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Abstract

Financial services market (FSM) is one of the effective mechanisms for ensuring the
competitiveness of the country’s economy. It is precisely because of its ability to direct
investment flows into the most attractive segments of the economy, and the FSM de-
velopment can contribute to economic growth. Accordingly, today it is important to
strengthen the financial services market in Ukraine. For this purpose, it is necessary
to study the current state, identify problems and determine the main directions of its
development in a timely manner.

The article investigates the financial services market in Ukraine, which is unstable,
characterized by a significant outflow of financial resources, and underdeveloped fi-
nancial intermediaries. FSM deterioration was also influenced by factors such as: fi-
nancial crisis, sharp exchange rate fluctuations, military conflict, decline of the coun-
try’s economy, etc. Negative consequences of the events in the country were reflected
even in a quite developed banking system. The focus is on the lack of financial culture
in society, which is due to low deposit activity, high level of non-repayment of loans,
lack of confidence in the new tools, and the introduction of new products in the finan-
cial services market. However, the development of the country as a whole is impossible
without a strong financial services market.

It is noted that one of the important conditions for the FSM development and the
effectiveness of macroeconomic tasks entrusted to it is the formation of an effective
mechanism of the financial market state regulation. Such a mechanism should include
both elements of state regulation and self-regulation of the financial services market.
Accordingly, the formation of indicators aimed at assessing the impact of state regula-
tion on the development of the financial services market becomes relevant.

The article examines the implementation of state regulation in financial services markets,
analyzes the activity of the FSM state regulation in Ukraine and the control function effec-
tiveness, considers the dynamics of the main indicators of the financial services markets

development in Ukraine, and analyzes the level of financial services markets development.

control, supervision, financial services market, Ukraine
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INTRODUCTION

The financial services market (FSM) is the coordinator of the entire
financial system, it is the sphere of relations through which financial
resources move, and which is a mechanism for increasing the com-
petitiveness of the country’s economy. Well-developed legal regula-
tion principles by state regulators are the basis of the financial services
market effectiveness.

State regulation of the FSM functioning in Ukraine is characterized
by a number of shortcomings, among which the most important are
the unclear distribution of state regulators’ powers and inconsis-
tency of their competence, the lack of a unified system of influences.
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Supervision and control in the financial services market should be maximally harmonized based on the
unity of the capital market and the need to unify operations with financial institutions.

On the way toward the European Community, creating an effective legal mechanism for regulating the
financial services market is one of the key tasks of the modern Ukrainian society. Today in Ukraine,
FSM shows negative trends of development, which are caused by the complicated conditions of doing
business in the financial sector of the country. The tense political situation in Ukraine, instable eco-
nomic principles of functioning of the whole economic complex, external aggression and a number of
other destructive causes resulted in a turbulent environment of financial institutions and the financial
services market in general. The outlined reasons do not allow us to form a stable and solid platform for
its further development. Such a situation not only requires the FSM research, but also the application of
new scientific approaches to assessing the current state of this market.

1. LITERATURE REVIEW

To ensure the financial market development as a
key sector of the economy and protect its partici-
pants, it is important to create an effective mecha-
nism for its regulating. Of particular importance
is constructing a system of interconnections be-
tween financial institutions in performing their
functions, which determines the effectiveness of
the financial market functioning.

Many authors considered the issues of state regu-
lation and control over the financial services mar-
kets. Blank, Bacho, and Blicharz (2009), Wajda
(2009), Wierzbowski and Wiktorowska (2009),
Vnukova, Klymenko, Kuznietsova, Levchenko,
Masliaieva, Mishchenko, Naumenkova, Poiedynok,
Poliukhovych, Prykhodko, Savchenko, and
Khodakivska are among them. But today the ques-
tion of unification of the control and supervision
system in the financial services markets is becom-
ing relevant. More importantly, inconsistencies are
seen in control and supervision, which are impor-
tant elements for the formation of common princi-
ples of legal regulation in financial services markets.

Siomchenkov and Kuzmenko (2012) emphasize
that the necessity of creating an effective mecha-
nism for regulating the financial market was in-
fluenced by the global financial crisis, which nega-
tively affected the financial system of the country;,
in contrast to most of the states that were able to
contain negative effects of the crisis. The authors
believe that the reason for this was the lack of
preparedness of state bodies in a timely manner
and to effectively apply the necessary measures of
influence.
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The analysis of the main approaches to the pe-
culiarities of the state regulation of financial
services markets in the EU countries shows the
lack of a unified model of state regulation and
a large variety of approaches to the competence
and powers of the state regulator depending on
the country. As Davies (2008) points out, each
EU country has its own, distinct, financial regu-
latory structures.

