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Abstract. During the last ten years, the role of insu-
rance business in Georgian economy and its connection
with other financial sectors has increased significantly.
It should be noted that there are numerous researches
confirming causal link between bank lending, capital
market development and economic growth. It also
should be noted that insufficient attention is paid to the
research of insurance sector in this regard. On the basis
of statistical and financial data analysis, the article
compares tendencies, which have emerged in Georgian
insurance business development. It also discusses the
factors, which assess the contribution of various fields to
the development of the national economy and in
particular the effect of insurance business on the growth

of Georgian economy.
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Introduction

Theoretical studies and empirical data show that
countries with more developed financial systems have
an advantage of faster and more stable long-term
development. Well-developed financial institutions,
including insurance companies, through direct and
indirect economic activities have a significant positive
impact on the economy of a country. Insurance, as a
means of avoiding loss and as an institutional investor in
public or private sectors, may have a significant positive

economic impact.

b3y-ols 36GIgdo — Work of GTU — Tpyas: ITY
Ne2 (516), 2020



d0BBgbo, 996gRIIPBEHO ©> dMWIWAHGMWO spMogbgs — Business, Management and Accounting —
busnec, MenemxmenT u Byxranrepckuii yyer

In the leading industrial countries, insurance compa-
nies are one of the main investors among the financial
institutions represented in the financial markets. As of
today, none of the 7 operating companies on the Geor-
gian stock market represent an insurance company.

As a result of an above mentioned, it is urgent to im-
prove the efficiency of Georgian insurance companies.
The purpose of the research is to study the prospects of
an insurance business, as an important aspect for the

development of Georgian economy.

Main part
The stages of Georgian insurance market development

In 1997 the reform was enforced for the purpose of
establishing and developing an insurance system based
on market principles. It should be noted that in a short
period of time, in Georgia, the necessary insurance legal
framework was created, without which it is impossible
to establish and function the insurance infrastructure
similar to a modern.

The first private company on Georgian insurance
market is Aldagi, established in 1990 with the Georgian
Relief and Health fund, as an insurance medical firm.
The first organization to be insured by the company was
United Trade Unions, with a staff of 5,000 people. In
1991 Aldagi’s total premium exceeded 1 million maneti.
In 1992 it reorganized as a limited liability company and
entered the international insurance market. [1]

Year by year new companies were entering an insu-
rance market. In 1997 the insurance supervision service
was established, the registration and licensing of
insurance companies has begun, the laws on insurance
were developed. As a result to the supervisory require-
ments, numerous mergers were made in the insurance
market. Together with market development and the
creation of new products, insurance relations and re-
gulations have gradually improved.

In 2005, Georgia’s State Insurance Supervision Servi-
ce approved minimum statutory authorized capital re-
quirements for insurance companies. Before, the mini-
mum statutory authorized capital as per certain type of
insurance varied from 500 000 to 1 000 000 GEL.
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According to the decision, statutory minimum autho-
rized capital was determined: for life insurance 600000,
for non-life insurance — 1000000, for other legal entities
— 2000000 GEL. [2]

Such an approach has accelerated the process of
consolidating and merging the insurance companies, as
a result, the number of insurance organizations has
decreased, but the quality of the companies’ activities
have significantly increased.

An important milestone for the formation of the
insurance system in Georgia began in 2007. State health
insurance programs were implemented and enforced by
private insurance companies, according to 2006-2007
data, 15 insurance companies were operating on the
Georgian insurance market, during the same period 3
companies ceased to exist. According to the amount of
premium attracted to the market during this period,
leading positions were as follows: Insurance Company
Aldagi-BCI JSC with 40 991 604 GEL, Georgian Pension
and Insurance Holding JSC with 26 911 394 GEL, Irao
International Insurance Company LLC with 15 382 862
GEL. [3]

By 2007, the companies offered 14 types of insurance
on the stock market. Currently, medical insurance is the
most demanded product on the market, which holds
38% of the market. Then the next are property insurance
(with 17% ) and land vehicle insurance (with 15%).

