not need to be increased.

The decrease in the number of banks in Ukraine to the mean value which is inherent in the Eastern
European countries during 2014-2017 only confirms the hypothesis that there is an objective need to
reform other segments of the market in accordance with the main trends of their functioning in other
countries.

However, normalisation of the number of banking institutions does not always prove the exis-
tence of an efficient banking system. Figure 6 gives information on the assets of banks per capi-
ta in different countries is provided. These data show that, despite a significant number of banking
institutions, the real functioning of banks in Ukraine is worse in comparison with other countries of
Eastern Europe.

As of the end of 2017, one Ukrainian had EUR 1,314.97 of bank assets. This is the worst indicator
among all the countries. In other countries banks are developing more dynamically; they are more fi-
nancially sustainable and able to form assets, i.e. loans and investments. The gap between these in-
dicators in Ukraine and other Eastern European countries is significant.

Figure 7 provides information on individual indicators of the development of the banking systems
in the Eastern European countries.

Eastern Europe Ukraine
7.50 11.98
8.04 0.11
2.61
5.24
79.22 8530
Compsy =79.22% 4,,, +524* 4, +8.04% 4, +7.5% 4, Comljgi" =853*% 4, +2.61% 4, +0.11% 4, +1198% 4,
Figure 5:

Compositional averaged model of the financial services market in Eastern Europe
and the model of the Ukrainian financial services market
Source: Authors’ own calculations
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Consequently, the information presented in Figure 7 gives grounds to state that despite the large num-
ber of banks in the financial service market of Ukraine, their quantified indicators lag far behind the func-
tioning of similar institutions in other countries. Indicative data is on the volume of loans and deposits per
person. At the end of 2017, these indicators in Ukraine amounted to EUR 393.39 and 618.46 which is
one of the lowest rates among the Eastern European countries. The average for these states is EUR 5.86
thousand for loans per person, and EUR 5.98 thousand for deposits. Ukraine lags behind by almost ten
times by the volume of the issued loans and almost six times by the volume of the attracted resources.

The volume of aggregate assets of insurance companies in Ukraine in comparison with the similar in-
dicator in other Eastern European countries is too insignificant. However, the existence of a large number
of insurers leads to the fact that an average of one insurance company accounted for EUR 5.83 million
of assets, which is a very low indicator if compared with the other countries of the region:

e Bulgaria - EUR 63.46 million,
Hungary - EUR 298.03 million,
Poland - EUR 777 million,
Russia - EUR 112.44 million,
Romania - EUR 102.32 million,
Slovakia - EUR 10 million.
Given the abnormal number of insurance companies in Ukraine with low capitalisation of the insu-
rance market, we can assume that in the future the insurance market will face the process of cleaning
from unstable, inactive insurers and, as a result, there will remain a group of the most effective insu-
rance companies. In other words, the number of these institutions in Ukraine should be reduced. As the
experience of Eastern European countries shows, a small number of powerful insurance companies is
enough. For example, in Poland, there are 61 insurers (including life-companies and non-life compa-
nies). Such institutions accumulated at EUR 47.44 billion of insurance premiums at the end of 2017.

A forecast of the number of insurers required by Ukraine to reach the average number of people
per one listed institution shows that 130 insurance companies will be enough (there were 294 units
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Figure 6:
Volume of bank assets in Eastern Europe per capita at the end of 2017, EUR
Source: Compiled by the authors
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Figure 7:

Individual indicators of the development of bank systems in the related Eastern European countries
Source: Compiled by the authors
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at the end of 2017). The above data only confirms the thesis that it is necessary to rid from unsta-

ble and formally existing participants in the insurance service market and to increase requirements

for their financial sustainability.

The NSPFs in Ukraine are also in a difficult situation. At the end of 2017, their number was 64
units. However, the volume of assets accumulated by these institutions amounted to EUR 73.61
million, which means that one institution accumulated EUR 1.73 million, which is the lowest in-
dex among all the Eastern European countries. It should be noted the system of non-state pension
funds that in Ukraine develops very slowly. Accordingly, the impact that such institutional investors
have on the development of the country’s economy is virtually imperceptible.

At the same time, a significant number of NSPFs leads to a high number of individuals per capi-
ta. Their number was 665.63 thousand people at the end of 2017. At the same time, the situation in
other Eastern European countries is quite different:

® Poland - 1518.8 thousand people;
e Russia - 1950 thousand people;
°* Romania - 2822.86 thousand people.

It is noteworthy that in Russia, where live more than 144 million people, there are only 74 NSPFs
with EUR 54.53 billion. Whereas, there are 64 NSPF in Ukraine with the total value of UAH 73.61
million (1 EUR = 29 UAH).

Using the results of the conducted research and taking into consideration the peculiarities of the
functioning of financial service markets in the countries of Eastern Europe, it is possible to identify
future transformations of the outlined Ukrainian market that need to be conducted to maintain its
successful development.

1. Further increase in the financial stability of banking institutions by boosting the requirements for
their capital will reduce the total number of banks in the country, with the most stable financial in-
stitutions remaining in the market. This will not affect any service, as large system banks already
have a large-scale system of structural units and are able to fully satisfy customers’ demand.

2. Activate the development of the credit service market will facilitate lowering of credit rates, which
will allow balancing the volumes of deposits attracted by banks and their issued loans.

3. Complete re-loading of the insurance market with increased requirements for insurers and a
gradual decrease in their number will allow the creation of a system of financially sustainable uni-
versal insurance companies.

4. Reforming of the system of non-state pension funds, including the reduction of their number by
increasing the requirements to the level of their capitalisation is viewed to be an effective way to
increase the pace of development of this market is to establish a system for guaranteeing pay-
ments under non-state pension insurance contracts.

5. Updated information on the functioning of investment funds in the country will help to analyse
their activities and to create up-to-date real statistics on the work of such institutions. This can
be achieved by introducing new legislation on the disclosure of information by such institutions
in the current legislation.

6. Conclusions

Today in Ukraine the issues of reforming the financial service market to improve its functioning
and increase its positive impact on the development of the national economy remain open. Trans-
formation of such a market should be implemented by taking into account similar process taking
place in other countries. In our opinion, the selected countries of Eastern Europe are a clear exam-
ple for determining the priorities of improving the work of financial institutions in Ukraine.

The conducted research of the current trends of the functioning of financial service markets in the
countries of Eastern Europe gives a clear idea about the construction of the future model of such a
market in Ukraine. Predominantly, it concerns the creation of conditions to improve the quality of insti-
tutional investors (banks, insurance companies, NSPFs and investment funds) to increase the volume
of credit and investment resources for the development of the real sector of the Ukrainian economy.
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