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SUSTAINABLE DEVELOPMENT
OF THE NON-BANK FINANCIAL MARKET SUBJECTS OF UKRAINE:
PROBLEMS AND PROSPECTS OF FUNCTIONING

Abstract. In the context of a systemic banking crisis in Ukraine, the financial mediation vacuum on
redistribution of funds instead of banks would have to fill the non-bank financial market. At the same time,
those expectations and preconditions regarding the development of the non-bank financial market in Ukraine

The goal of research is to analyze the trends, problems of the development of the non-bank
financial market, the theoretical substantiation of the proposals and the development of practical
recommendations for improving the existing regulatory requirements that will promote its sustainable
development. In accordance with the stated goal, the following research objectives have been formulated:

a) to analyze the development trends in the context of financial market entities to distinguish
between those financial and credit institutions that are not characterized by progressive development;

b) to investigate the legal framework regulating the activities of participants of the financial
market, to point out the shortcomings and inconsistencies that do not motivate their development;

¢) to propose a mechanism for localization of the problem of low level of public confidence to the
participants of the financial market.

The article presents a statistical and retrospective analysis of the non-bank financial sector
development dynamics in Ukraine. The indicators, which have been the most significant changes during
the last four years (2014—2017), are revealed, and the problems, which flow substantially on the
dynamics of their development, are outlined. The comparative analysis disclosed the problems of the
legislative field of Ukraine, which do not support the development of credit unions, insurance companies
and sustainable economic development of Ukraine as a whole. Applying the historical method to the EU
Directives on the development of individual financial market participants, in particular, credit cooperation,
the insurance market, the authors were able to develop proposals for the progressive development of a
given segments of the market of financial intermediaries in Ukraine, which will promote the sustainable
development of small and medium-sized businesses whose interests banks often ignore or fail to focus on
focusing on meeting the financial needs of corporate clients, large business enterprises. Also, in this
research, by applying methods of analysis, synthesis of legislative acts, state programs of development of
the financial sector of Ukraine, the emphasis was placed on the effectiveness of implementing in the
legislative acts of Ukraine mechanisms and standards that would bring domestic normative, legal,
organizational and financial requirements closer to the world. , on the one hand, the growth of confidence
in the functioning of financial intermediaries and, accordingly, the growth of their resource potential at the
expense of domestic sources of filling resource base of another implementation of declared European
integration processes in Ukraine.
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CTAJIU PO3BUTOK CYB’EKTIB
HEBAHKIBCHKOI'O ®IHAHCOBOT'O PUHKY YKPAIHU:
IMPOBJIEMMU TA NEPCIIEKTUBU ®YHKIIOHYBAHHS

AHoTamisi. 3a 00CTaBMH CHUCTEMHOT OaHKIBCHKOT KpH3M B YKpaiHi BakyyM (DiHAHCOBOTO
MOCEPE/THUIITBA 3 TIEPEpO3MNONALTY TpPOLIOBHX KOINTIB 3aMicTh OaHKIB MaB OW HAIOBHIOBATH
HeOaHKIBChKU  (piHAaHCOBMIT pHHOK. BomHouac THX O4ikyBaHb 1 IEPEAyMOB MIONO PO3BHUTKY
HeOaHKIBCHKOTO (PIHAHCOBOTO PUHKY HE BiIOYIIOCH.

3niiCHEHO CTaTHUCTUYHWN 1 PETPOCHEKTHBHHI aHali3 JMHAMIKH PO3BUTKY HEOAHKIBCHKOTO
(iHaHCOBOTO CceKTOpYy YKpaiHu. PO3KpHUTO MOKAa3HHKH, SKi HAWOUTLII CYTTEBO 3MIHIOBAIMCH YIIPOJIOBXK
OCTaHHIX YOTHPBOX POKiB (2014—2017 pp.), Ta BUOKpEMIICHO TIPOOJIEMH, SIKi CYTTEBO IUIMBAIOTH HA
JMHAMIKY TXHBOTO PO3BHUTKY.

