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Abstract. The article highlights how the cooperation of insurance companies and banks affects the insurance
system. Defined the concept of bancassurance, provided a brief description of the main bancassurance models
in the context of their impact on the insurance system. Defined the main benefits and risks that accompany
cooperation of insurance companies and banks within different models of association. It is noted that despite the
generally accepted benefits of cooperation between insurers and banks, financial intermediaries’ unions often carry
significant risks. Benefits from the cooperation of insurance companies and banks are disclosed with operational,
marketing and financial aspects. The purpose of the article is to study the forms of cooperation between financial
intermediaries and their impact on the insurance system. Methodology. The study is based on theoretical methods
to study this problem. The theoretical and methodological basis of the study is works of scientists on the models
of cooperation between insurers and banks. The dialectical method of cognition as well as such methods as logical
generalization, structural and systematic analysis are used to study the methodological foundations of banks’
impact on the insurance companies and insurance system. Results. Banking activity has a significant impact on the
insurance system. This impact is noticeable at the micro-level: insurers and banks can be clients of each other as
well as they can sign cooperation agreements. A significant positive impact of the bancassurance on the activities
of both financial institutions within the synergy that appears during their cooperation is highlighted in the article.
Respectively, the insurance company and the bank are experiencing the benefits of cooperation along with savings
on fixed, variable costs and obtaining additional profits; simplifying and optimization of the process of collecting
and processing information; savings on advertising and marketing research. Value/originality. Despite the numerous
works on this subject, such an issue like the impact of insurers and banks cooperation on the insurance system
development remain insufficiently studied. The article highlights the impact of the banking system on insurance
as from the perspective of their interaction and the factors of direct and indirect influence of banking activities on
the insurance system.
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companies within their joint activities and macro-
level - the state level.

Collaboration and cooperation of financial
intermediaries in providing financial services become
one of the main characteristics of modern economic

1. Introduction

The activities of insurance companies and banks are
historically related. Insurers and banks significantly
affect each other as active members of a single financial
system. Moreover, the impact of banking on all of the

systems of the financial market, including insurance,
is considered to be the most noticeable. It can be
explained by the fact that the banking sector is the most
powerful and its share of the financial market is the
largest. Therefore, its fluctuations significantly influence
the activities of other market participants. The influence
of banking on insurance system can be considered at
two levels: micro-level — banks’ impact on insurance
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space. Such cooperation is gaining increasingly larger
scales. It becomes a common phenomenon and
provides new prospects for the development of the
financial system and its separate subsystems. The
cooperation of insurance companies and banks is the
most common occurrence, despite the great number
of financial institutions. Historically, the banking and
insurance activities are closely related, therefore, their
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partnership is not accidental. It’s economically justified
for both parties.

2. The main aspects and models of cooperation

It should be noted that insurance companies are
interacting with banks constantly while conducting their
activities. This interaction starts with the maintenance
of insurer’s monetary circulation by the bank and ends
with higher forms of cooperation.

The main aspects of insurance companies and banks
interaction are presented in Figure 1.

Thus, the relationship between the bank and the
insurance company is formed at different levels and in
different fields. Most often the cooperation between
insurers and banks is called bancassurance.

In our opinion, in the broad sense, bancassurance is
a legally executed agreement between the bank and the
insurance company to meet the needs of consumers
in insurance (banking services) through the bank
(insurance) distribution channels.

The degree of interaction between banks and
insurance companies greatly influences the activity of
insurance companies and insurance system in general.
So we consider it necessary to disclose the different
models of cooperation between banks and insurance
companies, describing the main features they offer and
the risks they carry.

Primarily, insurance companies and banks are
customers of each other. Bank performs cash
management services of the insurance company; accepts
deposits from insurance companies; may be its lender.

So, the first step of interaction between banks and
insurance companies is the stage of mutual services, as
the quality of services could influence the choice of the
partner for cooperation.
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The agencyagreementis the initial stage of cooperation
between the insurance company and the bank, financial
intermediaries are responsible solely for services
rendered (thus securing themselves from a number
of risks), and financial results of such cooperation are
relatively small.

