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SOCIAL MINIMA AND THEIR ROLE IN THE
FORMATION OF HOUSEHOLD WELFARE IN
UKRAINE

Urgency of the research. Social benefits are crucial in
the income structure of households in Ukraine, so investi-
gates the impact of social minima sizes on the development
of national economy are urgency.

Target setting. The low level of supply of material and
spiritual needs of the citizens of Ukraine is the result of inef-
fective social policy, including catastrophically low levels of
social minima. In recent years, the share of total households
spending on education, culture and recreation is rapidly
falling and the share of food increases. This indicates a neg-
ative reformatting the structure of their expenditure on the
background of nominal growth in household incomes.

Actual scientific researches and issues analysis.
Domestic scholars E. Libanova, |. Prodanova, B. Sizonenko.
S. Melnyk, V. Mykytenko, T. Kizyma, A. Kovtun and others
studied income and expenditure of households in Ukraine
and economic assessment of their levels in recent years.

Uninvestigatigated parts of general matters defining.
The analysis of sources of household income formation still
remains an unresolved and poorly studied problem.

The research objective. There were set of the following
objectives: to define the relationship between the level of
household expenditure on education, culture and recreation
and the level of social minima; to determine the effect of
inflation components on the level of social minima in
Ukraine; to substantiate a new indicator of household.

The statement of basic materials. The dependence of
the structure of households welfare in Ukraine from the nom-
inal size and growth of social minima, taking into account
inflation have been investigated. The trends in restructuring
of households welfare expenditures depending on the size of
social minima and the national currency have been estab-
lished. The percentage of expenditure on education, culture
and leisure in the structure of total household expenditure is
proposed to be considered as an indicator of households
welfare.

Conclusions. The survey results give reason to sup-
pose that the nominal growth of social minima is the most
effective one in case of sustainable slight advance of social
minima growth comparing to inflation growth rate. A signifi-
cant and prolonged lag of growth rates of these indicators
from inflation rates and falling of the national currency is
launching the mechanisms of economic stagnation, the
banking system crisis.

in the formation of household welfare in Ukraine
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COUJIANbHI MIHIMYMU TA IX PONb Y
®OPMYBAHHI IOBPOBYTY
AOMOIroCcriogAPCTB B YKPAIHI

AkmyanbHicmb memu docnidxeHHs. CouyjanbHi eu-
nnamu € gudHayvanbHUMU y cmpykmypi doxodie domozocro-
Oapcme YkpaiHu, momy OOCriOKeHHs 8rnusy po3mipie coui-
anbHUX MiHIMyMig8 Ha pPO38UMOK HauiOHarbHOI eKOHOMIKU €
akmyarsnbHUM.

MocmaHoeka npobnemu. Hu3bkuli piseHb 3abesnede-
Hocmi MamepianbHux ma OyxosHux rompeb epomadsH
YkpaiHu € HacniOkom HeegheKmueHOi coujaribHOI nonimuku,
30Kpema KamacmpoghiyHO HU3bKUX pPO3Mipi8 couiaribHUX
MiHiMymie. [lpoms2oM oCmaHHIX POKie yacmka CyMapHUX
sumpam Gomoezocrnodapcme Ha oceimy, Kynbmypy ma eio-
MOYUHOK cmpimKko rnadae, modi sk Yacmka npodykmie xap-
yyeaHHs1 3pocmae. Lle cgid4umb npo HeeamueHe rnepegop-
MamygaHHs1 cmpykmypu ix eudamkie Ha ¢hbOHi 3pocmaHHs
HOMiHanbHUX 0oxodie domozocrnodapcms.

AHani3z ocmaHHix docnidxeHb i ny6nikayii. [ocni-
OxxeHHsIM doxodig | eumpam domozocriodapcme YkpaiHu ma
E©KOHOMIYHUM OUIHIOBaHHSIM iX PiBHI8 Mpomsa2oM OCMmaHHIX
pokie 3alivanucsi 8im4usHsiHi edeHi: E. JlibaHosa, C. Menb-
HUK, B. Mukumetko, I. lpodaHoea, B. CusoHeHko, T. Ki3u-
ma, O. KoemyH ma iH.

HeesupiweHoto ma masio docnioxeHoto npobrsiemMoro
3anuwaembcs aHanisysaHHs Oxepesn gpopmysaHHs doxodie
domo-2ocriodapcme ma posib couianbHUX MiHiMymie y ix
8€JIUYUHI.

lNocmaHoeka 3aedaHHsl. Y cmammi 6y510 nocmaesneHo
3a80aHHA; 8CMAaHOBMEHHS 3arnexHocmel MiX pisHeM 8u-
mpam Aomozocrodapcme Ha ocseimy, Kynbmypy ma 8idrno-
YUHOK ma 8eflUYUHOI0 coyiallbHUX MIHIMyMi8, 8U3HaYeHHs
ernusy iHehrAyitiHUX CKTa0oBUX Ha Pi6eHb coyjanibHUX MiHi-
mymie 8 YkpaiHi; obrpyHmysaHHsi Hogo2o iHOukamopa 006-
pobymy domozocriodapcme.

BuknadeHHs1 OCHO8HO20 Mamepiainy. [JocnidxeHo 3a-
nexHicmb cmpykmypu sudamkig domozocrnodapcme Ykpai-
HU 8i0 HOMiHaIbHUX PO3Mipie ma memriie pocmy couyianbHUX
MiHIMyMie 3 8paxyeaHHsIM iHGhrAYIUHUX rpoyecie. BcmaHos-
JNIeHo meHOeHUuii y 3miHi cmpykmypu eudamkie domozocro-
Oapcme 3arnexHo 8i0 8eslu4UH couianbHUX MiHiMymie, a ma-
KOX KYypCy HauioHasnbHOI 8antomu. 3anpornoHo8aHo po3esisi-
Gamu 6 sikocmi iHOukamopa pieHs dobpobymy domoeocro-
dapcme cymapHull 8i0COMOK sumpam Ha oceimy, Kynbmypy
ma 8iOMOYUHOK y CMpyKmypi ix CyKyrnHuUx sumpam.

BucHoeku. Pesynbmamu docnidxeHHs1 daromb nidcma-
8U 8gaxxamu, W0 HOMIHarbHe 3poCmaHHsl couianbHUuX MiHi-
mymig € Halbinbw egekmusHUM y eunadky cmabirbHo20
HEe3Ha4yHo20 8urnepeoXeHHs memrlie pocmy MiHiMymie nopi-
8HSIHO 3 memnamu iHgnayii. 3HayHe i 3amsixHe sidcmaeaH-
HS memnig pocmy 32adaHux rokasHukie 8i0 memnig iHgrsyii
3anyckae MexaHi3Mu cmaaHauii eKOHOMIKU, Kpu3u baHKieCb-




HaykoBwui BicHuk Monicca Ne 1 (9), u. 1, 2017 Scientific bulletin of Polissia Ne 1 (9), P. 1, 2017

EKOHOMIKA TA YIPABJIIHHA HALIOHAJIBHUM rOCIIO4APCTBOM

KoOI' cucmemu.
Keywords: social minima; living wage; minimum wage; Knroyoei crnoea: couianbHi MiHIMyMu; rpoxumgosul
household; household income and household expenditure | miHiMym; miHiMansHa 3apobimHa rnama; domMozocrnodapcm-
structure; the consumer price index; real wage. 80, cmpykmypa doxodie ma sumpam domozocriofapcmea;

iHOEKC crioxueyux UiH; peanbHa 3apobimHa nnama.

Urgency of the research. Today in Ukraine an inadequate level of welfare of the average house-
hold is set, in the structure of which social benefits make up the bulk, which justifies the relevance of
research in social minima in Ukraine and their impact on the development of entire national economy.

Target setting. The problem of poverty in Ukraine is one of the most difficult issues of social and
economic development of the national economy and is directly related to the ineffective and, in some
cases, to criminal social policy. This problem is especially exacerbated in the study of household wel-
fare in Ukraine, where the levels of social minima, including minimum wage and living wage are cata-
strophically low.

Actual scientific researches and issues analysis. Domestic scholars O. Alymov [1], Y. Bolotin
[2], E. Libanova [1; 3], C. Miller [4], V. Mikitenko [5], |. Prodanova [6], B. Sizonenko [7] and others
studied income and expenditure of households in Ukraine and economic assessment of their levels in
recent years. Publications of T. Kizyma [8] and A. Kovtun [9] were devoted to financial behavior of
households. Despite all the diversity of views and opinions of these authors, scholars are unanimous
about the fact that in terms of transformation of the national economy into the market one, households
become an important subject of market relations, which is also a potential investor and the end user.

Uninvestigatigated parts of general matters defining. However, the analysis of sources of
household income formation still remains an unresolved and poorly studied problem, as these sources
are the basis for ensuring the appropriate level of expenditure.

The research objective. In order to study the welfare of households in Ukraine and to determine
the role of social minima in their formation, there were set of the following objectives: 1) to define the
relationship between the level of household expenditure on education, culture and recreation and the
level of social minima; 2) to determine the effect of inflation components on the level of social minima
in Ukraine; 3) to substantiate a new indicator of household welfare in terms of socio-economic crisis.

The statement of basic materials. The household in the market economy takes an active part in
the creation of national product, the supply of economic resources, consumption of goods and ser-
vices that, as considered by the authors of works [2; 5-7], has no less impact on the economic welfare
level than other_elements of the economy. The household in the structure of the national economy
serves, according to the authors of works [8-10], as a subject of economic relations, and in the course
of its economic activity enters financial relationships. Today there is observed a sharp increase in
household expenditure on livelihood support (food, utilities, etc.) and a sharp reduction in expenditure
on education, recreation and cultural needs satisfaction. Investigation of the structure of household
expenditures, including spending on education, recreation and satisfaction the cultural needs is de-
scribed in the work [11], where the authors justify this low state by low level of minimum wage and liv-
ing wage, which is directly connected with social policy.

Social policy in Ukraine has a post-Soviet character. The country has an inefficient payroll system,
scholarships and pensions and relative social guarantees through the provision by state agencies of
exemptions and subsidies. Such a system does not encourage citizens to develop their professional
skills, willingness to work efficiently and causes mass emigration of educated and skilled workers,
prosperity of corruption and bribery, lack of motivation to improve education, inability to join the cultur-
al processes and recreation due to low income. In recent years a rapid fall of population savings was
the consequence of the current situation in the social sphere, which was an alarming trend for the
state financial system stability.

As assumed in scientific sources [1; 3; 12-16], social policy of the state is a set of socio-economic
measures aimed to protect people from unemployment, rising prices, the depreciation of labor sav-
ings, guarantee minimum income for members of society; to support and develop the abilities of socie-
ty members, including the ability to work; to provide citizens with a reasonable level of social ser-
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vices. Basic provisions of the policy are laid down in the Constitution. