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Damir Dosalyanov'
THE ROLE OF STATE INSTITUTIONS IN THE FORMATION
AND REGULATION OF INSURANCE MARKET

The formation of a national model of the insurance market in Kazakhstan is still pending. The
current regulatory system is facing the problems related to the functioning of both the regulator (the
National Bank), and market subjects. By analyzing the institutional framework the promising ways
to improve the system of state regulation of the insurance market is defined.
Keywords: government regulation; insurance market; supervision.

JMamip Tocangnos
POJIb AEP2KABHUX IHCTUTYTIB Y ®OPMYBAHHI
TA PEI'YJIIOBAHHI CTPAXOBOT'O PUHKY

Y cmammi nokazano, wo opmyeanns nayionaivroi mooeai cmpaxoeozo0 PUHKY 6
Pecnybaiui Kazaxcman doci ne 3aéepueno. Qunna cucmema iio20 pezyiro8anHs CMuKacmocs 3
npobaemamu, noészanumu AK i3 Qyuxuionysaunuam camozo pezyiamopa (Hauionaavnozo
banky), max i ywacnuxie punxy. Ha ocnoei amaaizy incmumyuiiinoi cmpykmypu 6usHa“eHo
nepcneKxmueHi HanpAMu 600CKOHAACHHS CUCEMU 0ePHCAGHO20 Pe2cYAl08aAHHs PUHKY CHIPAX0GUX
nocaye.
Karouosi caosa: depicaghe pecyrto8ants; cmpaxosuti pUHOK,; Ha2ns0.
Tab6a. 1. Puc. 1. Jlim. 17.

Jamup locansHoB
POJIb TOCYJJAPCTBEHHBIX MTHCTUTYTOB B ®OPMUNPOBAHUUN
U PEI'YJIMPOBAHUMU CTPAXOBOI'O PBIHKA
B cmamve nokxazano, umo gopmuposanue HauyuoHa1bHol MoOeAU CMPAxo8020 PbIHKA 6
Pecnybauxe Kazaxcman ewe ne 3agepwieno. Jleiicmeylowas cucmema e2o pezyiuposanust
Cmaaxugeaemcs ¢ npobaemamu, CéA3AHHLIMU KAK ¢ (YYHKUUOHUPOBAHUEM CAMO20 pecyasamopa
(Hayuonaavnozo 6anxa), max u ynacmuuroe poinka. Ha ocnose anaausza uncmumyuyuonaivroii
CMpyKmypot onpeode.nensl NepcneKnuéHvle HANPABAEHUS COGEPUICHCINGOGAHUS CUCHIEMbl
20CY0apCcmeEeHH020 Pecyauposanus PolHKa CIpPAaxosuix ycaye.
Karouesnie caosa: cocyoapcmeenHoe pecyaupoganue; Cmpaxoeoi pulHoK,; HA030p.

Introduction

The shift to market economy, large-scale reforms in the post-Soviet area
enhanced a significant increase of risks for all economic factors: government, business,
households. Under such conditions a specific part is assigned to the mechanisms of the
insurance coverage of enterprises, organizations and citizens. Despite more than two
decades of the insurance market development, its potential is still not fully realized.

One of the reasons for it being backward in the CIS countries in general and the
Republic of Kazakhstan (hereinafter — RK) in particular to the world's level of insur-
ance coverage is the unsolved problem of creating a balanced interaction between the
participants of the insurance market and state, combining elements of both direct and
indirect public administration (market self-regulation).

Recent research and publications analysis

Among scientific publications of contemporary scholars on the development of
the insurance market one should mark the works of such scholars as A. Adambekova
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(2012), K. Vobly (1995), 1. Zhuk (2010), Y. Spletuhov (2007), K. Turbina (2000),
R. Yuldashev (2002) etc. Studies of economic processes with the use of institutional
methodological approach are examined in the works of V. Polterovich (1999),
A. Oleynik (2002), A. Shastitko (2010) and others. It should be noted that little atten-
tion is paid to the theoretical study of the interaction of institutions in the process of
regulation of the insurance market, and the research related to the characteristics of
the insurance market development in RK is still missing.

Problem statement

This paper aims at identitying the methodology and best practices to provide
further development of the system of the insurance market regulation through
effective cooperation between state and non-state institutions (on the example of
the insurance market of RK). The study addressed the following objectives: the
analysis of institutional trends at the insurance market is carried out; the role of
state in the regulatory system is clarified; the current problems of the development
of the insurance market and measures to improve the efficiency of its operation are
identified.

The research findings

In almost all developed economies insurance market is one of the basic elements
of the financial services sector. Contemporary insurance mechanisms counteract
effectively the risks inherent in the global economy, thereby ensuring following the
financial interests of economic entities and social protection of society as a whole. In
addition, the financial resources of insurance are important macroeconomic factors:
they advocate a stable source of long-term investments in the economy, thereby sig-
nificantly affecting the state of public and corporate finance.

The development of the insurance market in RK started in the early 1990s, and
by the time of the adoption of the Law "On Insurance” in 1993 the number of insur-
ance companies reached a few hundred, and only 40 of them, united in the Union of
Kazakhstan Insurers, were able to fulfill the requirements imposed by the Law.
According to the Decree of the President of the Republic of Kazakhstan "On the
organizational and legal measures for the formation and development of the insur-
ance market" (19.04.1994) the first body of state insurance regulation named the
Department of Insurance Supervisors was created, included in the Ministry of
Finance (On insurance..., 1992; On organizational and legal..., 1994).

The next stage in the development of the insurance market is connected with the
implementation of the Decree "On measures to further optimizing the government”
(30.06.1998) since the functions of the supervisory authority were transferred to the
National Bank of the Republic of Kazakhstan (On further measures..., 1998). Due to
the tightening of capital requirements, the total number of insurance companies at
the market decreased from 150 to 72. Thus, the formation of the insurance market in
RK took place in 3 stages: 1) the 1992—1995 period was associated with a sharp
increase in the number of insurers; 2) in 1996—2004 there was a general trend of
downsizing and consolidation of insurance companies; and 3) the period from 2004
to present is characterized mainly by qualitative changes at the market: the spread of
the insurance approach to the social security system, the increase in the number of
forms of voluntary, as well as the development of compulsory insurance
(Baimagambetova, 2010).
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An important factor in institutional changes in the financial sector was the cre-
ation in 2004 of the Agency on Regulation and Supervision of Financial Market and
Financial Organizations performing the following tasks laid down by the law: 1) pro-
viding stability of the financial market and financial organizations; 2) protecting the
interests of consumers of financial services; 3) creating equal conditions, standards
and incentives of financial institutions; 4) monitoring and supervision of financial
markets etc.

By the Presidential Decree #25 (12.04.2011) the functions and powers of the
Agency were transferred to the National Bank, and by the decree #61 (18.04.2011)
the Committee for Control and Supervision of Financial Market and Financial
Organizations of the National Bank was formed performing almost all basic functions
of control and supervision over insurance business, pension funds, investment funds,
securities market entities and credit bureaus, as well as protecting the rights of con-
sumers of financial services (On further improvement..., 2011; On several issues...,
2011; Committee for Control...).

As of early 2013, Kazakhstan had 35 insurance companies. The institutional
structure of the market became more complex, there are such participants as insur-
ance brokers, underwriters, actuaries and insurance companies with foreign invest-
ments (Table 1).

The institutional dynamics of the insurance market in the context of the eco-
nomic crisis of 2008—2009 and the post-crisis years indicates no significant structur-
al changes, the growth of the reinsurance segment (increase in the number of insur-
ance brokers at 17%), and stable increase in companies strength (through participa-
tion in the Fund to Guarantee Insurance Payments). Despite significant losses due to
the financial crisis, the formation of the contemporary insurance market in
Kazakhstan is continuing.

Table 1. Changes in the institutional structure of the insurance market
of Kazakhstan in 2010-2012

. . Number as of:
Subjects at the insurance market 01.01.2011 01.01.2012 01.01.2013

Insurance companies, including: 40 38 35
- Life Insurance 7 7 7
- member organizations of the Fund to 97 33 31
Guarantee Insurance Payments

- organizations with foreign capital 10 8 8
Insurance brokers 13 14 13
Actuaries 70 85 82

Source: Committee for Control...

Identification of the problems in the development of RK insurance market relat-
ed to the peculiarities of its institutional structure is the first step in the development
of measures to improve the methodology and the methods of regulation. From the
standpoint of institutional economics the insurance market can be represented as a
complex, interdependent, dynamically developing system of relations between the
following institutions: first, the subjects of the insurance market, secondly, non-gov-
ernmental organizations that represent their interests, and thirdly, by regulatory
agencies.
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As a part of the economic theory the institution (institute) is an aggregate of for-
mal and informal rules and regulations mandatory for compliance enforced by
responsible organizations (public and private), representing institutions. The institu-
tional structure of the insurance market is the organizational, legal and economic
standards being the basis to develop, realize and consume insurance services (institu-
tional environment). Practical activities to implement the same rules and regulations
are carried out by specialized organizations undertaking insurance activities, state
bodies, bodies of international management (organizational structure) (Figure 1).
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Figure 1. Interaction of the institution environment and organisational
structure of the insurance market