As the world experience shows, the financial ser-
vices market is effectively developing when the
principle of optimality of state regulation is taken
into account: the state regulates the market par-
ticipants’ activities only in cases where it is abso-
lutely necessary, in other cases it delegates some
of its powers to professional market participants
that are united in self-regulatory organizations
(Blyzniuk & Ivaniuta, 2017).

In world practice, various models of the securi-
ties market regulation, depending on the subject
of regulation and the degree of regulation rigid-
ity (USAID, 2017), are distinguished. To date, two
models of the securities market regulation have
successfully operated.

1. Models with the established system of the se-
curities market regulation by state authorities:

o regulation is handled by a separate govern-
ment body - a commission or agency (United
States of America);

« regulation is carried out by a single regula-
tor of the financial market - megacontrol
(Germany, Singapore);
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o division of regulatory functions between sev-
eral departments (UK, Belgium).

2. Models based on the transfer of maximum
powers to self-regulatory organizations.

Most authors believe that the most optimal vari-
ant for developing the state regulation mechanism
in the financial sphere is the creation of a separate
megaregulator. The benefits of such a model include:
consolidation of responsibility for regulatory activ-
ity by one government body, uniform (unified) ap-
proach to supervision and regulation of all market
participants, simplification and reduction of their
reporting, a single information database of financial
institutions, etc.

The creation of a mega-regulator can build a power-
ful center for regulating financial services markets
in Ukraine, eliminate the conflict of interest within
the National Bank of Ukraine and bring the country
to a new level of state regulation of markets.

Some warned about what they called a regulatory
avalanche, suggesting that regulations were costly
to implement, that complex regulations adversely af-
fected the entry of smaller enterprises into the finan-
cial services sector, and that regulators should avoid
hasty actions in the wake of crisis. Others empha-
sized that regulation might be costly but that it was
also necessary, and that overall costs of regulation
would be less than costs of crises they helped avert.
Financial liberalization without proper regulation
against external shocks could have far-reaching ef-
fects, particularly for developing countries. Hence,
there was a need for effective/appropriate regula-
tory/institutional frameworks. A vibrant financial
services market and effective regulation were two
sides of the same coin (Report of the expert meeting
on trade and development implications of financial
services and commodity exchanges).

Particular attention should be paid to the latest state
of the global market, fluctuating in functional and
institutional aspects, characterized by constant dif-
ferentiation and diversification of individual seg-
ments. The market is not always able to provide
an efficient allocation of resources and to produce
the required quantity of benefits (Levchenko &
Ostapenko, 2016). Therefore, under economic un-
certainty and financial turbulence in the financial

services market, it is extremely important to define
the effective management indicators.

Every other financial crisis offers its insights into fi-
nancial market activities. For example, the statutory
instrument adopted on July 21, 2010 (Dodd-Frank
Wall Street Reform and Consumer Protection Act,
2010) in order to reduce risks of the American finan-
cial system, is considered to be the most significant
change in US financial regulation since the Great
Depression. The law has significantly changed the
activities of federal authorities that regulate the fi-
nancial services provision, as well as created an addi-
tional body of financial regulation - the Supervisory
Board of Financial Stability.

As a result, the bill, and more precisely Volcker rule,
helped solve the main problem of the US banking
system in 2008-2011 - to reduce systemic risks that
could lead to a recurrence of the 2007-2008 crisis
situation. On the other hand, the bill was the main
reason why the largest American banks failed to re-
turn their capitalization to crisis rates.

If you look at the major issuers of Dow Jones 30 and
S&P500, then almost all companies have reached
their historic highs for share value. The American
banks, on the contrary, are the only ones who have
not been able to reach this mark, unlike individual
subjects. Today, American regulators are reviewing
changes to Volcker rule.

The European Commission intends to take Volcker
rule as a basis for reforming and take measures to
restrict high-risk operations of banks using their
own funds. Already in 2018, a prohibition on pro-
prietary trade may come into force in the EU for
leading European banks. Thus, the regulators want
to protect the EU financial system from shocks sim-
ilar to the 2008 financial crisis.

The purpose of this article is to study the problem

areas of regulation in the form of control in finan-
cial services markets.

