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Involving Ukraine in the globalization of the world economic and financial system makes the transfer of
most of the positive and negative effects of the external world in Ukrainian conditions that will have conse-
quences for the development of the domestic financial sector. It is important to note that the presence of
foreign capital affects the stability of the banking system and the efficiency of its operations.

The process of entry of foreign banks on the domestic market of banking services is controversial. It is asso-
ciated with the activation of financial conglomerates types of
expanding its own branch network that stay in a constant search of new markets. In addition, the powerful
financial conglomerates have their own competitive advantages and significant financial resources.
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The positive effects of the entry of foreign financial conglomerates in the domestic financial market are
advisable to select:

introduction of modern banking technology that improves the quality of customer service;
data reduce the cost of standardized banking products on the one hand, leads to a reduction of profitabil-
ity of local banks by reducing the interest margin, but on the other - increases the efficiency of the bank-
ing system as a whole;
using high standards of banking risk management;
improving the investment climate, primarily due to the greater availability of credit products from for-
eign banks and the growing confidence of foreign investors in the national economy, which is one of the
important factors stabilize the domestic financial market and economic recovery of the state.

At the same time, the expansion of bank foreign capital to the domestic financial market in parallel with the
positive effects carries a number of risks, implementation of which could lead not only to structural changes
in the banking sector, but also cause uncontrollable consequences for the national economy as a whole:

entry of financial conglomerates may lead to decrease in equal return of Ukrainian banks; and they will
not withstand under competition pressure, wich will lead to a state of bankruptcy, that would deep the
financial instability in Ukraine;
the displacement of domestic banks from profitable segments of the banking market (the market of con-
sumer lending and large corporate clients);
foreign banks try to establish control over economically efficient sectors of the national economy, and
therefore
financial and economic independence of Ukraine and its economic security.



The structural backwardness and institutional weakness of the domestic economy increases the likelihood of
strain development, because at the present stage the aims of foreign banks do not coincide with the econom-
ic and social priorities of Ukraine:

amplification of dollarization of the domestic economy, the threat of undermining the stability of the
national currency;
the likelihood of a sharp outflow of foreign capital in the event of changes in the economic situation in
Ukraine or in the countries of origin of the capital.

Financial conglomerates with foreign capital are represented at the insurance market. Generally, non-
residents interested in domestic insurance companies are in the financial center of the country, with an ex-
tensive branch network and well-established sales channels. Such companies, they believe, can provide the
necessary return activities.

After a detailed analysis of domestic and foreign conglomerates that operate in Ukraine, authors concluded
that their composition is heterogeneous and presented in three sectors of the financial market: banking, in-
surance and investment (Table 1).

Table 1. Configurations of conglomerates in the financial market of Ukraine
Financial conglomerate Bank Insurance ompany Investment fund

1. Privatbank NPF Private Fund
2. Prominvest Prominvestbank Veksel Prestige Prominvest
3. Alfa Ukraine Alfa-Bank Alfa Insurance M
4. Delta Bank The Delta SC Delta Life Ltd. AMC Delta Capital
5. Credit-Dnepr Bank Credit-Dnepr -
6. Renaissance (FUIB) The Renaissance Capital Renaissance, Renaissance Life
7. Arcade Bank Arcade IC Arcade-guarantor
8. Diamond Diamond Bank
9. RZB-UNIQA The Raiffeisen Bank Ava UNIQA Life (UNIQA Life)
10. BNP Paribas Ukrsotsbank Oranta ONPF UkrsotsFond
11. ING ING Bank Ukraine INGO UKRAINE life
12. Intesa Sanpaolo SPA Praveksbank
13. Citigroup Citibank
14. SEB SEB bank SEB Life Ukraine
15. Credit Agricole Credit Agricole
16. Societe Generale Icarus (ProFinBank SITEMAP)
17. Allianz ALLIANZ UKRAINE
18. Allianz Allianz Life
19. AIG Alico UKRAINE
20. AXA AXA Ukraine
21. GRAWE Grave UKRAINE
22. GRAWE Generali Garant
23. Generali Generali life insurance
24. Cardiff BNP Paribas
25. Peter Keller Home Credit Insurance

So, we can say that the financial conglomerates in Ukraine are the most common types: bank-oriented
(bancassurance), insurance-

The financial statements of 25 financial conglomerates that are presented in the domestic financial market,
received from the official website of financial conglomerates, National Bank of Ukraine and the website
Forinshurer nitial data for further calculations. Empirically it was found that the financial per-

formance of individual members of the integrated financial intermediary may act as internal factors of insta-
bility affecting the conglomerate. Each member of the financial conglomerate is chosen from the system of
absolute and relative performance.