More integrated forms of cooperation between
insurers and banks proved its effectiveness in the
world. Complex and interconnected structure provide
a substantial interest of the parties to achieve common
goals and, therefore, greater responsibility for joint
activities and reputation of each other. However,
complex structures not only could lead to additional
benefits of financial intermediaries but also entails
additional risks. Selecting the appropriate models of
cooperation should depend on the overall economic
and political situation in the country, the state of the
financial services market and objectives to be set by the
financial intermediaries.

The strategic alliance between the bank and the insurer
is the next-stage model of cooperation after the agency
contract. At this stage, insurance companies and banks
do not have shares in the capital of each other, but the
intention of cooperation is greater than when signing
the agreement and the customer base of the insurer and
the bank at this stage tend to unite. The main advantage
of the strategic alliance is that the insurer and the bank
do not take additional risks, are completely independent
of each other in the financial and organizational aspects
(Charles, Vincent, Huldah 2004).

Creation of a joint venture (bank insurer) requires the
additional funding of banks and insurance companies.
Typically, one of the transaction participants is the
moderator (makes a larger share of the joint venture)
and, therefore, has a greater influence in decision-

| ASPECTS OF INTERACTION OF INSURANCE COMPANIES AND BANKS |
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Fig. 1. Aspects of interaction of insurance companies and banks

Source: compiled by the author, based on (Prikazyuk, 2008)
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making and gets a higher revenue. The advantage of
this interaction is a clear separation of the insurance
and banking: each financial intermediaries dealing with
the exclusively own profession. Common features of
the insurer and the bank shifted to the newly created
company (Szewieczek, 2013).

The next model of interaction between banks and
insurance companies is mergers/acquisitions. For
banks, mergers/acquisitions have several advantages.
Compared with the foundation of its own insurance
company, the process of mergers and acquisitions for
the bank is easier and takes less time. Primarily, the
bank does not have the internal capacity to insurance
processes, so it strives to find insurers that have a positive
reputation in the market, developed infrastructure,
highly qualified staff, and a stable customer base.

However, mergers and acquisitions between insurers
and banks are less common than the full union of several
financial intermediaries because it requires a complete
transfer of assets from an insurer to a bank (if the bank
initiated mergers / acquisitions). This operation entails
major risks: firstly significant investment may not
bring the expected profits in the future, and secondly,
changing the legislative requirements and regulations
for insurance companies and joint activities may lead to
loss of a bank.

The financial supermarket is a highest and quite
common model of financial intermediaries’ cooperation
that provides customers the possibility to get banking
and insurance services, buying and selling shares and
bonds, mortgages and more. Often comprehensive

The boundaries of interaction between
insurers and banks vary considerably across
the countries. The absence of direct
legislative obstacles to the implementation of
financial intermediaries’ joint activities.

Availability of the legal framework that
regulates relationships of financial
intermediaries.

» &

financial services are carried out online. In times of
ever-increasing pace of life and constant lack of time,
financial supermarket concept is particularly relevant
(Martin, Rey 2001).

Often the benefits of bancassurance are mentioned
in the literature but there is also the negative impact of
insurers’ and banks’ joint activities:

- Reduction of loyalty to the tandem of financial
institutions because of disloyalty to one of the partners;
- Reducing the number of customers as a result of the
imposition of insurer bank’s partner;

- Restricting range of insurance services to those in
which the bank is interested;

- Reduced income of insurers due to overloading by
bank’s commission for mediation services.

It should be noted that the decision to cooperate is
accepted by the seniormanagement of financial institutions;
selling of financial services via the bancassurance channel
is carried out through the front offices of the companies;
collection, processing, and analysis of information is
exercised through the back offices.

One should take into consideration that both
financial institutions have to reach agreement on certain
organizational, financial, and management issues for
conducting joint activities.

Models, methods of implementation and main
characteristics of bancassurance can vary depending on
the country and on conditions, in which it occurs.

It is also important to take into consideration what
kind of bank and insurance company will conclude an
agreement on bancassurance.

