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Abstract: Financial stability represents the capacity of enterprises to effectively manage financial
resources, ensuring continuous production and service delivery. This study explores the insurance
system as a critical business sector where financial stability plays a pivotal role, highlighting its dual
function as a means for securing operations and attracting investments into the national economy.
Despite the significant role of insurance companies in fostering economic development, limited
research exists on their contribution to financial stability and investment mobilization. This research
aims to analyze the interplay between financial stability and the insurance sector's investment
potential. Using a mixed-method approach, the study examines financial indicators and industry
practices. The findings reveal that stable financial management in insurance companies enhances
investment flows and supports sustainable economic growth. The implications underscore the
importance of robust financial policies and innovative strategies for strengthening the role of the
insurance sector in economic development.

Keywords: Financial stability, Insurance market, Economy, Finance, Investment, Development of
economy.

1. Introduction

The financial stability of the insurer is understood as the preservation of the optimal
qualitative and quantitative condition of assets and liabilities, which allows the insurance
company to ensure the uninterrupted implementation of its work, its development. The
value of a system of insurance and of the main component, the insurance market grows in
conditions of continuous development of the world economy and a global financial
system. First, in world practice, the system of insurance is one of the largest sources of
investments into the economy by the formation of certain funds and the relations of
redistribution of means of the managing subjects. Secondly, insurance one of the main
forms of management of the difficult risks having tendencies to growth in the modern
economy [1].

Except that, ensuring the protection of property interests of the insured persons
causes the process of continuous reproduction that promotes ensuring economic and
financial stability [2]. It is necessary to emphasize that “the general turnover of the modern
global insurance market makes 2.4 trillion dollars of the USA”. Experience of the
developed countries testifies o increase of the role of insurance in the effective solution of
social and economic tasks [3].
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2. Materials and Methods

The development of the insurance industry in Uzbekistan can be seen in the
implementation of the UZBEKISTAN-2030 strategy. The presidential decree outlines
actions to develop the social and administrative spheres. In 2024, the implementation of
state medical insurance mechanisms will begin in Tashkent, and the president also ordered
the implementation of the insurance model of medicine throughout Uzbekistan by the end
of 2026 [4].

The development of a system of insurance differs in the existence of internal and
external factors of its implementation. The extent of development of a system of insurance
is predetermined by action on a macro or micro level, an also interrelations of subjects of
a system of insurance [5]. The activity of the insurance organization occupies the main
place in the development of a system of insurance. Large-scale development of a system
of intermediaries in insurance provides integration of insurance services into all spheres
and branches of economy [6]. The efficiency of a system of insurance is indissolubly
connected with the liberalization of the economy. Therefore the particularly important
becomes the determination of features and properties of development of processes of
globalization in the system of insurance [7].

In the process of analyzing the financial stability of an insurance company, it should
be remembered that financial stability is “... an economic category that characterizes the
insurer’s ability to fulfill its obligations in full based on the rational use of its own and
borrowed capital”

Correct and rational organization of the insurance company's finances is a
determining factor for its successful operation. Financial processes (capital formation
processes) within insurance companies cannot be analyzed using the same approaches as
those used for industrial companies. This is due to the specifics of the services provided
[8]-

1. For industrial companies producing goods, the company's payments precede the
receipt of income in the time perspective. The provision by the insurance
company of an intangible benefit called insurance coverage leads to premium
payments that the policyholder pays to the insurance company. The situation
when payment for a service is made before it is provided is a reverse ("inverted")
economic cycle. This procedure takes place in insurance and in some sectors of
the "classical" sector. The reverse economic cycle in insurance significantly
complicates the calculation of insurance premiums and is the reason for the
emergence of mathematical reserves [9].

2. The payments and costs of a manufacturing enterprise are in most cases clearly
defined in their amount and structure, whereas its income depends on market
success and is therefore uncertain. From the point of view of payment flows, the
element of uncertainty in the expected results of an industrial enterprise depends
on the incoming payments. The dominant component of uncertainty in the
expected results for an insurance enterprise is determined by the stochastic nature
of payments for insurance claims.

3. The creation of capital for investment financing is a pressing financial problem
for a manufacturing enterprise. In contrast, in insurance finance the central
problem is the efficient use of the volume and structure of funds. Financial
resources must be sufficiently saved (reserved) and, in accordance with future
(unknown) payment needs, differentially invested.

4. Research into enterprise economics is aimed at developing such economic
instruments as enterprise activity planning, financial management, control or
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investment calculation. The task of financial management of an insurance
enterprise is a problem of decision-making under risk conditions.

The financial resources of an insurance company are the aggregate of temporarily
free funds of the insurer, which are in business turnover and are used to conduct insurance
operations and implement investment activities. The financial resources of an insurance
company consist of two main parts — equity and attracted capital, with the attracted part
of the capital significantly prevailing over equity. Equity capital consists of the authorized
capital, additional capital, reserve capital, retained earnings, social fund and accumulation
fund. Equity capital is formed by making contributions from founders and subsequent
replenishment from profits from insurance activities, income from investing funds, and
also by additional issue of shares. Attracted capital consists of insurance reserves,
reinsurance credit and accounts payable. The activities of an insurance company are based
on the creation of cash funds (insurance reserves), the source of which are the funds of
policyholders received in the form of insurance premiums [10].

3. Results

In order for an insurance company to operate stably, it is necessary that in the short
and long term there is equality or excess of income over expenses, i.e. for each type of
insurance the equivalence condition must be met, which can be written as follows:

Premiums + Investment income - Reinsurers' share in premiums > Payments +
Expenses - Reinsurers' share in payments. This means that the amount of premiums
collected for a given type of insurance must be greater than or, at a minimum, equal to the
amount of payments for insurance events and the expenses of the insurance company
minus the income received from investing temporarily free funds, taking into account
reinsurance:

Premiums > (Payments - Investment income) + Expenses + Reinsurers' share in
premiums - Reinsurers' share in payments.

As can be seen from this ratio, the insurance premium (gross premium) must contain
two components. The first component (net premium) is intended to create insurance
reserves from which payments to policyholders will be made. The second component
(load) serves to cover business expenses, as well as to form the planned profit of the
insurance company [11]. Deductions to the reserve fund are allocated separately from the
planned profit.

The degree of financial stability of an insurance company (high or low) is determined
by how much adverse impact from internal and external phenomena (factors) it can
withstand. By influencing any of the company's areas of activity, it can indirectly change
the company's financial stability. The financial condition of a company is determined by
many factors. Financial stability factors are internal and external phenomena that affect the
financial condition of a company. These include all phenomena of politics, economics,
management, legal and tax fields, as well as microeconomic phenomena that affect the
financial condition of a company. Factors are measured quantitatively using absolute and
relative indicators [12]. The indicators allow us to judge the degree of financial stability of
a company in dynamics and in comparison with other companies. Any of the factors,
depending on the impact of certain components of the risk environment, can become
dominant in the dynamics of the financial condition of an insurance company. Thus, the
condition of an insurance company is characterized by a set of a huge number of indicators,
which generally depend on each other [13].
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4. Discussion

The financial stability of an enterprise implies a characterization of the degree of risk
of the company's work from the position of balance, excess of income over costs. It acts as
an integral part of the stability of the enterprise, the balance of financial flows, the
availability of funds that allow the enterprise to maintain its work for a certain period of
time, in particular, when servicing loans received, manufacturing products [14]. The
financial stability of an insurance company is considered as a certain state of the financial
resources of an insurance company, in which the company fulfills its obligations to
policyholders on time and in full, thanks to its own and attracted funds [15-18].

The financial stability of an insurance company presupposes the stability of its
financial position, which is ensured by a sufficient share of equity in the financing sources.
The external manifestation of such stability lies in the solvency of the organization, its
ability to fulfill obligations to pay the insured amount, insurance compensation to the
policyholder, the insured person under insurance contracts.

The most important macroeconomic factors (see Fig. 1) that can influence the
financial stability of an insurer are:

1. the industry factor, which includes the influence of legislation and the
development of the market as a whole and the niche occupied by the company;

2. the country factor, which implies the influence of economic, social and political
processes in the country on the insurance market and an individual company;

3. the international factor, including the influence of international treaties and
agreements in the field of insurance and the sovereign rating of the country [19].

In the context of the economic reform being carried out in Uzbekistan, the process of
reforming the insurance industry is taking place. The measures that have been taken are
key in the formation of a modern, full-fledged and competitive insurance services market,
they contribute to the development of entrepreneurial activity, as well as the protection of
property and health of citizens [20].

5. Conclusion

In the context of the economic reform ongoing in Uzbekistan, the process of
reforming the insurance industry is taking place. The measures that have been taken are
key in the formation of a modern, full-fledged and competitive insurance market; they
contribute to the development of business activities, as well as the protection of property
and health of citizens. Process of analyzing the financial stability of an insurance company,
it should be remembered that financial stability is “..an economic category that

Iz
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characterizes the insurer’s ability to fulfill its obligations in full based on the rational use
of its own and borrowed capital”. The objective need to increase the stability of the system
of insurance relations, as a mandatory condition for their effective functioning and
development, leads to the need for continuous improvement not only of the subjects of
management in the field of insurance and the links of the insurance mechanism, but also
of the financial mechanism and the economic mechanism as a whole.

REFERENCES
[1] Civil Code of the Republic of Uzbekistan, 1996 (with amendments and additions).
[2] Law of the Republic of Uzbekistan No. LRU-730 "On Insurance Activities", Nov. 23, 2021.

[3] Decree of the President of the Republic of Uzbekistan No. PF-158 "About the 'Uzbekistan - 2030' Strategy", Sep.
11, 2023.

[4] R. Doff, Risk Management for Insurers, 3rd ed. London, UK: Risk Books, 2015.
[5] J. Kinder Jr. and H. Kinder, Secrets of Successful Insurance Sales. UK: Napoleon Hill Foundation, 2012.

[6] J.Johna and A. Mirahmadizadeh, "Association of Insurance Status and Spinal Fusion Usage in the United States
During Two Decades," Journal of Clinical Neuroscience, vol. 51, pp. 80-84, May 2018.

[7] Ministry of Finance of the Republic of Uzbekistan. [Online]. Available: http://www.mf.uz

[8] Insurance Market Development Agency of the Republic of Uzbekistan. [Online]. Available: http://www.imda.uz

[9] P. Trainar et al.,, "Insurance and Financial Stability," Financial Stability Review, vol. 5, pp. 73-89, 2004.

[10]M. K. Alisherovna, "Attracting Investment to Regions — An Important Factor of Development," Asian Journal of
Research in Banking and Finance, vol. 12, no. 3, pp. 10-13, 2022.

[11]L. Tsvetkova et al., "Financial Intermediary and Insurance Companies: Assessing Financial Stability,"
Montenegrin Journal of Economics, vol. 15, no. 3, pp. 189-204, 2019.

[12]1. Abernikhina et al., "Methodical Approaches for Assessing the Financial Stability of Insurance Companies,"
Financial and Credit Activity Problems of Theory and Practice, vol. 3, no. 38, pp. 144-153, 2021.

[13]M. K. Alisherovna, "Investment Climate in Uzbekistan and Influencing on Some Factors," Gwalior Management
Academy, pp. 47-52, 2022.

[14] A. French, M. Vital, and D. Minot, "Insurance and Financial Stability,” Bank of England Quarterly Bulletin, vol.
55, no. 3, pp. Q3, 2015.

[15] M. Balytska, "Specifications of the Sources of Securing Insurance Company’s Financial Stability," Baltic Journal
of Economic Studies, vol. 3, no. 1, pp. 4-10, 2017.

[16]K. A. Mukhitdinova, "Stages of Development of the Digital Economy," Multidiscipline Proceedings of Digital
Fashion Conference, vol. 2, no. 1, pp. 22-28, 2022.

[17]M. Altuntas and J. Rauch, "Concentration and Financial Stability in the Property-Liability Insurance Sector:
Global Evidence," The Journal of Risk Finance, vol. 18, no. 3, pp. 284-302, 2017.

[18] A. French, M. Vital, and D. Minot, "Insurance and Financial Stability,” Bank of England Quarterly Bulletin, vol.
55, no. 3, pp. Q3, 2015.

[19]T. P. Kramari¢, M. Mileti¢, and R. Kozul Blazevski, "Financial Stability of Insurance Companies in Selected CEE
Countries," Business Systems Research: International Journal of the Society for Advancing Innovation and
Research in Economy, vol. 10, no. 2, pp. 163-178, 2019.

[20]A. G. Ozerova and O. V. Levkovich, "Management of Financial Stability of the Insurance Company," Business
Inform, vol. 7, pp. 230-235, 2020.

American Journal of Economics and Business Management 2024, 7(11), 1100-1104 https://globalresearchnetwork.us/index.php/ajebm