[lopiBHSIBHUI METOJA PO3KPHUB IPOOJEMH IPABOBOTO IMOJI1 YKpaiHH, SKi HE CIPHSIOTh
PO3BUTKOBI KPEIUTHHUX CIUIOK, CTPaxoBUX (ipM Ta CTaIOMy EKOHOMIYHOMY PO3BUTKY YKpaiHU B
ioMy. 3aCTOCOBYIOUHM ICTOPHYHUI MeTof, nociipkeno JupextuBun €C mOA0 PO3BUTKY OKPEMHX
y4acHHUKIB (DIHAHCOBOTO PUHKY, 30KpeMa KPEJIUTHOI KOOTepallii, CTpPaXOBOTO PHUHKY, aBTOPH OTpPUMAIN
MOKITMBICTh PO3POOUTH TPOMO3HUILi 3 MPOTPECHMBHOTO PO3BUTKY IIMX CErMEHTIB PUHKY (hiHAHCOBHX
MOCEpPE/IHUKIB B YKpAiHi, 0 CHPHUITHME CTaJIOMY PO3BUTKOBI MiANPUEMCTB MAJOTO i CEPeTHBOrO
Oi3Hecy, iHTepecH SIKOTO OaHKM 4acTo rHOpPYIOTh ab0 HEe Ha HAICKHOMY PiBHI NPHUIUIAIOTH yBary,
30CepeIMBIINCh Ha 33JJ0BOJICHHI (hiHAHCOBUX MOTPEeO KOPIMOPATHBHUX KITIEHTIB, MIAMPUEMCTB BEJIMKOTO
Oi3Hecy.

TakoX UIISIXOM 3aCTOCYBaHHS METO/IB aHAN3y, CHHTE3y 3aKOHOJABYHMX AaKTiB, ACPMKABHHUX
MporpamM po3BHUTKY (HIHAHCOBOTO CEKTOPY YKpaiHu 3MIHCHEHO akICHT Ha SEKTHUBHOCTI peanizalli B
3aKOHOJIABUMX aKTax YKpaiHM MEXaHi3MiB, CTaHAApTiB, sKi O HaOMM3WIM BITYM3HAHI HOPMATHUBHO-
MpaBOBi, OpraHizamiiiHi i (iHAHCOBI BUMOTH J0 3aralbHOCBITOBHX Ta CIPUSUIM O, 3 OAHOTrO OOKY,
3POCTAHHIO JIOBIpH 10 (YHKITIOHYBaHHS (DIHAHCOBUX MOCEPETHUKIB 1, BIIIOBITHO, HAPOIICHHIO IXHHOTO
PECYPCHOTO TOTEHIIAy 32 PaxyHOK BHYTDIIIHIX JpKEpesl HAallOBHEHHS pecypcHoi 0asu, 3 apyroro —
peasizaltii 3a/IeKIapoBaHIX €BPOIHTErPAIITHIX TIPOIIECiB Y KpaiHu.

KnrouoBi cjoBa: iHTerpaiis, KpemuTHI CIIUIKM, HEOAHKIBCbKI YCTAHOBH, CTAIMH PO3BUTOK,
(hiHaHCOBI MOCEPEIHUKH, (DIHAHCOBUIA CEKTOP.
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YCTOMYUBOE PA3BBUTHUE CYBBEKTOB
HEBAHKOBCKOI'O ®UHAHCOBOI'O PBIHKA YKPAUHBI:
MNPOBJIEMbBI U HEPCIIEKTUBbI ®YHKIIMOHUPOBAHUSA

AnHoTtauus. [Ipu o6cTosTENBCTBAX CUCTEMHOTO OAHKOBCKOTO KpHU3HCa B YKpanHE BaKyyM
(MHAHCOBOTO TIOCPEHUYECTBA II0 MEPEPACIPENCNICHAI0 JICHEKHBIX CPEICTB BMECTO OaHKOB
NOJDKEH HaNOJHATh HEOAHKOBCKMHA (UHAHCOBBI pHIHOK. B TO ke Bpems OXuAaHUH U
MPEANOCHUIOK Pa3BUTHSI HEOAHKOBCKOTO (PMHAHCOBOTO PHIHKA HE IIPOU3OIILIO.