The interest of a target audience in
bancassurance products is one of the most
important components of its implementation. It
determines the model in which it will be
implemented.

Availability of consumers’ needs and
demand.

Availability of agreement, the
management and financial components.

The presence of the relevant components is
the basis of partnership beginning of insurers
and banks, the specificity of financial
institutions affects the model of
bancassurance implementation.
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Fig.2. The prerequisites for the existence and development of bancassurance

Source: compiled by the authors
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These factors affect the bancassurance forms and
they are crucial in its organization. The prerequisites
for the existence and development of bancassurance are
presented in Figure 2.

In general, the implementation of bancassurance has
a significant positive impact on the insurance company
as well as on the bank. This effect, as a rule, leads to the
development of both institutions. Consequently, the
development of insurance companies positively affects
the development of the entire insurance system.

Positive trends from the implementation of
bancassurance are embodied in the following aspects:
financial, operational, and marketing aspect (Fig. 3).

The financial aspect is realized through a larger profit
that the financial institutions can get. It means that the
number of financial services that are sold by the bank
and the insurance company increases but, at the same
time, overall costs are reduced or remain unchanged.
For example, fixed costs for salaries, rent, utilities
remain the same because the bancassurance products
are sold through banking channels and don’t require the
lease of new premises or attracting new employees. It
can be carried out by a representative of the insurance
company, who is located in a bank branch or by the
bank employee who was specially trained. Also, the
costs for hardware and software can be included to
the fixed costs. The development of new software is
essential when creating a new company (bank insurer).
If the bancassurance is implemented through banking
distribution channels, the software development and
purchase of new computer equipment are optional.

Insurance costs and costs for new customers’ attraction
belong to variable costs. Insurance costs are reduced
because the bank as a partner of the insurance company
uses certain preferences (discounts) for personal
property insurance and employee insurance. Also, when
conducting the joint activities, the insurance companies
and banks often have an access to the customer bases
of each other, which significantly reduces the costs of
financial institutions to expand customer bases.

Operational aspect of the implementation of
bancassurance is embodied by simplifying the
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technological processes, which are associated with the
processing and analysis of financial information. Access
to the partner’s technologies and the achievements
is another element of the operational aspect of
cooperation between insurers and banks. The reduction
of technological processes that accompany the search
for new customers can be also considered as a result of
the merger of two customer bases.

The marketing aspect is embodied by the
improvements in the development of the new financial
product. Since the development and implementation
of new financial products, as well as market research
for new products in the financial services market, are
characterized by a fairly high cost, the attractiveness
of the cooperation between insurance companies and
banks grows even greater.

Also, the marketing effectiveness of two financial
institutions increases thanks to the ability to reach a
larger segment of the market (the insurance company’s
clients automatically become clients of the bank) and
thanks to geographical diversification. In addition, the
cooperation between insurers and banks has a positive
impact on the reputation of both financial institutions.
Cooperating with the insurance company the bank gets
additional benefits by increasing its own sales volume
due to the fact that the banking products that include
an insurance component give the customers a greater
confidence in them.

Each of the aspects listed above is fully realized by
synergy that accompanies any process of institutions’
merger or their separate elements. Synergy implies
the achievement of a greater effect as a result of joint
activities of financial institutions than when the bank
and the insurance company operate separately.

In these aspects, synergy appears in the following

ways:
- In the financial aspect, additional profits appear
beside the saving of fixed and variable costs. The insurer
significantly increases the number of channels, and thus
the volume of sold insurance products increases. Bank
profits rise due to commissions that are received from
insurers.

Bancassurance

——

)

Financial aspect:
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Marketing aspect:

- Reducing relatively fixed -
costs;
- Reducing relatively -
variable costs.

Simplification

technological processes;
Access to technologies and -
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of - Development of new
financial products;

Increase of the market
share;

- Geographical
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Fig. 3. Aspects of bancassurance implementation

Source: compiled by the author, based on (Szewieczek, 2013)
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- In the operational aspect, the synergy effect is more
visible at the level of back-offices of the insurance
company and the bank, as the collection, analysis,
and processing of information that is necessary for
the financial institutions’ activities are carried out at
this level. Banks and insurance company are able to
distribute the costs for the salary of back office staff,
their hardware, and software.

