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RUSINA Yu. O.

Functional and organizational mechanism of insurance of
financial risks in banking activities

The subject of the research is the theoretical and practical aspects of the functional and
organizational mechanism of financial risk insurance in banking.

The aim of the research is to determine the essence of the functional—organizational mechanism
of financial risk insurance in banking, types of financial risk insurance in banking, and factors influencing
the functional—organizational mechanism of financial risk insurance in banking.

Research methods. \When writing the article, general scientific and special methods, methods of
analysis and synthesis, graphic and tabular method were used.

Results of the investigation. As a result of writing the article, it was established that the relevance
of theissue of financial risk insurance in the context of the banking sector includes the following aspects:
a general approach to financial risk insurance; determination of financial and credit risk insurance;
components of financial risk insurance; specifics of financial risk insurance. It was determined that
the functional—organizational mechanism of insurance of financial risks in banking is a multifaceted
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phenomenon, which is considered by many scientists as a fundamental basis in the management and
insurance of financial risks in the entire banking sector. This is justified by the fact that financial risks
are associated with possible losses of financial resources, where the insurance of financial and credit
risks is understood as a mechanism that aims to protect the property interests of the insured against
possible losses arising from non—fulfillment or improper fulfilment by counterparties of their financial
obligations Yazan under contracts.

Scope of the results. Finance, Economics, Risk Management, Banking.

Conclusions. Itis proved that according to the functional and organizational mechanism of insurance
of financial risks in banking includes various elements, processes and influencing factors aimed at
effective management and reduction of financial risks that may arise due to various circumstances.
Among the main components of the functional and organizational mechanism of insurance of financial
risks in banking activity, the following are defined: risk analysis; insurance policy formation; selection of
insurance products; internal control processes; portfolio management strategies; insurance reserves;
staff training and development.

Keywords: functional and organizational mechanism, insurance of financial risks, banking
institutions, influencing factors, types of insurance.

PYCIHA 10. O.
MMyHKLYiOHaNbHO-OpPraHi3auinHuin MexaHi3mM CTpaxXyBaHHS
chiHaHCcOBUX pu3uKiB B 6aHKIBCbKIN AiANbHOCTI

MNMpeamerom gocnigxeHHA € TEOPETUKO—NPaKTUYHI aCreKTy (hyHKLIOHanbHO—0praHi3auiviHoro Mme—
XaHi3aMy CcTpaxyBaHHS (hiHaHCOBUX PU3MKIB B BaHKIBCHKIV OisiNbHOCTI.

Meroro gocnipxeHHs € BU3HA4YEHHS CYTHOCTI (DYHKUIOHaIbHO—0praHi3alifiHoro MexaHiamy cTpaxy—
BaHHs1 (hiHaHCOBYIX PU3VIKIB B BaHKIBCLKIV OisirIbHOCTI, BUAIB CTpaxyBaHHs thiHaHCOBUX pU3uKiB B 6aHKIB—
CbKiVl fiSNIbHOCTI Ta YNHHVIKIB BRIVMBY Ha (DYHKLIOHaNbHO—0PraHi3auiiHi MexaHi3m CTpaxyBaHHSs thi—
HaHCOBUVX PU3UKIB Y BAHKIBCLKIV BiAMbHOCTI.

Merogu pocnipxenHs. [py HarvcaHHI cTaTTi 6y0 BUKOPYCTaHO 3arasiibHOHayKoBi Ta crieyiarnbHi
MEeToAu, MeToam aHanidy Ta CUHTE3Y, rpachiYHoO—TabnibuHui MeTOA.

Pesynbratu pobotu. B pe3ynbtati HanucaHHs cTatTi BCTAHOBIIEHO, LU0 aKTyarnbHICTb MUTAaHHS LWo[0
CTpaxyBaHHSI (hiIHAHCOBYVX PU3UKIB Y KOHTEKCTI BaHKIBCBbKOI Chepy BKAOHAE TaKi acrnekTy: 3aranbHun
nigxig Ao cTpaxyBaHHS (PiIHEHCOBUX PU3VIKIB; BU3HEYEHHS CTPaxyBaHHS (iIHEHCOBO—KPEANTHVX PU3VIKIB;
CK1afoBi CTpaxyBaHHS (hiHaHCOBWUX pU3VIKIB; crieyundhika CTpaxyBaHHs (hiHaHCOBUX pu3uKiB. BuaHavye—
HO, L0 (hyYHKLiOHabHO—0pPraHi3auifiHi MexaHiaMm CTpaxyBaHHS (hiHEHCOBUX PU3MKIB B 6aHKIBCLKIV [i—
AMbHOCTI Le baraTtoacrnekTHe ABULLe, SIKe PO3risAacTbCs K (PyHAaMeHTanbHa OCHOBa B YripaB/iiHHI Ta
CTpaxyBaHHI thiHaHCOBUX PU3MKIB B YCivt BAHKIBCbKIV cghepi.

lanysb 3acrocyBaHHA pe3ynbraTtiB. PiHAHCU, EKOHOMIKE, PU3NK—MEHEKMEHT, 6aHKIBCbKa CrpaBa.