2. RESEARCH FINDINGS

One of the main tasks of financial markets state
regulation is the distribution of functions of au-
thorized bodies in the financial services markets.
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It is necessary to consider the existing legal reg-
ulation of financial services markets within the
framework of state regulation. State regulation of
financial services markets in Ukraine is ensured
through the implementation of the following ba-
sic laws and legislative acts: the Law of Ukraine
“On Financial Services and State Regulation of
Financial Services Markets” No. 2664-III as of
July 12, 2001; the Provision “On the National
Commission, which carries out state regulation in
the field of financial services markets”, approved
by the Decree of the President of Ukraine No. 1070
dated November 23, 2011; Law of Ukraine “On
Securities and Stock Market” No. 3480-IV of
February 23, 2006; the Law “On State Regulation
of the Securities Market in Ukraine” No. 488 as of
October 30, 1996; the Provision “On the National
Commission on Securities and Stock market” ap-
proved by Decree of the President of Ukraine
No. 1063 dated November 23, 2011; the Law “On
the National Bank of Ukraine” No. 679 as of May
20, 1999; the Law “On Banks and Banking” No.
2121 of December 7, 2000.

Ukraine-EU Association
Agreement

The modern state regulation of the financial ser-
vices market in Ukraine is provided by three
authorized bodies: the National Commission,
which carries out state regulation in the field of
financial services markets (National Financial
Services Commission), the National Securities
and Stock Market Commission (NSSMC), and
the National Bank of Ukraine (NBU). Also,
the regulatory bodies are the Antimonopoly
Committee, the State Financial Monitoring
Service and the Deposit Guarantee Fund of in-
dividuals who do not intend to manage the fi-
nancial services market, but can exercise and do
exercise regulatory powers with respect to them,
the nature of which is determined by the func-
tional direction of the body. However, according
to Klymenko (2014), as the functioning of these
markets testifies, the Antimonopoly Committee
of Ukraine does not take an active position on
this issue. NBU makes a decision on withdrawal
of a banking license and liquidation of the bank
on the proposal of the Deposit Guarantee Fund
of individuals.

R

Ukraine's strategy 2020

IMF Memorandum —»

Comprehensive program of Ukrainian

financial sector development till 2020

Achieving the EU level and requirements for financial sector development

Sustainable development of the financial sector

A

Ensuring stability and
dynamic development
of the financial sector

of financial sector regulators

C

Protecting the rights
of financial service
consumers and investors

Achieving macroeconomic stability

Solving past problems

e - -

Note: NBU Resolution on Approval of the Comprehensive Program for the Development of the Financial Sector of Ukraine till 2020.

Figure 1. Comprehensive program measures
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Poliukhovych (2012) gives a classification of the
NSSMC functions, which in our opinion is general,
and can be applied both to the National Financial
Services Commission and to the NBU, taking
into account the specifics of the FSMs’ sectors.
In our opinion, if the implementation of norma-
tive activity and carrying out certain operations
result in differences in the powers of state bodies,
then supervision and control in the financial ser-
vices market should be maximally harmonized,
based on the solidarity of the capital market and
the need to unify the transactions with financial
institutions.

Today, there is a strong need for strengthening the
interconnections between supervisory and regula-
tory bodies. In some EU countries, this need has
led to the creation of a single state supervisory body
that is responsible for activities in various financial
sectors (Karachentseva & Karachentsev, 2009).

Under European integration processes in Ukraine,
the adaptation of legislation to European stan-
dards has begun. One of the steps is the adoption
by the Verkhovna Rada of Ukraine on September
16, 2014, of the Law of Ukraine No. 1678-VII “On
Ratification of the Association Agreement be-
tween Ukraine, on the one hand, and the European
Union, the European Atomic Energy Community
and their Member States, on the other hand”.

This agreement has given rise to the beginning
of the Ukrainian FSM reforming. The choice of
a European model for the financial sector devel-
opment in Ukraine, which could provide sustain-
able economic development and a competitive
market environment, required a systematic solu-
tion to the accumulated problems, among which
are the following: ensuring proper protection of
the rights of consumers and investors of financial
services; ensuring financial stability and dynam-
ic development of financial services markets in
Ukraine; and development of institutional capac-
ity of Ukrainian FSMs’ regulators. As a result, the
Comprehensive Program for the Development of
the Financial Sector of Ukraine until 2020 was ad-
opted. The main measures are shown in Figure 1.

According to the program, the features of system-
ic problems in the financial sector of Ukraine are
identified:

a sharp increase in the proportion of prob-
lem assets in the balance sheets of banks — the
share of problem loans in the banking sector
increased from 12.9% in early 2014 to 24.7% at
the end of the Q1 2015;

significant outflow of deposits from the bank-
ing sector: — “-” 45.4% for 2014 and the Q1

2015 for foreign currency deposits, and - “-
17.9% for hryvnia deposits;

tough administrative measures (including de-
posits withdrawal, currency exchange trans-
actions) introduced in connection with the
deployment of a military conflict and an eco-
Nnomic crisis;

high dollarization of loans and deposits -
55.9% and 53.4%, respectively, at the end of
the Q1 2015;

unbalanced base of assets and liabilities of
banks: the loans to deposits ratio reached
a peak of 226.7% in 2009 and amounted to
158.8% at the end of the Q1 2015;

from the QI 2014 to the Q2 2015, 47 banks,
including one systemically important bank,
were declared insolvent;

insufficient size of own and regulatory capi-
tal of banks due to deterioration in the qual-
ity of loans and other assets and formation of
reserves for active operations from the begin-
ning of 2014;

exodus of large European players from
Ukraine; after the 2008-2009 crisis, about
10 European banks sold their daughter
banks in Ukraine or stopped their retail
business;

the absence of initial public offering (IPO) of
shares of Ukrainian companies on local and
foreign exchanges during 2013-2014;

a decrease in the volume of trades on domestic
exchanges (except government bonds) by 38%
in 2014, to UAH 76 billion, including trading
in stocks and derivatives by 46%, to UAH 36
billion;
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Table 1. Implementation of the Comprehensive Program for the Development of the Financial Sector

of Ukraine until 2020

. . ‘January 1, June 1
Indicator . Calculation % 201; 0177 Plan for 2020
Consumer inflation VZConsumer price index - 249% 135% :5%+1pp
: According to provisions of the
: : i economic program within the
Foreign reserves level (USD bln) 7.5 176 \MF Agreement on the Extended
,,,,, S s im2NCIAl Mechanism (EFF)
Level of cash in the economy :gc_ccolgdpirgtgg the method, MO~ 1780, = 140, Not exceeding 9.5%
7777 VEShareofcashlesstransactions - -
¢in the total volume of : ;
Cashless settlements level transactions using payment 25.0% 38.4% 55%
7777777777 i cards
: Ratio of POS-terminals to ;
Number of POS-terminals i population (thousand units/ 4.7 54  i11.0
77777 imin people) I T
ég\llgrli;);tli%insré@ depé%i% According to the method 74'6.717%” 462% ) U@Igr 497%
Level of nominal rates for new According to the method 23.5% i 13.7% i Notexceeding 12% per annum
loans in national currency B I T
Capital adequacy level :’é%clﬁ:gimngr:g Basel Il 15.6% i 12.7% 8% or higher
Herfindahl-Hirschman . 4 s es 0710 800 or haher
concentration index for assets ;Accordlng to the method - 56565 9710 N 809 Qr hrlgherr -
:_g:r?ss)—to—deposits ratio (gross According to the method i 156% i 127% i Notexceeding 110%
Level of insurance penetration SAhcacrcgrg;né;[t)oPthe method, 1.7% i 1.5% 0.9% or higher
Technical reserves of insurers Fniﬂ?e?sf {gcch;rslc)al reserves of 0.7% i 0.6% :0.4% or higher
Pension savings of population Egg&g{igmg%]g;vmgs of 1 02% . 02% 01%or higher
Assets of the 2nd pillar of the ‘ Cor o
pension system Assets-to-GDP ratio 3 ”0‘7’/70 i 0% =
Public ICI assets : Public ICl assets-to-GDP ratio i 0.002% : 0.002% :10% or higher

Note: Compiled based on NBU and Ukrainian Association of Investment Business data.

o low and unchanged share of insurance com-
panies in the financial sector structure during
2008-2014 - from 2.6% to 3% of the total — the
low level of assets of the pension system at UAH
2.5 bln, or 0.2% of GDP at the end of 2014.

Some data regarding the implementation of the
Comprehensive Program for the Development
of the Financial Sector of Ukraine until 2020 are
shown in Table 1.

Positive trends in the financial sector can be ob-
served, but the dynamics of individual indicators
shows a lag behind the overall trend.

As part of the financial sector reform in Ukraine
and the implementation of the “Comprehensive
Program for the Development of the Financial
Sector of Ukraine until 2020” developed by rep-
resentatives of the financial and banking mar-
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ket regulators, the following issues are critical:
reducing the number of state supervision bod-
ies, deregulation and reducing the number of
points of contact between business and the state,
as well as the introduction of regulatory models
with functions of controlling bodies in accor-
dance with EU standards and the Association
Agreement between Ukraine and the European
Union.