OcCymecTBIeH CTaTUCTUYECKHMH W  PETPOCHEKTUBHBIA aHANW3 JIWHAMHUKHA — Pa3BUTHS
HeOAHKOBCKOTO (DMHAHCOBOTO CEKTOpa YKpawHbL. PackphlTo MokasaTel, KOTOpble HamOolee
CYIIECTBEHHO MEHSUIMCh Ha MPOTSDKCHUHU mocienHux detbipex JieT (2014—2017 rr.) u Bblae/IeHbBI
po0IeMbl, KOTOPBIE CYIIECTBEHHO BIHSIOT HA AMHAMUKY UX Pa3BHUTHSI.

CpaBHUTETBHBI METO/ PACKpPBLI MPOOJIEMbI 3aKOHOJATEIFHO-TIPABOBOTO OIS YKpPauHBI,
KOTOpbIE HE CHOCOOCTBYIOT Pa3BUTHIO KPEIUTHBIX COIO30B, CTPAXOBBIX (PUPM M yCTOWIMBOMY
HSKOHOMHUYECKOMY PA3BUTHIO YKpawHbI B IIeJ0M. [IpuMeHss HCTOpUYECKUil METOJ, MCCIIeI0BAaHbI
HupextuBet EC 1o pa3BUTHIO OTHENBbHBIX YYAaCTHHUKOB pPBIHKA, B YaCTHOCTH KPEIUTHOM
KOOIIEpaIMH, CTPAXOBOI'O PHIHKA, aBTOPHI HOJIYYHIIM BO3MOKHOCTh pa3paboTaTh MpeUIoKEeHHs 0
MPOTrPECCUBHOMY Pa3BUTHIO JAHHBIX CEIMEHTOB PhIHKA (PMHAHCOBBIX MOCPETHUKOB B YKpaUHE, YTO
Oyzner crocoOCTBOBaTh YCTOHYMBOMY DPAa3BUTHIO TMPEANPHUITHN Maloro W cpeaHero OuzHeca,
MHTEpEChl KOTOPOro GaHKU 4acTO MTHOPHUPYIOT WIJIM HE Ha JOJDKHOM YPOBHE YHENSIOT BHUMAaHHE,
COCPEIOTOUMBIINCH HA YIOBIETBOpEHHE (MHAHCOBBIX MOTPEOHOCTEH KOPMOPATHBHBIX KIMEHTOB,
MpeINpUsTHH KPYIHOTO OHU3Heca.

Taxke B JaHHOM HAay4yHOM HCCJICIOBAHUM IyTEeM MPUMEHEHHS METOJOB aHajIHM3a, CHHTE3a
3aKOHOJIATENILHBIX aKTOB, TOCYJAPCTBEHHBIX MPOTPaMM Pa3BUTHsI (PMHAHCOBOTO CEKTOpa YKpauHBI
OCYIIECTBJICH AaKICHT Ha A(P(EKTUBHOCTH peaau3alud B 3aKOHOJATEIBHBIX akKTax YKpauHbI
MEXaHU3MOB, CTaHJAPTOB, KOTOPbIC MPHOIU3WIN OTEUYECTBEHHBIC HOPMATHBHO-IIPABOBEIC,
OpraHu3allMOHHbIE U (PUHAHCOBBIE TpeOOBaHHUS K OOIIEMUPOBBIM U CHOCOOCTBOBAIM ObI, C OJHOM
CTOPOHBI, POCTY JOBEpHUs K (HYHKIIMOHUPOBAHUIO (DMHAHCOBBIX TOCPEAHUKOB M, COOTBETCTBEHHO,
HapallMBaHUI0O WX PECYpPCHOr0 MOTEHIMANa 3a CYET BHYTPCHHUX HWCTOYHUKOB HAIOJHCHHUS
pecypcHO¥ 0a3bl, ¢ IPyroi — peann3aluy 3aIeKIapUPOBaHHBIX EBPOMHTETPAIMOHHBIX MPOIIECCOB
YKpauHsl.

KiioueBble cjioBa: HHTErpanus, KpEAUTHBIC COIO3bI, HEOAHKOBCKUE YUPEKICHHS,
YCTOWYHMBOE pa3BUTHE, (GPUHAHCOBBIC IOCPEAHUKH, (PMHAHCOBBIN CEKTOP.

®opwmyi: 0; puc.: 0, Tadi.: 1, 6udm.: 16.

Introduction. Ensuring sustainable development of economic entities of Ukraine is a key
issue of the present time, especially against the background of a sharp break of economic ties in
2014 with the Russian Federation, which was the largest economic partner of Ukraine. The
aforementioned increases the relevance, expediency of scientific and applied developments in the
field of government regulation and management of the processes of functioning of various economy
sectors and the financial market, first and foremost. Globalization and integration processes
intensify the importance of the task of adapting approaches in the activities of the entities of the
national economy, methods for managing and regulating their activities in accordance with
established criteria, principles and standards of the world practice, which have long been effectively
tested in practice.

Starting from 2014, the domestic banking system is in the systemic crisis, experiencing
significant losses in the quantitative and qualitative measures, among which we may distinguish the
following [1]:

222



— a sharp rise in the share of problem assets on the balance sheet of the banks — the share
of problem loans in the banking sector increased from 7.7% as of January 01, 2014 to
54.5% at the beginning of 2018;

— reduce of the number of solvent banks from 147 at the beginning of 2015 to 82 at the
beginning of 2018 and a simultaneous increase from 21 to 95 of the banks under
liquidation;

— volumes of credit investments decreased from 1020.7 bln UAH as of January 01, 2015 to
1016.7 bin UAH as of January 01, 2018;

— the decline of economic growth in 2015 by 9.8%, the recovery of which in 2016-2017
was only 2.3% and 2.5% respectively;

— from the profitable economic sphere — as of January 01, 2014, the profits amounted to
1.4 bln UAH — total losses of the banking system as oflanuary 01, 2018 amounted to
159.4 bin UAH.

The confirmation of the systemic crisis of the Ukrainian banking system has become the
report "Global competitiveness index of 2016-2017", where Ukraine ranks last among 138 states on
the indicator "Reliability of banks", 116th place — on the indicator "Accessibility of financial
services" and 112th place — on the indicator "Ease of access to loans " [2].

Under such circumstances, the financial mediation vacuum on redistribution of funds instead
of banks would have to fill the non-bank financial market. The dynamics of changes in the
indicators of development of the entities of the non-bank financial market is shown in Table 1.

Table 1
Dynamics of certain indicators of development of financial market entities [3]
Insurance market As of As of As of Total assets as of | Total assets as of [Total assets as 0
entities/years January January January | January 01, 2014 | January 01, 2016 January 01, 2014
01, 01, 01, min UAH min UAH min UAH
2014 2016 2018
Credit communitieg 624 588 378 2598.8 2064.3 2169.8
Insurance 407 361 294 66 387.5 60 729.1 57 381.0
companies
Other credit 85 110 113 8137.8 17 441.7 11054.0
institutions
Non-state  pensio 81 72 64 2089.8 1980.0 2 465.6
funds
Financial 377 571 677 39 781.2 44772.3 70 298.3
companies
lessors 254 268 183 21041.7 26 347.7 22 417.9
pawnshops 479 482 415 1518.6 2218.6 3763.7
Total: 2037 2452 2124 141,555.4 155,553.7 169,550.3

As we see from Table 1, the total number of financial market entities has grown
insignificantly over the past four years, namely by 87 units. Such a slight increase is due to the
substantial volume of closure of insufficiently stable at that time credit communities, insurance
companies, non-state pension funds, which, under the influence of the economic crisis, mostly
emerged in 2014-2015, were bankrupt. It is important to emphasize that the significant cause of the
negative chain impact on the activity of credit communities was a system failure of banks, which, in
turn, did not return the funds of the reserve capital formed up to 10% of the volume of attracted
deposits, are placed by on the current and deposit accounts by the communities.

