There is a strong connection between confirmation and overconfidence biases. Both of these
fallacies seem to be typical for the majority of cryptocurrency traders. Moreover, their judgments
also depend on an “original point”. The first experience that we receive to make a decision has an
overly strong effect on our decision-making. The phenomena of our evaluation adjustment is known
as anchoring bias. Important to note is that anchoring bias seems to have its strongest effect when
we have no real idea of what the right decision is (for example for novice investors, the concept of
crypto-currency can be something abstract with unpredictable behavior).

At the same time, anchoring effect could explain us difference in investor behavior
depending on the time of entering the Bitcoin market. For instance at the beginning of 2013 Bitcoin
price was around 50§ per coin and at the end of 2017 (before the significant crush) the price was up
to 19.000$. [4] It is quite logical that the forecast of the prices and overall forecast of investors that
started trading Bitcoin at 2013 and at 2017 will defer. This bias occurs due to the difference of the
initial value with which further changes are compared. Furthermore, it is hard to imagine for an
investor who bought bitcoin for 25§ that there is a probability that this asset will ten times increase
in price.

To conclude, cognitive biases such as confirmation bias and anchoring bias create limits for
objective analysis and rational decision-making process. Cryptocurrency market is booming and
attractive investment opportunity which at the same time characterized by unpredictable behavior
and many speculations on that trendy issue. Due to the huge number of pseudoscientific articles and
forecasts, individuals are faced with biased decision-making environment.
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IMPACT OF SOLVENCY II REGULATIONS ON CAPITAL FORMATION IN THE
INSURANCE INDUSTRY

Insurance plays essential, extensive role in economic development and has considerable
influence on the society. With a 32% share of the global market, the European insurance industry is
the largest in the world, followed by North America (31%) and Asia (30%).

Directive 2009/138/EC of The European Parliament And of the Council of 25 November
2009 On the Taking-up and Pursuit of the Business of Insurance and Reinsurance (Solvency II) is a
Directive in European Union law that codifies and harmonizes the EU insurance regulation. First of
all this concerns the amount of capital that EU insurance companies must hold to reduce the risk
of insolvency.

Initial Solvency I Directive 73/239/EEC was adopted in 1973. The third generation of life
(92/96/EEC) and non-life (92/49/EEC) Insurance Directives were adopted in the mid-1990s in order
to unify regulations, enhance consumer protection and establish the single market for insurance.
They provided an "EU passport" for insurers to operate in all member states if they fulfilled EU
conditions. The system of legislation, created in Europe, implies mutual recognition of the
supervision exercised by different national authorities according to rules harmonized at the EU
level. The requirement for adequate solvency margin establishing for insurance companies has
become one of the most important common prudential rules.

Solvency II came into effect on 1 January 2016, following an EU Parliament vote on the
Omnibus II Directive on 11 March 2014.
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Along with endowment funds, commercial banks, mutual funds, hedge funds, pension funds
insurance companies belong to institutional investment community. Institutional investors are the
organizations that invest on behalf of its members.

Insurance companies are the largest institutional investor in Europe and serve as an
important provider of the investment needed for economic development and growth. Premiums paid
to insurers are invested in different assets until liabilities’ maturity. Since most of their assets back
long-term liabilities, insurers invest long-term. How their investment portfolio evolves is therefore
closely linked to a range of macroeconomic factors and developments in financial markets?
Macroeconomic developments and a range of other factors such as monetary policy rates can affect
the levels of premiums insurers receive to invest, while developments in financial markets directly
affect the performance of their long-term assets.

The total investment portfolio managed by Insurance Europe’s member companies in 2015
grew by 2.8% to €9 897bn. Average asset allocations of insurance companies is presented in Table
1. As shown in Table 1, more than 70 % of European insurers’ portfolio was made up of bonds
during the analyzed period. In general insurers’ allocations to debtlike products are generally
significantly higher than to equity. Long duration of these debt investments (particularly in the case
of life insurers), changes in yield and spread levels have the biggest impact on overall investment
performance.

Table 1. Average Asset Allocations

Assets Year

2010 2011 2012 2013 2014 2015
Bonds 73.8% 74.8% 74.1 % 73.9% 74.1% 73.6%
Equities 5.9% 5.0% 5.1% 6.0% 5.8% 5.9%
Private equity | 0.6% 0.6% 0.6% 0.6% 0.7% 0.6%
Hedge funds 0.4% 0.3% 0.3% 0.3% 0.3% 0.2%
Property 5.8% 5.8% 5.9% 5.9% 5.5% 5.7%
?”I"“gage 2.8% 2.7% 2.7% 3.2% 3.0% 3.3%
oans
Other loans 0.6% 0.5% 0.6% 0.8% 1.2% 1.3%
Bank deposits | 7.2% 7.5% 7.8% 6.8% 6.7% 6.8%
Other assets 2.9% 2.8% 2.9% 2.5% 2.7% 2.6%

Source: Standard & Poor’s (S&P)

External challenges, increased competition, financial volatility, as well as regulatory,
political and economic changes have substantial impact on income streams and consumer demand
and force insurance companies to review their business models, strategies, products on order to
become relevant to the new environment.

In European insurance outlook 2017, presented by EY, it is underlined that regulatory

changes that reduce risk charges for equity investments into higher-quality infrastructure corporates
will make them more attractive. Shifts into infrastructure and other “socially useful” asset classes
are likely to continue to receive both political impetus and support from shareholders.
Negative government and corporate bond yields in many markets are acting as a catalyst for change.
Insurers forced to abandon traditional instruments in favor of solutions-driven classes in order to
generate satisfactory returns in a risk-managed way. According to the experts from Standard Life
Investments areas of particular interest for insurance companies at present include:

- designing Solvency II-optimized investment grade corporate bond portfolios to replace
sovereign bond portfolios, to enhance yields in a Solvency II capital-efficient manner;

- using derivative overlay strategies to reduce the capital requirements of equity
portfolios, thereby allowing insurers to de-risk without divesting from the equity portfolio.