It is urgent for Ukraine to create a single integrated
mega-regulator, which would individually over-
see and regulate the financial sector as a whole
on the one-stop-shopping principle. Germany
and Austria are an example. Many experts believe
that future belongs to the integrated supervision
that allows regulating closely related markets as
a whole by applying effective approaches to risk
analysis based on cross-sectoral micro-prudential
and macro-prudential supervision.
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However, the creation of a mega-regulator is, to-
day, a rather cardinal and virtually incredible step
for Ukraine, since the NBU, the NSSMC and the
National Financial Services Commission are not
yet ready functionally for this. But even the first
step regarding the distribution of functions of the
National Financial Services Commission between
the NBU and the NSSMC is a positive one towards
consolidation and increasing the effectiveness of
the financial sector supervision.

The draft law “On amendments to certain legisla-
tive acts of Ukraine regarding the consolidation of
the state regulation functions of financial services
markets” provides that the powers of regulation
and supervision over insurance and leasing com-
panies, credit unions and other non-bank credi-
tors, credit bureaus, pawnshops and other finan-
cial institutions will be transferred to the NBU;
and over non-state pension funds, issuers of mort-
gage certificates, funds for construction financing
and real estate agencies — to the NSSMC. The indi-
cated division of powers is quite logical in view of
the regulatory actors and the respective regulators
functionality.

It should be noted that the decrease in the number
of regulators is always perceived by the business
positively, as it uniquely leads to the unification of
approaches and rules of regulation in the relevant
markets.

In order to improve the system of FSM state regu-
lation, it is necessary to formulate a procedure for
assessing the regulators’ performance, both cen-
tral and territorial branches, which will make it
possible to monitor the state regulation system
both in separate regions and in Ukraine in general,
taking all subjects’ interests into account.

The quality of the state regulation influence in-
volves determining the quality of the impact of
state regulation on the financial market and its seg-
ments, as well as on functional shares: number of
entities, capital adequacy, solvency, level of risk, etc.

It should be borne in mind that the main criteri-
on among these is the level of activity of the FSM
state regulation, as it characterizes the effective
practical implementation of tools for direct influ-
ence of this mechanism. The level of state regula-

tion activity (L, ) is expedient to determine as the
geometric mean of the growth rates of indicators,
reflecting the intensity of the regulatory tools use.
Taking into account the available statistics, such
indicators are as follows: the number of regula-
tory documents developed and adopted by the
relevant regulator, the number of licenses issued
in the period of inspections, and impact mea-
sures taken according to these inspections’ results.
Consequently, the formula for the calculation is as
follows (1):

L, =4TTIT, 0
where T - growth rate of the regulatory acts de-
veloped and adopted, 7, - growth rate of the li-
censes issued, 77 - growth rate of checks made,
T - growth rate of impact measures taken ac-
cording to the checks’ results.

At the same time, the level of government regula-
tion can be characterized as active if the effective
indicator is more than 1; if its value is less than
1, then in this period there is a decline in activ-
ity in relation to state regulation of the financial
services market. It should be noted that the cal-
culation of this indicator plays an important role
in the formation of state regulation policy, since
it provides an opportunity to reconcile aspects
such as the quality of government regulation and
the level of the financial services market develop-
ment. Unfortunately, today, when analyzing the
development of the domestic financial services
market, an indicator of the level of state regula-
tion activity is not considered and is not taken
into account, although it would provide fairly ob-
jective information on the frequency and effec-
tive use of a regulatory instrument. In order to
calculate the level of the effectiveness of checks
carried out for observance by the FSM subjects
of the current legislation - the effective imple-
mentation of the control function - it is possible
to use the ratio of impact measures taken to the
number of checks (2):

1
EC = ;9 (2)
where £ - effectiveness of the control function
implementation, / - number of impact measures

taken, V' — number of checks made.
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Table 2. Application of instruments of the mechanism for state regulation of the financial services

market in Ukraine for 2012-2016

Year

Type of regulation tool

| 2012 2013 2014 2015 _ 2016

Growth rate %, 2016 to

2012 2013 2014 2015
Insurance market
Regulatory acts adopted 5 2 4 8 5 0.00 150,00 = 2500 3750
Licenses issued 110 0 204 168 260 | 248 - 12545 - 21.57 - 4762 = -4.62
Checks made 65 138 138 32 . 68 462 5072 5072 11250
Measures of impact implemented 336 430 . 225 © 430 488 4524 1349 . 116.89 13.49
Market of services of financial companies
Regulatory acts adopted 3 2 47 11 266,67 . 450.00  175.00 - 5714
Licenses issued S 59 £ 119 © 68 102 : 45 -23.73 © -62.18 : -33.82 @ 5588
Checks made 94 147 8 16 38 5957 7415 = -53.09 13750
Measures of impact implemented = 317 = 195 . 483 . 71 . 93 . —70.66 = -52.31 : -80.75 . 30.99
Non-state pension support market
Regulatory acts adopted 1 0 2 3 3920000 . - 5000 - 000
Licenses issued S5 0 T 0 ¢ 0 ¢-10000: - :-10000 : -
Checks made S 9 126 25 0 ¢ 10 ¢ 1111 ¢ -61.54 : —60.00 : -
Measures of impact implemented . 24 13 25 1 4 -8333 . —69.23 . -84.00 = 300.00
Total for non-bank financial services market

Regulatory acts adopted 9 4 10 18 19 11111 37500 90.00 - 556
Licenses issued © 174 323 ¢ 237 & 362 293 68.39 © -9.29 : 23.63 : -19.06
Checks made 168 311 244 48 ¢ 116 ¢ -30.95 : —62.70 : -52.46 : 141.67
Measures of impact implemented 677 © 638 . 733 . 502 = 585 . —1359 . -831 . -20.19 16.53

Note: Compiled based on the annual reports of the National Financial Services Commission.

Based on the calculation of the effective imple-
mentation of the control function, it is possible
to determine the appropriateness and effective-
ness of supervisory activities by the relevant
regulator. Control function effectiveness, taking
into account that it helps to identify the facts of
abuse, violation of the legislation in the field of
money laundering, and the instrument of influ-
ence - to fill the budget, will be provided when
the number of checks will be less than the num-
ber of impact measures taken, that is, this indi-
cator should be more than 1. This can be inves-
tigated through the example of one of the state
regulators, in particular, the National Financial
Services Commission. Output data for analysis
are shown in Table 2.

As can be seen from the table, the largest number
of normative legal acts developed and adopted by
the State Commission for Regulation of Financial
Services Markets was observed in 2016, due to
the beginning of the crisis in the financial system.
Thus, in 2016, 19 regulatory documents were ad-
opted, which is almost twice as much as in 2012.
Accordingly, the bulk of the Commission’s legis-
lative activity in 2016 was aimed at the market
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of services of financial companies. At the same
time, the number of regulatory documents in the
context of FSM segments varies depending on
the peculiarities of their formation and develop-
ment. With regard to licensing, the largest num-
ber of licenses was issued in 2015 — 362, which is
explained by the high rate of development of the
insurance market and the credit co-operation
growth. In 2016, only 293 licenses were issued,
which is almost 20% less than in the previous
year. During the period under review, the largest
number of inspections was carried out in 2013.
This is primarily due to an increase in the level
of control over the FSM subjects and the grow-
ing dynamics of increase in the volume of ser-
vices provided by them. A fairly large number of
violations detected in the financial services pro-
vision were observed in 2014, but in recent years
the need for regulatory influence has diminished.
So, in 2016, only 585 measures of influence were
taken, which is almost 17% less than in 2012. The
decrease of this indicator is explained by the fact
that the activities of state inspectors are aimed
not only at identifying violations, but also pro-
viding explanations for their elimination and
prevention.
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Table 3. Analysis of the state regulation activity of the Ukrainian FSMs and the effectiveness of the

control function implementation in 2013-2016

. Year Growth rate, 2016 to

Indicator ; ; ;
2013 2014 2015 2016 2013 2014 2015
State regulation activity level 0.42 0.37 0.39 0.22 —-47.22 -39.19 -42.39
Control function effectiveness 0.44 0.13 0.38 0.12 -73.42 -11.91 -69.68

The results of the calculations of the FSM state reg-
ulation activity in Ukraine and its control function
effectiveness for the period 2012-2016 are present-
ed in Table 3.

The study of the FSM state regulation activity
shows that the activity of the FSM state regulation
by the National Financial Services Commission af-
ter is rather low. So, if in 2013 the average growth
rate of the Commission’s activity in the main di-
rections was 0.42, then in 2016 it was only 0.22. The
control function effectiveness for the period under
study is reduced, and in 2016 it is 0.12, which is
almost 70% less than in 2013. This trend is due to
the formation and improvement of the relevant
legislative and regulatory framework for the reg-
istration and licensing of financial market entities,
the procedure for compiling and reporting; carry-
ing out the appropriate advisory work on prevent-
ing violations of current legislation. Consequently,
the entities of the financial services market them-
selves began to organize and carry out their activ-
ity more effectively, without allowing a significant
breach of regulatory requirements.

An important role in assessing the effectiveness of
the state regulation mechanism is played not only
by the level of its activity and the control function
effectiveness, but also by determining the quality
of the influence of state regulation on the domestic
FSM development.