By 2010, 16 companies were operating on insurance
market offering 18 types of products. According to the
amount of attracted premium, medical (health) insuran-
ce is absolute leader with 68% of market share. Compa-
red to 2007, this product’s share (37.93%) has been
almost doubled. This is partly related to the impleme-
ntation and enforcement of health insurance state
programs by private insurance companies. As for the
property insurance, it is offered as a separate product:
land vehicle insurance (excluding railroad vehicle),
railroad vehicle insurance, air vehicle insurance (body
insurance), water vehicle insurance (hull insurance), and
cargo insurance. Property insurance, which is not inclu-
ded in this list, is on the second place (with 9.72%),
while land vehicle insurance (excluding railroad vehicle)
is on the third place (with 7.51%). [4]
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The volume of premiums attracted to the insurance
market from 2010 to 2016 is fluctuating. The maximum
amount reached was 515 471 427 GEL in 2012 due to the
inclusion of new beneficiaries in the state insurance
program. In addition, in 2013-2014 these programs were
substituted by state’s universal health care program. In
2014, the government of Georgia abolished the parti-
cipation of insurance companies in above mentioned
programs, and instead of private companies, Social
Service Agency was ordered to execute the programs.

It is noteworthy that in the period of 2010-2017, not
considering the state programs, there is a significant

growth in the amount of attracted premiums in all types

of insurance on the market and in voluntary health
insurance as well.

It is also important to analyze the financial perfor-
mance of insurance companies. In 2008, the total assets
of insurance companies on the market was 250 319 580
GEL, while at the end of the analysis period it amounted
580 219 624 GEL. For the year of 2010, investments in
affiliates and subsidiaries amounted to 18,4 million GEL
and had a steady growth trend until 2013, reaching a
maximum of 105,31 million GEL at the end of above
mentioned period. 51 million GEL on the following year
and at the end of 2018 it decreased to 37 million GEL. [3]

Chart 1

The dynamics of financial data of insurance business
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Source http://insurance.gov.ge/Statistics.aspx

Financial results of investment activities

Based on the financial data of Georgia’s Insurance
Supervision Service, the total income received through
insurance companies’ investment activities during the
survey period (2008-2017) amounted to 116 637 146, 77
GEL. Based on the same data, the research reveals
Georgian insurance market’s investment activities’
positive trend through steadily increasing revenue in
2008-2011 years. Even though the corresponding ratio
significantly decreases in 2012 compared to the previous
year’s indicator (by 31%), the highest indicator of total
income received through investment activity was 24 088
530 GEL in 2014, which is 8 times more than the base
indicator in 2008.
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Within the framework of the research, based on the
financial data of the Georgian insurance market, a study
of the income from pension activities was carried out,
which revealed that it was characterized by an unstable
development trend. Revenue through pension activities
in 2010-2012 is negative, which increases from 2013 and
reaches 608 794 GEL in 2017, meaning an increase by
196% throughout reporting period of the research
(2008-2017).

Investment in the insurance sector is important for
the Georgian economy. As part of the Government of
Georgia’s Resolution No. 11 of January 26, 2007 re-
garding the general plan of development of hospital
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sector, the Government has proposed insurance compa-
nies to engage in the construction project of 100 new
hospitals. According to the researches conducted in
Georgia, after embodying insurance companies into pri-
vatizing and hospital programs, as of 2012, 41% of hos-

pitals operating in the country is owned by insurance

companies. Through analyzing the hospitals owned by
insurance companies, their 80% is owned by 5 com-
panies: Aldagi BCI, GPI Holding, Irao, IC Group and
Alpha. [5]

Chart 2

Revenue Structure and Dynamics

500,000,000.0

450,000,000.0

400,000,000.0

350,000,000.0

300,000,000.0
250,000,000.0
200,000,000.0
150,000,000.0
100,000,000.0

50,000,000.0

(50,000,000.0}

2008 | 2009

2010

2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017

W Attracted premium (non-life} (259,82|332,52.