The analysis of the volume development of total assets of financial market entities has
shown that they increased by 28 005.1 min UAH within 2014-2017, which is equivalent to 1 bin
USD. and can be considered a satisfactory increase. The largest assets increase occurred on the
market of financial companies (30 517.1 min UAH, or twice), the growth rate of which for the
analyzed period has amounted to almost 80%. One of the significant causes, along with the
establishment of new companies that had an important effect on growth, was the reorganization of
individual small commercial banks into financial companies. The mentioned process is still

223



ongoing, in particular, today the procedure for reorganization is under completion by terminating
the banking activity without termination of the existance of the legal entity of JSC "BM BANK",
JSC "VTB BANK", PJSC "Vernum Bank" and others. Statutory regulation of their current activities
(norming, limitation of risks) is practically absent, because it is realized at the expense of its own
funds, that is, the prohibition of the attraction of deposits, and it predetermines the absence of risks
of financial losses by society.

At the same time, those expectations and preconditions regarding the development of the
non-bank financial market in Ukraine haven’t occurred. Such a situation requires research to find
the causes that do not contribute to its development, in particular credit communities, insurance
companies, etc., and the development of proposals that motivate the sustainable development of
financial market entities.

The analysis of research and problem statement. The history teaches that not only
organizational and technical, institutional conditions are necessary for the development of the
economic spheres and the growth of the work efficiency, but also the regulatory-legal and
scientific-practical environment that will form rules and standards, stimulate innovations, etc.
Considering this fact, it is advisable to review scientific and practical research in the development
of the non-bank financial market and the analysis of legislation and regulations in Ukraine, their
conformity and adaptability to EU standards.

Within this area it is advisable to emphasize the works of such domestic scientists who
studied the problems of sustainable development and streamlining of the non-banking financial
market activities as follows: O.l. Baranovskyi, O.D.Vovchak, .M. Krupka, 1.0. Liutyi, V I.
Mischenko, H.V. Myskiv, V.S. Mokhniak, S.V. Naumenkova, A. Pozhar, B. Pshyk.

O.1. Baranovskyi, O. Vovchak in his writings [4; 5] disclosed the influence of integration
processes on the market of non-bank financial services of Ukraine, conducted an analysis of the
transformational changes of the instruments of state regulation of the non-bank financial services
market. Krupka I.M. [6] analyzed the experience of foreign countries in regulating the financial
services market, substantiated proposals for the harmonization of domestic legislative regulations with
European standards contained in the directives of the European Union. The problems of the
development of internal audit in credit communities are substantiated in the publications of V.S.
Mokhniak. [7]. The legislative issues of regulation and control of the activities of credit communities,
the development of lending processes and mechanisms for protecting the rights of depositors of
financial market entities, formation of a level of trust to the participants of the non-bank financial
market are devoted to the work of Pshyk B.I. [8] . The calculations of the efficiency of lending
activities of non-bank financial institutions are highlighted in the work of Myskiv H.V. [9]

Thus, the functioning problems of the financial market entities of Ukraine are not new in the
domestic theory and practice. At the same time, fast-moving economic changes, an association
agreement with the EU, etc. require changes in the legal and regulatory framework. The usefulness
of the reforms has been confirmed by the Strategy of sustainable development "Ukraine-2020" [10],
within which the "Integrated Program for the Development of the Financial Sector of Ukraine until
2020" [11] was developed , the main objective of which is to create a financial system capable of
sustainable economic development for the effective redistribution of financial resources in the
economy through the development of a fully competitive market environment according to EU
standards. The Program is based on the following basic principles:

- regulatory approximation of financial services, Ukrainian legal and regulatory framework

to EU rules and standards;

- liberalization of financial markets;

- a comprehensive protection of the rights of creditors, consumers and investors, which

should ensure consumer confidence to the participants of the financial sector.