With regard to the main trends in the development
of financial services markets, which are controlled
by the National Commission for the Regulation of
Financial Services Markets, then the growth of the
number of relevant market subjects, an increase
in their assets and services rendered may be the
main indicators of development.

Table 4 provides the main indicators for the finan-
cial services markets development for the 2012-
2016 period.

The analysis of indicators in the context of finan-
cial services markets has shown that this segment
has been dynamically developed. Thus, the num-
ber of financial institutions in 2016 amounted to
1,645, which is 7% more compared with the begin-
ning of the analyzed period. This tendency is due,
in the main, to a significant FSM expansion. In to-
tal, the number of financial companies in 2016 is
650, which is twice as much as in 2012. The num-
ber of companies in other markets during the ana-
lyzed period decreased.

The number of insurance companies in the market
decreased by 25% compared to 2012, and in 2016
it was 310 units. Total assets of insurance compa-
nies increased during the analyzed period, and in
2016 they were almost equal to the 2012 indicator.
This is caused by a number of problems that hin-
der the insurance market development in Ukraine
and do not provide for disclosure of its potential
for economic growth. In particular, low interest in
insurance, due to low solvency of the population;
underdeveloped life insurance and health insur-
ance; insufficient capitalization and low liquidity
of insurers; low investment activity of insurance
companies; distrust of insurers, etc.

In 2016, there were 64 non-state pension funds,
and for the period under study their number de-
creased by almost 32%. The analysis of quantita-
tive indicators of non-state pension funds activity
in Ukraine shows the gradual development of this
segment, but quantitative growth at this stage of
the NPF development is not accompanied by sig-
nificant qualitative changes in the area of pension
support for the population. After all, despite the
fact that 15 years have passed since the legislative
changes of 2003, the influence of this component
of the pension system on the standard of living of
pensioners is still low. Awareness of the popula-
tion, low wages, distrust of citizens to such institu-
tions, and shadow economy restrain further devel-
opment NPFs in Ukraine.
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Table 4. Dynamics of main indicators of Ukrainian FSM development for 2012-2016

. Year Growth rate %, 2016 to
Indicator T 7 i
2012 2013 2014 2015 2016 2012 : 2013 : 2014 : 2015
Insurance market
Total number of : : : : : :
insurance companies, 414.0 407.0 382.0 361.0 310.0 : -25.1 : -23.8 . -18.8 . 141
UNits O N S S SRR SRR SRR SO S
Total assets of insurance H H H H H H H H
companies, UAHmin 02247+ 603875 702012 607251 560756 03 -5 0.2 L 77
Net insurance premiums, 50577 5 21551.4 18592.8 22354.9 264639 © 305 i 228 i 423 i 18.4
UAH mln i H H :
Market of services of financial companies
Number of financial ; ; ; ;
companies, units 3120 1 3770 4505710 6500 724 66 18
Total assets, UAHmIn 364025 397812 . 512648 711200 674014 852 . 694 315 = 52
Volume of services 41031.8 | 423429 | 54154.8 | 68282.3 | 110420.3 | 169.1 | 160.8 | 103.9 | 61.7
provided, UAH min : : : : : :
Non-state pension support market
Number of non-state : : :
pension funds, units o0 RS A 720 %40 79 A0 e
Total assets of funds, i i i i
UAHmin ~— " 10600 20898 - 24092 19800 21387 288 23 B4 80
Pension contributions,
UAH min 1313.7 1587.5 A 1808.2 A 1886.8 A 1895.2 44.3 19.4 4.8 0.4
Non-bank lending market
Number of loan : : :
institutions, units 7080 7390 1 710 7280 6210 123 160 27 14
Total assets, UAHmIn  © 11648.8 | 15182.5 @ 22110.8 @ 26769.3 @ 31963.1 : 1744  110.5 @ 446 @ 19.4
Volume of services ; ; ;
provided, UAH min 7694.8 A 9063.1 A 7862.7 A 11921.2 A 21707.6 : 182.1 : 139.5 : 176.1 82.1
Total for non-bank financial services market
Number of financial : : : :
institutions, units 19280 10080 15840 17320 1680 77 26 39 0
Total assets, UAH min © 105936.1 i 123441.0 : 146106.0 : 160598.4 = 157578.8 @ 48.7 = 277 @ 79 : 19
Volume of services 70317.8 | 745449 | 82418.5 | 104445.2 | 1604870 @ 128.2 | 1153 i 947 i 53.7

provided, UAH mlin

Note: Compiled based on the annual reports of the National Financial Services Commission.