342,39

295,92|451,48/411,74/297,19|325,04(351,39/403,51

M Attracted Premium (Life) 12,554{8,974,

8,951,

13,678|19,469/|10,603|15,941(24,717 25,223 23,877

 Retirement income 205,76{159,68

(91,22

(38,03 (17,13 395,87|424,94/501,26/603,07 649,83

® Investment income 2,848, 16,972,

12,750

17,400(11,940|13,080,24,088

8,192,|10,142|9,219,
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Social and economic efficiency of insurance

Just like for any other business, for insurance business,
typical direct factor affecting the development of the
country’s economy is the share of the sector in GDP,
employment and corporate taxes. Through Georgia’s state
Insurance Supervision Service’s and National Statistics
Office’s data analysis throughout the research’s reporting
period (2007-2017) the following trends were identified.

The share of total premiums and other incomes in GDP
varies from 1,13% to 2% (see chart 1). This index is signi-
ficantly lower than the index in developed countries (8.7%)
and in developing countries (2.8%). On the one hand this
indicates the low development of the market, but on the
other, the great potential for developing the untapped
potential.

Chart 3

Attracted premiums and orders incomes share in GDP (2008-2017)
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Source http://insurance.gov.ge/Statistics.aspx
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‘We couldn’t find a quantitative indicator for one of the
direct effecting factors on the development of the
economy. We can discuss this issue according to the total
wage index in the sector (see chart 2). This indicator
amounted 37 666 855 in 2010, during 2011-15 years the
growth of an indicator is unstable, and in 2017 maximum
amount was reached with 53 398 788 GEL. This may be

due to two factors. First, the number of employees in the

field has increased, either the wage was increased, or both.
It should be noted that in any case, this has a positive
impact on country’s economic development. The dyna-
mics of tax payments to the state budget is also charac-
terized by a similar trend from 2008 to 2017, which
correspondingly increased from 904 028 GEL to 6 075 485
GEL, which undoubtedly contributes to the successful

implementation of various budget-funded programs.

Chart 4
Dynamics of total salaries in the insurance
business and paid taxes (‘000 GEL)
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Source http://insurance.gov.ge/Statistics.aspx

Conclusion
The insurance sector plays an important role in the
country’s economy. Taking into account the international

experience, insurance companies, mainly, provide long-
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AnnoTanud. Poib cTpaxoBOro ceKTopa B 9KOHOMHUKE U €r0 CBSI3b C APYyTUMU GHHAHCOBBIMU CEKTOPAMH 3HAYM-
TeabHO Bo3pocia. CieflyeT OTMETUTH, YTO CYIeCTBYIOT MHOTOYHC/IEHHbIe FCCIe0BaHMUA, KOTOPEIe IO TBEPKAAIOT
IPUYHHHO-CJIeZICTBEHHYIO CBA3h MeXy GAaHKOBCKUM KpeJUTOBaHIEM, PasBUTHEM PBIHKA KallUTala U SKOHOMUYEC-
kuM poctoM. CiefmyeT Takke OTMETHUTh, YTO HEJOCTATOYHO BHUMAHUA YZeNAeTCA HCCIeJOBAaHHAM CTPAXOBOTO
CeKTopa B 3ToM 0o6yacT. B crarhe aHAMU3UPYIOTCA TeHIEHIUM PAa3BUTHUA CTPaXoBoro 6usHeca B ['pysum Ha ocHOBe
aHAIN3a CTATUCTUYeCKNX M (QUHAHCOBBIX JAHHBIX. B HeM TakKe paccMaTpuBalOTCA (aKTOPHI, KOTOpPbIE B II€JIOM
CIOCOOCTBYIOT PasBUTUIO HAIIMOHAJIBHON SKOHOMUKM B IIEJIOM, YU, B YaCTHOCTH, BIMSAHUE CTPaXOBaHMUA HA POCT

sKoHOMUKH ['pysumn.
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