Competitive, reliable and trusted insurance industry is an essential condition for the
prosperity and development of the economy. In current environment of economic, political and
social ambiguity and instability private and legal entities require protection against losses and long-
term savings products more than ever; as well as counties’ economies require investment.
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Nowadays insurance companies in the conditions of Solvency II Directive requirement,
probably the most sophisticated and comprehensive risk-based regime in the world, while preparing
for wider regulatory change. Companies are forced to introduce changes in investment strategies in
order to generate returns in a risk-efficient manner, adjust their business processes and strategies to
the new reality.
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®IHAHCOBI IHHOBAIIII HA CYYACHOMY ETAIII
PO3BUTKY EKOHOMIKHA

3a ocTaHHI JEKiIbKa AECATHIITh (DIHAHCOBI CEKTOPU EKOHOMIK OUIBIIOCTI KpaiH CBITY
3a3HaM BEJIMYE3HUX 3MiH. BUHWUKHEHHS Ta TMOIIMPEHHS Pi3HUX (HIHAHCOBUX NPOIYKTIB, BHJIIB
TISUTBHOCTI Ta opraHizauiitHux gopm posmnoyanucs y 1980-1990-x pokax i mpoAoBKYIOTh TPUBATH
HuHi. [1ig piHaHCOBOIO 1HHOBAIIIEID PO3YMIETHCS TOsIBA HOBHX (DIHAHCOBHX MPOAYKTIB, TEXHOJIOT1H
abo opranizaniitnux Gopm Gi3HeCy, IO T03BOJSIFOTh 3HU3UTH BUTPATH 1 (a00) pU3UKU €KOHOMIYHUX
areHtiB [1]. TpamumiiiHO Ha CBITOBMX pPHUHKAaX MNPUHHATO PO3PI3HATH Taki TUMHA (PIHAHCOBHUX
IHHOBAIIIH, SIK:

e iHHOBaIIi ()iIHAHCOBHUX MPOIYKTIB Ta IHCTPYMEHTIB;
e iHHOBaI1 ()iHAHCOBHX MPOIIECIB.

Jlo 1inHOBamiii (IHAHCOBUX TMPOAYKTIB Ta I1HCTPYMEHTIB BIIHOCATH I1HCTPYMEHTH
¢binaHcyBaHHs (HANPUKIA[, IJIaBarOyi YM BiJ’ €MHI MPOLEHTHI CTABKM), IHCTPYMEHTH XE€KyBaHHS
(dinancoBi (’rovepcu, omiioHW, cBomM, (opBapAHi yroaw) 1 crmemiagbHi (iHAHCOBI TOCIYTH
(3MUTTA 1 TOTTMHAHHA, NPOEKTHE (iHaHCYBaHHS, MOPTQENbHUI MeHelkMeHT). Jlo iHHOBauii
(IHaHCOBMX TMPOIECIB  BIMHOCATH 1HHOBAIll, OOYMOBJICHI BIOCKOHAJICHHSIM TEXHOJOTIN
(enexTpOHHUI OaHKIHT, €JIEKTPOHHI Tpolli) Ta iHHOBAIIi B 3aco0ax (iHAHCYBAaHHS Ta BUKOHAHHS
(cex’ropuTH3aIlis aKTUBIB, HETTUHT, CTBOPEHHS IYJIB). [2]

3riguo 3 koukypcoMm The 2017 Financial Innovation Awards, 6yio o6paHO Ta HarOpOIKEHO
28 mepeMoxIiB y cdepi (iHAHCOBHX IHHOBAIKM, CHOUBHO 3 JIOHAOHCHKUM 1HCTHTYTOM
0aHKIBCHKOTO Ta (hiHAHCOBOTO MpaBa. BUIBIIICTh MPOEKTIB CTOCYBAIKCS CIPOIIEHHS 1 BOJHOYAC
MMOCUJICHHSI CHCTEMH JOCTYIy 10 IM(ppoBOoro OaHKIHTY udepe3 cMapThOHH, CTBOPEHHS XMapHUX
mwiatopM JUIST HAJAAHHS MOMJIMBOCTI KOOIEPATHBHHM OaHKaM HaJgaBaTH CBOI IOCITYTH
KOpUCTyBa4aM, IIJABUIICHHS 3aIlIKaBJICHOCTI CIOKHMBAaYiB 3a JOTMOMOTOI0 ITU(GPOBUX I1HHOBAIIIH,
aBToMaru3aris mporeciB mpari [3-4]. ToOTo, Taki iHHOBamii CHOPSIMOBaHI HA MapKETHHTOBY
CKJIAJIOBY 1 CTBOPIOIOTHCS JUIsl “NIOJICTINCHHS XUTTS KIIEHTIB 4Yepe3 MPOCTOTY Ta HAIIHHICTD
BUKOPUCTAHHSI TIOCITYT.

BiamosigHo mo kBaptanpHOi ctatuctuku KPMG International, rmoGanbHi iHBecTHINT Yy
(iHaHCOBI TEXHOJIOTII 3MEHIIMIUCh B 00’eéMax B mepiiomy kBaptani 2017 poky, i3 3arajbHOIO
CYMOIO 1HBECTHIII MO BChOMY CBITY y 3,2 MJIpA N0JapiB, B MOPIBHAHHI 3 4,15 Mupa monapiB y
yerBeproMy KkBapTaimi 2016 poky. PiHaHCyBaHHS BEHUYpHOrO Kamitamy s (iHAaHCOBUX
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