The following indicators were selected for banks:

total assets;
the total amount of obligations;
the total amount of liabilities;



equity;
financial results;
return on assets;
return on equity;
multiplicator of capital;
correlation between capital and liabilities;
coefficient for capital adequacy;
coefficient for active involvement lent and borrowed funds;
financial leverage.

The following indicators were selected for insurance companies:

total assets;
equity;
the total amount of obligations;
gross premiums;
gross payments;
insurance reserves;
ratio of total debt;
current ratio;
adequacy ratio of reserves;
rate of business activity;
factor of the debt burden;
loss ratio.

As for members of the investment market, the analysis is complicated by the limited statistics and diversity
of participants. Note that in times of crisis, most companies stopped their activities, came from the financial
conglomerate and others. To describe this situation, authors
means that the period had a financial conglomerate composed of representatives of the investment market,

 that did not.

it is difficult to discover which
type is a single-integrated financial intermediary. To determine which factors of instability affecting every
single type of financial structure, it is necessary to determine the orientation. Purely, foreign financial con-
glomerates are largely represented in the insurance market, and are also well-known as insurance-oriented.
The remaining financial conglomerates require additional research. luster analysis was chosen from the
available mathematical tools.

luster analysis of the impact of domestic factors (basic characteristics of the financial conglomerates) to
center-integrated financial intermediaries was carried out through the use of techniques such as clustering
method parameters k of medium and method for simultaneous clustering variables (column) and observa-
tions (rows). The implementation of this phase of scientific and methodical approach will allow to group the
internal factors on homogeneous in their characteristics and the peculiarities of using clusters with further
study of the impact of identified groups of indicators on orientation of financial conglomerate. The imple-
mentation of cluster analysis is possible in the packet of analysis in program Statistics. By means of a
though analysis, it is possible to perform:

1. Report forming from analyzed data to a single table.
2. Normalization of indicators.
3. Calculation of Euclidean distances between clusters (the foundation for clustering)

Figure 1. Euclidean distance between clusters of bank-oriented and insurance-oriented financial conglomerates



Analysis of the figure shows that the smaller value of Euclidean distance is the closer value of considered
parameter corresponding to the center of the cluster. In turn, the concentrated value to each other impacts on
center-orientation of financial conglomerate form corresponding cluster.

4. Definition of descriptive statistics for each selected clusters (performance characteristics of selected
homogeneous groups) Figure 2 (bank-oriented financial conglomerates) and in Figure 3 (according to
insurance-oriented financial conglomerates):

Figure 2. Descriptive statistics of the first cluster of the bank-oriented financial conglomerates

Figure 3. Descriptive statistics of the second cluster of insurance-oriented financial conglomerates

5. Identification of components from selected clusters and calculate the distance from the center of each
cluster to the relevant factors.

Figure 4. Components of the first cluster of the bank-oriented financial conglomerates

Figure 5. Components of the first cluster of insurance-oriented financial conglomerates

Cluster analysis conducted to determine which type of financial conglomerates analyzed includes integrated
education. So C_2 is responsible for the financial conglomerate Prominvest  C_3 responsible for Alfa-
Ukraine  C_4 responsible for the Delta Bank  C_6 charge Renaissance  (PUMB) and C_9 responsi-
ble for RZB-UNIQA . This group belongs to bank-oriented financial conglomerates, the core of which is



the banking institution. Financial conglomerates Arcade  (C_7) and SEB  (C_14) represent a group
insurance-oriented financial conglomerates.

Cluster analysis immediately rejected a number of financial conglomerates refered to bank-oriented. This is be-
cause part of the integrated education includes both bank and a representative of the investment market. Such

- atives of foreign financial con-
glomerates, received their representation in the domestic insurance market is also not taken into account. These
financial conglomerates are well-known as insurance-oriented and presented by insurance company. This list
inclu

At this division it should be noted that it is not perfect. First, this is due to the inclusion of the financial con-
glomerate RZB-UNIQA -oriented part of financial conglomerates. Foreign practice states that
the financial conglomerate should treat to the insurance-oriented financial conglomerates in accordance with
Directive 2002/87/EC of the European Parliament and Council, Article 3 hresholds for identifying a fi-

 In our opinion, such an error in the distribution of clusters is associated with the
specifics of the financial conglomerate above the financial market of Ukraine with its pronounced as bank-
oriented. Secondly, the financial conglomerate BNP Paribas  was included into the bank-oriented financial
conglomerates. On the one hand, this division is logical because BNP Paribas  of  and

 is the big three  of the French banking market. On the other hand, the financial con-
glomerate gradually change their development vectors and begins to develop other sectors of the financial
market, insurance and investment. According to many experts, the dynamic development of the insurance
company BNP Paribas Cardif contributes to significant changes in the financial conglomerate, leading to the
emergence of new threats and opportunities.