The key legislative acts regulating activities of non-bank financial market participants are as
follows:

e The Law of Ukraine " On Financial Services and State Regulation of Financial Services
Markets", which establishes the general legal framework for the provision of financial
services, the exercise of regulatory and supervisory functions in the provision of financial
services, has created the legal framework for protecting the interests of financial
consumers, the development of a competitive market financial services in Ukraine [12];
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e The Law of Ukraine "On Credit Communities" defines organizational, legal and economic
principles of the creation and activities of credit communities, their associations, rights and
obligations of members of credit communities and their associations [13];

e The Law of Ukraine "On Insurance" regulates relations in the field of insurance and aims
at creating a market for insurance services, strengthening insurance protection of property
interests of enterprises, institutions, organizations and individuals-entrepreneurs [14].

The goal of research is to analyze the trends, problems of the development of the non-bank
financial market, the theoretical substantiation of the proposals and the development of practical
recommendations for improving the existing regulatory requirements that will promote its
sustainable development. In accordance with the stated goal, the following research objectives have
been formulated:

a) to analyze the development trends in the context of financial market entities to distinguish
between those financial and credit institutions that are not characterized by progressive
development;

b) to investigate the legal framework regulating the activities of participants of the financial
market, to point out the shortcomings and inconsistencies that do not motivate their development;

c) to propose a mechanism for localization of the problem of low level of public confidence
to the participants of the financial market.

In the process of research, general scientific and special methods of scientific knowledge
were used: historical — to understand the evolutionary way of development of a non-bank financial
market; retrospective analysis — to study the processes of financial market transformations, study
of the state, features of sustainable development, extrapolation — to adapt foreign experience to
domestic practice, comparative legal analysis — to study and improve the legal framework for the
activities of non-bank financial institutions, practical generalization — for evaluation practices of
current activities.

Research results. Table 1 shows some general indicators of trends in the development of
non-bank financial institutions, which show that credit communities, as an important creditor of the
non-banking financial market of those niches in the economy not occupied by the banks, did not
implement neither quantitative either qualitative economic breakthrough, did not create competition
commercial banks for crediting of small and medium business, farms, etc., namely: the number of
communities for the period from 2014 to 2018 has decreased by 40%, and the currency of their
balance sheets has decreased by 429 min UAH or 17%.

A number of factors contributed to the regression of this market sector. In our opinion, the
key issue for credit communities is the filling of the resource base, which is formed only by
individuals-shareholders. The bankruptcy of a large number of banks and failure to return many of
their depositors of deposit funds has led to a chain risk spreading of loss of confidence, reputation
and other credit and financial institutions, in particular, credit communities.

The aforementioned requires the creation of confidence mechanisms and a high guarantee of
returning savings to depositors of credit communities. In our opinion, such mechanisms could be:
firstly, the establishment of identical rules of competition between all credit institutions that accept
deposits. This principle of deposit guaranteeing in EU countries has been the practice since the
adoption of Directive No. 2014/49 / EC of the European Parliament and of the Council as of April
16, 2014. "On Deposit Guarantee Schemes" [15], which provides for the provision of guarantees for
the return of deposits by all credit institutions, which is not characteristic for domestic practice;
secondly, ensuring transparency of financial market entities, restoring confidence in their activities
by providing information to the public about the assignment of ratings by state (possibly private)
institutions. The rating should guide the society of the financial stability of market participants,
since the availability of special knowledge on the assessment of financial statements from
depositors, shareholders is too limited.

Another problem of the present day is the contradiction between the classical definition of
the function of credit communities — small business lending and existing legislative restrictions in
the Law of Ukraine "On Credit Communities” regarding the possibilities of lending of individuals
only. As a result of this conflict, it is difficult to expect sustainable development of a small
business. Besides, this restriction in practice causes the formation of certain schemes for lending to
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owners of small enterprises as individuals who legalize these funds in business projects of their
enterprises. Such obstacles, on the one hand, do not promote transparency in doing business, on the
other — they do not motivate its development.