The decrease in the number of subjects is observed
in the credit cooperation market; accordingly, this
indicator is 621, which is 12% less than in 2012.
However, analyzing the increase in total assets
and the volume of services provided, one can note
the development of this sector of the non-bank fi-
nancial services market. This trend is due to the
potential boom of short-term consumer lending
and especially lending on wages. In the absence
of loans in the financial market, the crisis in the
banking sector and the increased attention of the
regulator precisely to the non-bank lending mar-
ket, they received serious advantages in the con-
sumer lending market. As a result, the activities
of non-bank lending institutions specializing in
short-term consumer lending became significant-
ly more active.
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Consequently, based on the above calculations, we
will analyze the level of FSMs development, which
are controlled by the National Commission for the
Regulation of Financial Services Markets. In our
opinion, a general development indicator can be
presented as the geometric average of the growth
rates of the number of FSM subjects, the value of
their assets and the volume of services rendered:

L,= N RnsRaRps >

where L, - integral indicator of FSMs develop-
ment, R - growth rate of the number of FSMs
subjects, R, - growth rate of the assets value,
R, - growth rate of the services provided.

©)

Table 5 presents calculations.
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Table 5. Assessment of the Ukrainian financial market development in 2013-2016

Value by years

Indicator
2013 2014 2015 2016
Growth rate of number of financial market subjects 1.1 1.0 1.0 A 0.9
Growth rate of assets value - 1..5. . - 1..3 o - 1..1. . . 10 .
Growth rate of services provided . 2..3. . o 2..2 o - 1..9. . . 15 .
Integral indicator of FSM development . 1..5. . o 1..4 - h 1..3. . . .1,1. .

Table 6. Dynamics of the development

Regression statistics

Multiple R = 0.568673
RSquare = 0.323389
Adjusted R .
Square - 102983
Standard 1 547546
error
Observations 4
ANOVA
Experiment% df SS . MS F %SignificanceF
Regression 2 . 0.000865  0.000433 0.238977  0.822564
Residual 1 0.00181  0.00181 :
Total L3 0.002675
Coefficients Standard error: T-stat | P-value | Lower 95% Upper 95% Lower 95.0% Upper 95.0%
Intercept | 1177655 | 0109865 | 10.71909 | 0.05922 | -0.21831 | 2.573626 = -0.21831 2.573626
x1 ~0.27984 0411474  -0.68009 0.619786 550811 . 4.948429 = -5.50811 4.948429
X2 | 0429497 | 0.22024  0.587983 0.661613 -2.66891 | 2927906 = -2.66891 2.927906

Figure 2 shows the dynamics of the development
indicators of the Ukrainian financial market.

To find out how government regulation affects the
level of financial services market development, we
can use correlation-regression models.

In general, the stochastic dependence of the level of
FSMs development on the influence of state regula-
tion can be described by the following equation (4):
y=1.177655-0.27984x, +0.129497x,,  (4)
where y - level of FSMs development, units, x, —
level of activity of FSMs’ state regulation, units, x,

- performance indicator of the control function of
the state regulation, units.

Indicators of the significance of the obtained re-
gression equation reveal that it represents 82% of
the actual variation of the resultant change from
the selected factors.

Interpretation of the obtained pairwise regres-
sion equation allows to conclude that the in-
crease in the level of the state regulation activity
by 1% leads to an increase in the level of FSMs
development by 24%. At the same time, the im-
plementation of the control function by the au-
thorities of the FSMs’ state regulation according
to statistical data discourages this sector devel-
opment. Thus, the activity of FSMs’ state regula-
tion leads to a decrease in the integral indicator
of the financial services market development by
almost 3%.
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Figure 2. Dynamics of development indicators of the Ukrainian financial market for 2013-2016

CONCLUSION

Although Ukraine’s current legislation on financial services is in line with the main EU standards, there
are some pending issues along with a number of positive changes that have been made towards EU ad-
aptation. Namely, inconsistency of state authorities’ actions in the financial services markets concerning
the implementation of control and supervision in the markets, and the absence of separate regulatory
instruments. To solve these problems, it is necessary to introduce relevant institutions at the regional
level, as well as to separate functions in a regulator that would be responsible for prudential supervision
of financial services markets, as implemented in the EU countries.

The main factor enhancing the positive influence of state regulation on the financial services market
development is the creation of appropriate conditions for increasing the activity indicators of such reg-
ulation. This implies further improvement of the regulatory and methodological framework for the
creation, registration, licensing, provision of services, compilation and reporting, transparency of the
financial institutions’ activities and their interaction with consumers of financial services. As a result of
this improvement, the need will decrease for conducting of control checks and implementing measures
of influence, which neutralize the negative impact of low efficiency of state regulation on the develop-
ment of the domestic financial services market.
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