6. The next phase involves analysis charting components of selected clusters in terms of observations to
display the dynamic changes visually (Figure 6).
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Figure 6. Graph components of selected clusters of internal factors influencing the distribution between bank-oriented
and insurance-oriented financial conglomerates

In this case, the schedule means for each cluster reflects the influence of certain internal factors of instability
in the financial conglomerate. The horizontal axis corresponds to the calculated value performance of finan-
cial conglomerates, which would be the factors of internal instability (Var 1  Var 25). The vertical axis
corresponds to the strength of the effect of individual indicators of the financial conglomerate in deviation
from the conventional level of homogeneity.

So, the first cluster of bank-oriented financial conglomerates is within the range of -0.5 to 0.5. This means
that most of the analyzed factors are uniform and equally affects the allocation of the financial conglomerate
to the group -  However, there are factors which caused the rejection of the final distribution.
For -  financial conglomerates are those factors: Var 5 (financial results of the bank), Var 8
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(multiplier of capital) Var 10 (sufficiency of equity), Var 11 (coefficient of activity attracting borrowed
funds) and Var 25 (presence of a representative of the financial market).

Such instability follows upon the entrance to the group of insurance-oriented financial conglomerates influ-
enced by factors: Var 9 (the ratio of equity to total liabilities), Var 10 (capital adequacy), Var 11 (coefficient
of activity attracting borrowed funds), Var 12 (financial leverage), Var 19 (ratio of total debt), Var 20 (cur-
rent ratio), Var 21 (insurance reserves adequacy ratio) and Var 23 (debt load factor).

Determining an orientation of financial conglomerate allows us to organize the results and identify what
indicators deepened internal instability of each group of financial conglomerates. This approach allows to
assess the impact and the strength of each of analyzed factors, using the method of structural analysis.

During crisis there is a need to establish the main factors of instability that triggered its occurrence and
spread on the financial markets. Expanding cooperation between financial institutions and the emergence of
integrated financial intermediaries not only define the main directions of further development of the finan-
cial market but also identify the impact of structural relationships between all participants. In terms of con-
glomerate, a newly created association as a single system can be considered a combination of various mem-
bers of the financial market can be considered.

Thus an adequate model of structural analysis in relationships between components of the financial con-
glomerate in determination of deviations which performance the integrated provoking mediator spreading of
financial instability is developed.

The effective tools in identifying relationships between elements of a complex system that allows you not
only to quantify and formalize causal dependence of economic indicators on the basis of regression analysis,
but also to realize the factor analysis and examine the adequacy of the constructed model of structural analy-
sis and test the statistical significance of the parameters in modeling structural equations. It is proposed to
implement causal modeling-based software system Statistics. The information base simulation exercising
causal relationships among financial conglomerate are the financial indicators (and reject) in the context of
the insurance sector, banking and investment sector for the period from 2008 to 2014.

The formalization model of structural analysis in relationships between components of macroeconomics
involves the implementation of this sequence of stages:

1. Detecting the priority factors of instability using the method of principal components.
2. Detecting the multivariate regression between endogenous and exogenous variables model (on which

structural equation were constructed) and make their economic interpretation.
3. Evaluation of relevant factors influencing the volatility and construction of conglomerate matrix-

reflectors; check the adequacy of constructed model based on indexes uncentrality and compliance with
covariance matrices of initial data and converted as a result of structural analysis.

4. Analysis of the stability of structural analysis model based on the characteristics of the elements of the
matrix-reflector.

It is proposed to prioritize the elements of performance evaluation system by principal components of FC
(financial conglomerate) and conduct their structural analysis. As the input data 12 indicators of the bank
(BANK1  BANK12) and 12 of the financial performance of insurance companies (INS1  INS12) mem-
bers of the 25 conglomerates represented in the domestic financial market were selected. The presence-absence
of representatives of the investment sector (INV) as a part of a financial conglomerate affects binary variables
(1 or 0).