- In the context of the marketing aspect, the synergy is
embodied in the form of savings on marketing campaigns
(advertising) and marketing research. This occurs due
to cost allocation between financial intermediaries and
thanks to the fact that marketing achievements of the
insurance company and bank make it possible to achieve
a greater effect on the financial services market.

However, the transience and the uncertainty of
the development of the global financial system have a
permanent effect on all spheres of economic activities,
including banks and insurance companies. Thus, the
cooperation between banks and insurance companies
falls under the double impact of risks: risks of the
environment, on the one hand, and the risks of the
banking and insurance activities, on the other hand.
The difficult economic situation in the domestic
financial market complicates the implementation of the
partnership of insurers and banks.

Studying the different aspects of cooperation between
banks and insurance companies, one cannot determine
its impact on the insurance system unambiguously since
such cooperation brings both advantages and threats
for insurance companies and, therefore, for the entire
insurance system.

3. The impact of banks on the insurance system

In general, when analysing the cooperation between
insurance companies and banks, one need to focus on
the studying of impact, which the banks have on insurers
and, consequently, on the entire insurance system.

The banking system is more developed than the
insurance industry in the vast majority of countries.
As a rule, assets of the banking system substantially
outweigh the total assets of insurers. Thus, the stability
and the development of the national economy depend
largely on the efficient and uninterrupted operation of
the banking system. Consequently, the banking system
has a significant impact on all segments of the financial
system on the whole and on the insurance system in
particular.

In our opinion, the impact of banks on insurance
companies and insurance system can be divided into
managed and unmanaged; also, there are some indirect
banking factors that can influence the insurance.

Thus, the factors of influence that depends on banks
include the following:

1. Banks’ loyalty to insurance companies. Banks and
insurance companies may have a different approach to

partnership. When concluding agreements on long-term
periods, banks and insurance company can strengthen
their market position thanks to achieving sustainable
competitive advantages as partners. In Ukraine, banks
consider insurance companies only for obtaining an
additional income. This situation is common today. The
insurance company is not considered by the bank as a
long-term strategic partner.

However, the experience of developed countries
shows that the cooperation between the bank and
the insurance company for many years, along with
favourable socio-economic conditions, strengthens the
position of both financial intermediaries in the market
and provides a basis for the qualitative deepening of
their partnership.

2. Bank downgrade or bankruptcy. First of all, we
should note that the downgrade and, especially, a
bankruptcy of a major bank have a significant negative
impact on the national economy (the occurrence of
so-called systematic risk). Sometimes the bankruptcy
of a major bank or financial conglomerate becomes the
beginning of the economic crisis. Such cases are not rare
in the world practice.

Considering the impact of the downgrade of the
bank or its bankruptcy on the activities of insurance
companies more detailed, it should be noted that the
insurance company as a client of the bank falls under the
significant risk of non-repayment of deposits and funds
on accounts. If the volume of deposits is substantial, it
can significantly harm the solvency and liquidity of the
insurance company, by creating additional risks of its
activities, and adversely affecting the development of the
insurance system, especially if this insurance company is
systemically important. Secondly, the downgrade of the
bank or its bankruptcy can negatively affect the rating of
the insurance company, as a partner of this bank, which
threatens the loss of customers.

We believe that the factors that don’t depend on banks
include the following:

1. State regulation of banking and insurance
activities. Government authorities may impose a ban
on any agreements between financial intermediaries or
set clear boundaries of their interaction. For example,
in the first half of the 20th century as a result of the
economic crisis in Italy and America, the laws that were
restricting the speculative activities of banks (Amato
Law and Glass-Steagall Act respectively) were adopted
(Broner, Ventura, 2010). Thus, banks were not allowed
to be engaged in insurance and securities transactions
and, therefore, they lost a source of additional income
as a participation in providing the insurance services.
Insurance companies, in their turn, lost potential
customers and distribution channels of their services.
Since banks have significant information, these "missed
opportunities” are noticeable for insurance companies.