Since the beginning of 2017 in Ukraine, after the adoption of the amendments to the Tax
Code, the taxation of the activities of credit communities to the general principles of taxation
subject to commercial banks is equated. At the same time, according to Article 1 of the Law of
Ukraine "On Credit Communities”, the communities are considered to be non-profit organizations
and perform a limited range of transactions, in particular, they do not carry out settlement and cash
servicing of their members unlike banks, which allows the latter to ensure profitability. In practice,
such a legal contradiction is challenged by Ukrainian credit communities in judicial instances.

Insignificant and most likely a false obstacle is the binding in the Law of Ukraine "On
Credit Communities” of their shareholders based on a common workplace and territorial
arrangement (Article 6). At the initial stages of the development of credit communities, such
principles of their formation did not create obstacles, and the assets of the communities were
scattered among many market participants. The current realities of the community functioning
require more mobility, opportunities to increase their assets, and therefore the abolition of this
administrative restriction in order to ensure their sustainable development.

Other important and active entity of the financial market are insurance companies, which
activities also had the character of a recession (see Table 1). One of the main problems of the
development of the insurance market is an outdated legislative framework. So the current Law of
Ukraine "On Insurance” was adopted in 1996 and at that time reflected the state of the insurance
market in Ukraine. But the current realities require a substantial revision of the Law "On Insurance™
for the further development and integration of the Ukrainian insurance market to the world one.

A few long-term investments into the domestic economy, including use of the instruments of
the insurance market, significantly restrains the competitiveness of domestic enterprises and,
accordingly, the standard of living of the population.

The signed Association Agreement between Ukraine and the European Union requires the
bringing of domestic, organizational, legal and economic grounds for the creation and activities of
the participants of the insurance market according to the provisions of the International Association
of Insurance Supervisors (IAIS) and the European Union directives.

The analysis of domestic and international legislative regulations provided an opportunity to
distinguish the following problems of the functioning of the insurance market:

1. the establishment of the procedure for information disclosure by insurers of insiders and
the introduction of the notion of "substantial participation™. Practice shows that most insurers’
bankruptcies were caused by the conclusion of numerous agreements with insiders on favourable
terms for the latter, which significantly undermined the solvency of the insurer. In addition,
shareholders of insurers have a significant impact on any insurer’s activity, and their actions will
determine the further fate of the entity. In the EU countries, the USA and Canada 10% of the shares
is a recognized threshold that defines the shareholder of the insurer as the owner of substantial
participation, and the transfer of ownership of the stakes in 25%, 50%, 75% requires a prior permit
from a public authority that should always be aware in advance of the next insurer’s owner.

2. the creation of opportunities for the functioning and delegation of state institutions of
particular functions to self-regulatory organizations of insurers.

Conclusions. Assessing the changes in the development of the non-banking financial market
in recent years, and at the same time, the state declared need for reforms in the Strategy for
Sustainable Development "Ukraine-2020" predetermine the conclusion that domestic legislative
rules will take place at the final stage of the Strategy. For this reason, the novelty of this research is
timely and relevant and provides for the following generalization of the considered problems of
functioning of the financial market entities of Ukraine: the inconsistency of the analyzed domestic
legislative acts with the rules and standards of the EU; lack of motivational mechanisms of
sustainable development of financial and credit institutions of the non-banking financial market;
lack of actions to increase confidence of investors, consumers to participants of the financial sector.

At the same time, the article substantiates possible directions of improvement of the
regulatory framework of Ukraine, which will promote the sustainable development of financial
market entities and, accordingly, small and medium business in general.
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The further direction of scientific research in this subject area of knowledge is proposed by
the authors to carry out theoretical and practical principles for the functioning of other participants
in the non-banking financial market, since they constitute a significant share of aggregate assets of
the financial market and should play a more significant role in financial intermediation and ensuring
the sustainable development of small and medium business and farms. The existing legislative
instruments that do not correspond to domestic economic realities and international rules require a
fundamental change. The issues of strengthening the requirements to solvency of non-bank
financial market participants and the introduction of state guarantees for individuals’ deposits are
still controversial.
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