Implementation of these steps on the example of a financial conglomerate of the group Privat :

Stage 1. Prioritization and performance evaluation of the elements of conglomerates. Thus, the group
Privat  and investment companies only, it is necessary to determine the degree of

importance of selected characteristics of banking performance component. As this phase it is offered to ap-
ply the method of principal components, the practical implementation is realized in a package Statistics
(Figure 7).



Figure 7. Results of prioritizing performance assessment as a

Based on Figure 7 (the closer the value of factorial coordinates, taken in magnitude to the unit value, the
more important figure in question), we can conclude the following sequence includes a performance evalua-
tion component of the banking group Privat :

1) BANK 12  financial leverage;
2) BANK 8  equity multiplier (EM);
3) BANK 9  the ratio of equity to total liabilities.

Thus, based on a detailed analysis of the results of the method of principal components  a summarizing the
most influential factors considered the elements of conglomerate was held (Table 2).

Table 2. Results of systematizing the priority items in performance evaluation of financial conglomerates

Bank (BANK) Insurance company (INS) Investment market
(INV)

Private* 2 3 1 - - - - - - - - - - - -
Prominvest* 2 1 3 4 2 1
Alfa Ukraine* 1 2 3 4 3 1 2
Delta Bank* 1 2 3 1 2
Credit-Dnepr* 5 2 1 3 4 6 - - - - - - - - - - - -
Renaissance (PUMB)* 3 1 2 1 3 2 -
Arcade** 4 3 1 2 1 2 3
Diamond* 2 1 3 5 6 4 - - - - - - - - - - - -
RZB-UNIQA** 1 3 2 2 3 1 -
BNP Paribas** 2 1 3 2 1 3
ING* 2 1 4 3 1 3 2 -
SEB** 1 3 4 2 1 3 2 -
Number of instances, including 7 6 6 2 2 1 2 7 4 2 1 6 2 4 3 3 2 3 4 1 1 2 0 1
Bank-oriented 4 4 6 1 1 0 1 4 4 2 1 4 1 2 2 1 1 0 3 1 1 1 0 1
Insurance-oriented 3 2 0 1 1 1 1 3 0 0 0 2 1 2 1 2 1 3 1 0 0 1 0 0

Note: *  bank-oriented conglomerates; **  insurance-oriented co -
number from 1 to 6  rank indicator;

BANK 1  assets of the bank; BANK 2  volume of bank commitments; BANK 3  the amount of liabilities; BANK 4  equity;
BANK 5  the financial results; BANK 6  ROE (return on equity); BANK 7  ROA (return on assets); BANK 8  ME (multiplier
of equity); BANK 9  equity/liabilities (ratio of equity to total liabilities ); BANK 10  equity adequacy; BANK 11  coefficient of
activity in involvement of borrowed funds; BANK 12  financial leverage;

INS 1  assets; INS 2  equity; INS 3  liabilities; INS4  gross  premiums;  INS 5  gross payments; INS 6  insurance reserves;
INS  7  coefficient of total debt; INS8  coefficient of current liquidity; INS9  coefficient of adequacy of reserves;
INS 10  coefficient of business activity; INS11  coefficient of debt burden; INS12  coefficient of losses.

The presence-absence of representatives of the investment sector (INV) as a part of a financial conglomerate
affects binary variables (1 or 0).

Analysis of Table 2 allows to draw conclusions:



1. The main characteristics of bank-oriented and insurance-oriented conglomerates are: BANK 1  assets;
BANK 2  liabilities; BANK 8  EM; BANK 12  financial leverage (evaluation of banks).

2. Specific indicators of bank-oriented conglomerates are indicators such as BANK 3  liability;
BANK 9  equity / liabilities (evaluation of the bank) and INS 7  coefficient of total debt (evaluation of
insurance companies).

3. Defining terms of insurance-oriented conglomerates are INS 2  equity;  INS  4  gross premiums;
INS 6  insurance reserves (characteristics of the insurance company).

Stage 2. Structural analysis of the relationship between the elements of conglomerates. At this stage, the
system of structural equations (equations system paired regression relationship between the levels of devel-
opment of the banking and investment conglomerate components and their performance characteristics) is
constructed. For this latent variables are introduced: BANK  level synthesis of performance evaluation in
terms of the functioning of the bank group Privat , INV  level performance characteristics of the invest-
ment market. Since this conglomerate is bank-oriented, so it can be considered as an endogenous variable
exactly generalizing the level of performance evaluation of the functioning of the bank. The results of the
structural analysis arre presented in Figure 8.