Establishing of particular limits of interaction between
banks and insurance companies at the level of the
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Agency Agreement is another example of government
restrictions in Ukraine.

2. Sincebanksoccupythelargestshareinthe financial
market, customer loyalty to banks often determines their
loyalty/trust in all financial intermediaries, including
insurance companies. Regardless of the number of banks
in a country, the stable banking system demonstrates
the stability of the financial market (the entire country's
economy). Therefore, under these conditions, all kinds
of financial services (banking, investment, insurance,
consulting, etc.) are in constant demand among the
population. And conversely, the absence of clients’
loyalty to banks, all financial intermediaries (including
insurance companies) suffer from a shortfall in revenues.

In our opinion, the indirect impact of banks on insurance
companies consists of the following:

1. By increasing the volume of lending banks
influence the money supply that may affect the activity
of the consumption of insurance services and the level
of their prices.

2. Growth in consumer loans and mortgages is
causing increased demand for insurance products. By
mitigating terms of the mortgage, consumer, and other
loans, banks at the same time attract a significant number
of new customers to the insurance companies. It is
connected with the compulsory insurance of collateral
and the borrower's life insurance.

3. The impact of banks on insurance companies can
be considered in terms of competition for customers.
Clients’ funds that can be placed in bank deposits or
in the form of investment in long-term life insurance is
the basis of competition between banks and insurance
companies.

So, in order to attract more customers and,
accordingly, a greater volume of temporarily free funds,
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insurance companies have to offer their customers a
higher rate of returns than bank interest. The funds that
are attracted by the insurance companies in the form
of contributions and by banks in the form of deposits
constitute the financial basis of investment activities of
financial intermediaries.

Investment activities can be also considered as a
competitive basis of financial intermediaries. In the
conditions of a limited number of attractive investment
projects, banks, and insurance companies have to look
for additional investment options.

4. Conclusions

Banks occupy a leading part among other financial
intermediaries in most countries and do a significant
impact on the entire financial market and the insurance
sector in particular. Being a partner of the insurance
company, a bank may significantly affect the volume of
insurance, profit of insurance companies and customer
loyalty to them. This effect may have both positive and
negative consequences. At the macro level, the banking
sector is able to influence the insurance business directly
(managed and unmanaged factors) or indirectly.

The impact of cooperation between insurance
companies and banks on the insurance system depends
largely on the level of such cooperation, activities of
the banks and the government, which controls their
activities, as well as on independent factors such as
competitive market conditions and changes in lending
volumes. Balanced and effective banks’ activities and
its reasonable control guarantees the stability of the
banking system development and has a positive impact
on all segments of the financial market, including,
insurance system.
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Hatanusa MPUKA3IOK, AHHa ONIEMHUK