Thus, in the framework of the institutional approach insurance market should be
considered by arranging structural elements. The development of institutional envi-
ronment cannot occur by itself without the intervention of an organizational compo-
nent. Making decisions on changes to the existing "rules of the game" or creating new
ones can be initiated both from outside (international agencies, organizations) and
inside (public authorities, organizations of insurers, the public), but is approved only
by authorities. The need to delegate some responsibilities of market regulation to the
state is conditioned by the fact that it is the government that ensures the formation,
support and development of new institutions, and can solve the problem of "market
failures” (the pursuit of profit maximization, risk tolerance, lack of planning horizon,
the evasion of social responsibility etc.).

The state cannot and should not become the owner of "monopoly" as "the fail-
ures of regulation” existing objectively in the economy (inertia in the system of man-
agement, information asymmetry, the risks of corruption etc.) mean that self-regu-
lating institutions and organizations at the market are necessary elements. However,
the development of institutional economic environment is associated with the rise of
undesirable externalities — "institutional traps”, that is inefficient but stable rules
(Polterovich, 1999).

Analysis of the institutional environment of the insurance market in Kazakhstan
pointed that the current regulatory system shows the signs of institutional traps. In

ACTUAL PROBLEMS OF ECONOMICS #6(156), 2014



378 rPoLul, ®IHAHCHU | KPEQUT

particular, the transition from a decentralized model of financial market regulation to
the integrated one (the so-called "mega-regulator concept,” when every market seg-
ment, namely banking, investment and insurance sectors is controlled by the
National Bank of Kazakhstan) is ambiguous.

The need to create a mega-regulator provides a significant degree of integration
of the financial market, for example, when banking institutions provide insurance
services, including pensions, in addition to purely banking ones. This is where a
change of some regulating units by one is fully justified. Today in Kazakhstan the
association of banks, investment and insurance companies is rather situational, than
systemic.

A. Adambekova calls the following factors driving the transition to an integrated
system of financial regulation: mutual penetration of various directions of financial
business; increasing the role of non-bank institutions and increasing their coopera-
tion with the banking sector; changes in the qualitative and quantitative characteris-
tics of risks; consolidation of business by mergers and acquisitions; development on
this basis of a megabank and megafinance structures (Adambekova, 2012).

Creation of a single financial regulator in Kazakhstan forms a complex of prob-
lems related to the conflict of interests of market participants (e.g., insurance and
investment companies), the asymmetry of resources (financial and information) of
market participants and supervisory body, which makes the model of interaction
between government and business unstable in general, prone on the one hand, to
expand the scope and powers of regulation, and on the other hand, to reduce the
effectiveness of control.

The introduction of the new model requires a deeper understanding of interna-
tional experience in the field of methodology and methods of regulation of the insur-
ance market, moreover, it is necessary in terms of entry to international insurance
markets, taking into account Kazakhstan's joining the WTO. The analysis points to
the need for the development of the following elements of the national system of state
regulation of the insurance market: 1) the risk management system (based on the EU
Solvency II Directive); 2) efficient insurance legislation; 3) the balance between inte-
grated and prudential supervision; 4) strong institutions of self-regulation; 5) infor-
mation openness and transparency of the insurance market (Global Insurance
Outlook, 2012).

Informational factor is one of the most important constraints of institutional
development of the insurance market as it is closely linked to the level of guarantees
for insurance services consumers. In addition, not only insurers are interested in
access to information on the activities of the insurance market, but also shareholders,
foreign investors and lenders. The development and adoption of national standards
on information disclosure, including the key performance indicators of all partici-
pants, the supervisory authority and the market in general are also required. Another
direction to increase openness is to get rankings in the international rating companies
such as Standard & Poor's, Moody's or AM Best.

Conclusions

With the globalization of financial markets, significant changes are taking place
at the insurance markets of developing countries. For such changes to provide a syn-
ergistic effect in the national economy in order to prevent potential negative conse-
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quences it's necessary to increase the efficiency of the system of state regulation of the
insurance market. Its structure includes: 1) the legal framework harmonized with the
global regulatory system; 2) an independent public controller; 3) self-organized mar-
ket infrastructure; 4) external (public) control.

Despite the fact that the system of regulation of the insurance market in the
Republic of Kazakhstan showed a positive trend, the process is far from being com-
pleted, and it provides the greatest opportunity for further improvement of relations
between the state and market in the future, with a view to improve the quality and
reliability of the insurance industry, and ultimately to increase the society welfare.
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