Figure 8.

Based on the parameters used in Figure 8, authors write econometric models of the relationship between
elements of group Privat :

BANKINV
INVINV

BANKBANK
BANKBANK
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The analysis of the equation (1) suggests: indicators BANK 8  EM and BANK 12  financial leverage have
a positive impact on important summary measure evaluating the level of the bank as part of a conglomerate
unlike index BANK 9  equity / liabilities, whose influence is negative. In addition, the investment market
relationship between the level of development of the market and its assessment index also has a positive
sign that its growth is accompanied by an increase in effective signs. Turning to the analysis of the relation-
ship between the bank and the investment market bank-oriented conglomerate considered as items,
we note that the relationship is inverse, that increased levels of the banking component of 1% is accompa-
nied by a reduction of investment at 0.104% and vice versa.

The adequacy of the reduced system confirmed by criteria of Stinger-Lind, Mcdonald, gamma- index, actual
values are displayed on Figure 9.



Figure 9.

Thus, based on a detailed analysis of the results of structural analysis a generalization of quantitative esti-
mates and trends was conducted. Assessment of conglomerates is presented in Table 2.

Table 2. Assessment of the relationship of financial conglomerates and financial market development
by using structural analysis

Conglomerate

Privat*

Prominvest*

Alfa Ukraine*

Delta Bank*

Credit-Dnepr*

Renaissance (PUMB)*

Arcade**

Diamond*

RZB-UNIQA**

BNP Paribas**

ING*



SEB**

Note: *  bank-oriented conglomerates; **  insurance-oriented conglomerates.

Stage 3. Evaluation of relevant factors influencing the unstable conglomerates. At this stage, there is a need
to build a matrix-reflector, based on which we can determine whether exercise decisive influence on the
stability of the conglomerate relevant performance characteristics forms its elements; which is a quantifica-
tion of the said impact. The closer the matrix elements reflecting zero, the less sensitive resistance conglom-
erate is considered when a certain indicator of its theoretical limit possible limits.

Thus, based on a detailed analysis of the results of the method of principal components, summarizing the
most influential factors of considered elements Was held an assessment of system conglomerates, is offered
to bring in tabular form (Table 3).

Table 3. Results of systematization in the evaluation of relevant factors influencing on the instability
of conglomerates

Bank (BANK) Insurance company (INS)
Investment

market
(INV)

Privat* +

Prominvest* + + + + + + +

Alfa Ukraine* + + + + + + + +

Delta Bank* + + + + + +

Credit-Dnepr* + + + + + + +

Renaissance
(PUMB)*

+ + + + + +

Arcade** + + + + + + + +

Diamond* + + + + + + +

RZB-UNIQA** + + + + + +

BNP Paribas** + + + + + + +

ING* + + + + + + +

SEB** + + + + + + +

Note: *  bank-oriented conglomerates; **  insurance-oriented conglomerates.

Stage 4. Calculation of indicators of financial instability conglomerates. It is proposed as this indicator
module adopt determinant of the matrix reflecting defined in the previous step in the context of each of the
conglomerates considered using MOPRED in MS Excel. adjusted by a factor that allows you to bring the
resulting value to range from zero to one and submit the resulting value in percentage terms. Results re-
ceived for illustrative calculations will result in tabular form.



Table 4. Assessment of the relationship of financial conglomerates and financial market development by
using structural analysis

Conglomerate Evaluation of instability%
Privat* 64.20
Prominvest* 51.84
Alfa Ukraine* 68.58
Delta Bank* 15.36
Credit-Dnepr* 45.53
Renaissance (PUMB)* 91.56
Arcade** 56.31
Diamond* 44.20
RZB-UNIQA** 35.68
BNP Paribas** 10.88
ING* 81.63
SEB** 43.58

Note: *  bank-oriented conglomerates; **  insurance-oriented conglomerates.

The analysis led to the conclusion that insurance-oriented FC presented in the financial market of Ukraine are
more stable.
is because financial intermediaries such integrated bancassurance are mostly foreign companies and have a more
developed system of risk management based on the principle of detection of instability inside the structure in the
early stages and significant financial support from the parent company. Index volatility of bank-oriented FC is in

 of allfinanz type overcome the
crisis, experiencing significant losses. The group includes system-

-
conomic and political conditions, such results are quite reasonable.
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