BIMAHWNE B3AMMOAEWCTBMA CTPAXOBbIX KOMMAHWUM W BAHKOB HA PA3BUTUE
CTPAXOBOW CUCTEMb

AHHOTaumA. B cTaTbe pacKpbiTo, Kak COTPYOAHMYECTBO CTPAXOBbIX KOMMAHUA U GAHKOB BAUSET Ha CUCTEMY
CTpaxoBaHuA. [laHo onpefaeneHmne 6aHKOCTPaxoBaHMA U KpaTKOe ONMCcaHMe OCHOBHbIX Mofenei 6aHKOCTpaxoBaHus
B KOHTEKCTe MX BO3LENCTBUA Ha CTPaxoByto cuctemy. OnpepeneHbl OCHOBHbIE MPerMyLLeCcTBa U PUCKM, KOTOpbIe
COMPOBOXAAT COTPYAHNYECTBO CTPAXOBbIX KOMMAHMIN 1 6aHKOB B paMKax pa3fnyHbIX Mogenen 6aHKoCTpaxoBaHus.
OTmeyvaeTcs, UTO, HECMOTPA Ha OOLenpuHATbIE NperMyLlecTBa COTPYAHMYECTBA MeXAY CTPaxoBLYMKaMM
n 6aHKamu, obbefuHeHUs GUHAHCOBBIX MOCPEAHMKOB YacTO HeceT 3HauuTenbHble pucku. Mpeumyliectsa
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COTPYOHMYECTBA CTPAXOBblX KOMMaHWUIA M 6aHKOB PACKPbITbl C MO3ULUN OMepPaLMOHHOro, MapKeTUHIOBOIo U
¢durHaHCOBOro acnekToB. Lesib cmameu — n3yuntb GopMbl COTPYAHUYECTBA MeXAY GUHAHCOBBIMU NMOCPELHUKaMU
N UX BAUSIHWE Ha CUCTEMY CTpaxoBaHusa. Memodosioeus. ViccnefoBaHe OCHOBAHO Ha TEOPETMUYECKUX MeTomax
nccnefoBaHus 3Tol Npobsiembl. TeOpeTUYECKOW 1 METOAONOMMYECKON OCHOBOW UCCIeA0BaHUA ABAAIOTCA TPyabl
YyUYeHbIX O MOAEeNAX COTPYAHMYECTBA MeXAY CTPaxoBLiMKaMu 1 GaHKamu. [JuanekTnyecknin Metoh Mo3HaHuA, a
TaKXKe Takne MeTofibl, Kak nornyeckoe o6o6LeHne, CTPYKTYPHbIN 1 CMCTEMATUYECKUI aHanmns, NCNnosb3yoTca Ana
bopMMPOBaHNA METOLONOrMYECKUX OCHOB BAUAHUA OAHKOB Ha CTPaxOBble KOMMaHUN Y CUCTEMY CTPAaxXOBaHMA.
Pesynemamel. BaHKOBCKas [eATeNbHOCTb OKa3blBaeT 3HauMTeNlbHOEe BNMAHME Ha CTPAXOBYK CUCTEMY. IDTO
BO3[ENCTBME 3aMETHO Ha MUKPOYPOBHE: CTPAXOBLUMKM 1 B6AHKM MOFyT ObITb KNIMEHTaMK APYr ApYra, a Takxe
MOFyT MNOANMCbIBaTb COrMalleHna O COTPYAHMYecTBe. B cTaTbe noguepKkmBaeTca CyLeCcTBEHHOE NMONOXNTeNbHOe
BAUAHME GaHKOCTPaxoBaHMA Ha AeATENbHOCTb GMHAHCOBbBIX OpraHM3aLnii B paMKax CUHEPrUK, NPOABAAIOLWENCA
B xofe coTpypgHuuyectBa. COOTBETCTBEHHO, CTpaxoBadA KOMMaHWA M 6aHK MOMb3yloTcA MNpeumyliectBamu OT
CoTpynHMYecTBa bnarogapa SKOHOMUUN Ha MOCTOAHHBIX U NMepPEMEHHbIX U3[epKKaxX U MoNyYeHUN AOMNONHUTENbHON
npuobINK, yNpoLLeHnn 1 ONTUMU3auMA npoLecca cbopa 1 06paboTkm MHPOPMALIMM, SKOHOMUA Ha PEKNaMHbIX 1
MAPKETUHIOBbIX NCCNefoBaHUsX. Hosu3Ha. HecMOTps Ha MHOTOUMC/IEHHbIE PAbOTbl MO AAaHHOWN TeMATUKE, TaKoW
BOMPOC, KakK BIAHME COTPYAHMYECTBA CTPAXOBLMKOB U OAHKOB Ha pa3BUTME CTPAXOBOW CUCTEMbI, OCTAETCA
HefoCTaTOYHO M3YyYeHHbIM. B cTaTbe pacKpbiBaeTcA BAMsAHME GAHKOBCKOW CMCTEMbl HA CTPaxOBaHME C TOUKMU
3peHNA NX B3aNMOZENCTBUA, a TakKe paccmaTpmBatoTca ¢akTopbl NPSMOro U HEMPSMOro BAUAHWA GaHKOBCKOW
LEeATeNIbHOCTN Ha CTPaXOBYIO CUCTEMY.
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