BucHoBku. [JoBeneHo, LU0 PyHKUIOHENbHO—0PraHi3auiiHin MexaHi3M CTpaxyBaHHS (PiHaHCOBMX
pU3UKIB y BaHKIBCLKIV OiANIbHOCTI BKIHOYaE B cebe pisHi enieMeHTU, NMPOLECH Ta YWHHUKU BIIUBY, FKI
CrpsIMOBaHi Ha ePEKTVBHE YrpaB/liHHA Ta 3MEHLLEHHST (DIHaHCOBUX PU3VIKIB, LLO MOXYTb BUHUKHYTU
BHacnifoK piaHux obctaBuH. Cepen 0CHOBHUX CKaaoBuX ¢hyHKLIOHaNbHO—0praHi3auiiHoro MexaHiamy
CTpaxyBaHHS1 hiHaHCOBUX PU3VKIB y BaHKIBCHKIN OiSbHOCTI BU3HAYeHO: aHari3 pU3uvKiB; (hopMyBaHHS
MoNITYKM CTPaxyBaHHs1; BUBIp CTPaxoByX MPOAYKTIB; BHYTPILLHI MPOLECY KOHTPOSO, CTpaTerii yripaBliHHS
rnopTghenem; CTpaxosi pe3epBu; HABYaHHS Ta PO3BUTOK MEPCOHaTY.

Kmo4oBi cnoBa: ¢hyHKUiOHaNnbHO—0OpraHi3aliiHig MexaHi3M, CTpaxyBaHHS (DIHEHCOBUX PU3UIKIB,
6aHKIBCbKi YCTaHOBW, YUHHUKW BIIVBY, BULM CTPaxyBaHHS.

Formulation of the problem. Financial risk in— | financial and credit risk insurance in the context of

surance in banking is an important practice for re—
ducing possible losses and ensuring the stability of
financial institutions. The relevance of the issue of

the banking and financial sphere includes the fol-
lowing aspects: a general approach to financial risk
insurance; determination of financial and credit risk
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insurance; division of insurance into credit and fi—
nancial risks; components of financial risk insur—
ance; specifics of financial risk insurance. The func—
tional—organizational mechanism of financial risk
insurance in banking is a multifaceted phenome—
non, which is considered by many scientists as a
fundamental basis in the management and insur—
ance of financial risks in the entire banking sector.
This is justified by the fact that financial and credit
risks are associated with possible losses of finan—
cial resources, where financial and credit risk in—
surance is understood as a mechanism that aims
to protect the property interests of the insured
against possible losses arising from non—fulfill-
ment or improper fulfilment by counterparties of
their financial contractual obligations [1; 3; 7; 10].

Analysis of research and publications on
the problem. Some scholars consider insur—
ance and financial risk management as an under—
standing that insurance can be used to protect
against various risks in the financial sector and
banking, among such scholars: V. D. Bazylevych,
F. A. Vazhynskyi, K. A. Herasymov, B. M. Hnat-
kivskyi, P. A. Horyslavets, N. P. Dubrova, L. M.Yeris,
0. V. Zaitsev, S. V. Zemliachov, M. V. Kamen-—
skykh, O. A. Kyrychenko, O. I. Kirieiev, A. M. Kobylin,
V.V Kovalenko, O. I. Kolobov, O. V. Krukhmal, A. Yu.
Marchenko, L. V. Moroz, O. P. Pavlenko, O. I. Pet-
ryk, N. P. Pohorieltseva, A. Yu. Roskina, R. V. Se—
mentsov, |. B. Khoma and others.

Presenting main material. Financial risk in—-
surance in banking is an important aspect of risk
management in which banking institutions face
various financial challenges, and insurance can be

one of those tools to help reduce possible losses.
The functional and organizational mechanism of fi-
nancial risk insurance in banking may include the
following types of financial risk insurance (Table 1):

These types of financial risk insurance allow banks
to be more resilient in the face of financial fluctua—
tions and ensure stability in their financial portfolio.
Let’s consider them in more detail [5; 8; 11; 15].

1. Credit risk insurance is a security measure
for cases when a banking institution cannot pay its
credit obligations. This allows you to insure your—
self against possible financial losses in the event
of the borrower’s insolvency. Usually, the agree—
ment provides for the payment of an insurance in—
demnity in the event of bankruptcy, non—payment
or other situations where the debtor cannot fulfill
his financial obligations. This type of insurance al—-
lows maintaining economic stability and stimulates
credit agreements. If it were not possible to insure
credit risk, then banking institutions would refrain
from providing financial assistance due to the risk
of financial losses.

2. Interest rate risk insurance is a type of finan—
cial protection that is provided in case of financial
losses associated with changes in the level of in—
terest rates. This can apply to both financial insti—
tutions and other entities that deal with variable in—
terest rates.

3. Interest rate hedging is a complex financial ar—
rangement and can be used to reduce financial fluc—
tuations associated with changes in market interest
rates. Hedging the risk of currency fluctuations is
one of the methods that allow banking institutions to
reduce the impact of negative changes in exchange

Table 1. Types of financial risk insurance in banking [2; 4; 6; 12]

Type of insurance

Characteristic

1 |Credit risk insurance

Banks can enter into agreements with insurance companies to protect
borrowers against insolvency. This can be especially important when
working with large corporate clients.

5 Interest rate risk
insurance

Changes in the level of interest rates can affect the bank’s profit. Insurance
can help reduce the losses associated with uncertainty in this matter.

3 Insurance of the risk of
currency fluctuations

Banks operating on an international scale may face the risk of exchange
rate fluctuations. Insurance can help protect them against losses related
to changes in exchange rates.

4 | Operational risk insurance

This type of insurance includes risks associated with inefficient or defective
activities, technical problems, fraud, etc.

5 [Liquidity risk insurance liquidity problems.

Banks can enter into agreements to receive financial assistance in case of

6 |Legal and regulatory risk

Associated with the possibility of losses or failure arising from non—
compliance of banking activity with the requirements of legislation and
regulatory standards. This may include the risk of violating the laws,
regulations and legal acts that govern the banking sector.
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rates on their financial positions. This is a financial in—
strument that allows you to protect against possible
losses associated with changes in exchange rates.
The main aspects of currency fluctuation risk insur—
ance: forward and futures contracts — forward con—
tracts allow market participants to protect them-—
selves from exchange rate fluctuations by entering
into an agreement to buy or sell a currency at a fixed
rate in the future. Futures contracts are similar to
forwards, but they are standardized and traded on
organized exchanges; options — currency options
grant the right, but not the obligation, to buy or sell
a currency at a certain price during a certain period;
swaps — currency swaps allow you to exchange one
currency for another at a fixed rate during a certain
period; currency operations in the market — market
participants can use various strategies and tech—

niques to manage the risks of currency fluctuations;
insurance — some companies use insurance prod-
ucts to protect against currency risk. For example,
an insurance policy can be taken out that compen-—
sates for losses related to currency fluctuations.

It is important to consider that each of these
methods has its advantages and disadvantages,
and their choice depends on the specific circum-—
stances and strategic goals of the banking institu—
tion. Also, the risk associated with currency trans—
actions is always present, and even insurance
means do not guarantee the complete exclusion of
possible losses [9; 13; 141].

4.0perational risk insurance is one of the forms of
insurance aimed at protecting banking institutions
from possible losses associated with incorrect or
inefficient operation of operational processes. Op—

Table 2. Factors influencing the functional and organizational mechanism of financial risk
insurance in banking [1-5]

The factor Sign
1 Risk Banks must analyze and evaluate various financial risks that they may face in detail.
" |assessment | This includes credit risk, market risk, liquidity risk and others
. Banks establish reserves to cover possible losses associated with various types
Creation of ; g . -
2. FESErVES of risks. These reserves help ensure the bank’s financial stability in adverse
circumstances
3 |Insurance Banks can enter into insurance agreements to protect against certain risks. For
' example, credit default insurance can help reduce losses associated with loan defaults
4 Portfolio Asset allocation across different classes and markets can reduce the risk of losses.
" |diversification | This strategy allows banks to manage financial risks more effectively
Government and banking regulators establish rules and restrictions for risk
5. |Regulation management. Banks must comply with these regulations to ensure the stability of
the financial system
5 | Technological |The use of modern technologies, such as artificial intelligence and blockchain, can
" |innovations facilitate the identification and management of financial risks
Monitoring and Constant monitoring of market conditions and internal processes allows banks
7. analvsis g to quickly respond to changes in the financial environment and timely adjust their
Y strategies
g |Understanding | It is important that the enterprise thoroughly understands what risks exist in its field
" |risk of activity. This means identifying possible sources of risk and their consequences
On the basis of risk assessment, risk management strategies should be developed.
9 Risk This may include taking measures to reduce the risk, shifting the risk to another
" |management |party (eg through insurance) or accepting the risk with full awareness of the
consequences
Effectiveness |It is necessary to develop and improve the risk management system, based on
10. |of risk the best international practices and taking into account the specifics of one’s own
management |industry and enterprise
A Particular attention should be paid to financial risks, such as the risk of changes in
Peculiarities of |. I s -
11. financial risks | Interest rates and exchange rates. For this, financial instruments such as derivatives
can be used to protect the enterprise from negative changes in these parameters
Information Modern information technologies, in particular data analytics and artificial
12. VIOCH 1l parsic YIS
technology intelligence, can be useful tools for identifying and analyzing risks
Education and Training and professional development of personnel regarding risk management are
13. e important for the successful implementation of risk management strategies in the
training enterprise
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erational risk includes the risk of systems failure,
fraud, personnel error, changes in legislation and
other similar aspects that could lead to losses.

Operational risk insurance can be an important
part of a risk management strategy for banking in—
stitutions, especially those that depend on complex
operational processes and infrastructure. Howev—
er, it should be noted that insurance is not a one—
size—fits—all solution and should be supplemented
with other risk management methods.

9. Liquidity risk insurance is a financial mecha-
nism that allows financial institutions and oth-
er risk management entities to insure themselves
against possible problems related to the lack of
cash or other liquid assets to fulfill financial obli—
gations. Consequently, liquidity risk insurance can
help management entities better manage their fi—
nances, reduce the impact of possible financial dif-
ficulties and protect themselves from unforeseen
situations related to cash flows.

6. Legal and regulatory risk is an important com-—
ponent for banking institutions and is associated
with the possibility of losses or failure arising from
non—compliance of banking activities with the re—
quirements of legislation and regulatory standards.
This may include the risk of violating the laws, regu—
lations and legal acts that govern the banking sec—
tor. Therefore, banks must take care of effective
management of these risks by developing and im—
plementing strategies and policies taking into ac—
count legal and regulatory requirements. In addi—
tion, they must be ready to interact with regulators
and timely implement changes in accordance with
new requirements and standards. The functional
and organizational mechanism of financial risk in—
surance in banking is quite complex and includes a
number of factors that affect it (Table 2):

These factors interact with each other, creating
a functional and organizational mechanism for in—
surance of financial risks in the banking sector.

In general, effective risk management is a neces—
sary condition for the stable and successful opera—
tion of any banking institution. It is important to con—
stantly adapt new approaches to risk management,
as the market situation and the economic environ—
ment are subject to constant changes [5—111.

Conclusions
The functional—organizational mechanism of fi—
nancial risk insurance in banking includes various

elements, processes and influencing factors aimed
at effective management and reduction of financial
risks that may arise due to various circumstances.
The main components of the functional and orga—
nizational mechanism of financial risk insurance in
banking include:

1. Risk analysis: the bank determines and evalu—
ates various types of financial risks, such as cred—
it, interest, currency, operational, etc. This includes
the study of economic, financial and other factors
that may affect the financial condition of the bank.

2. Formation of insurance policy: the bank devel—-
ops an insurance strategy, determining which risks
can be transferred to insurance companies and
which should be managed internally.

3. Selection of insurance products: the bank se—
lects insurance products and policies that meet its
needs. This may include customer insolvency poli—
cies, credit risk insurance, securities portfolio in—
surance, etc.

4. Internal control processes: the bank imple—
ments internal control and monitoring systems to
identify possible risk situations. This may include
early warning systems, internal control audits and
regular risk analyses.

9. Portfolio management strategies: the bank
develops portfolio management strategies to re—
duce risk concentration. This may include diversifi—
cation of assets, management of loan terms, use of
financial instruments to reduce currency risk, etc.

6. Insurance reserves: the bank forms insurance
reserves that are used to cover losses that may
arise as a result of financial risks.

7. Training and development of personnel: the
bank ensures that its personnel are well—versed in
risk management issues and can effectively inter—
act with insurance companies. Together, these el-
ements constitute a functional and organizational
mechanism that allows banks to effectively manage
and reduce financial risks in their activities, since the
management and insurance of financial risks is an
important part of the activities of banking institu—
tions to ensure their stability and reliability [7/—15].
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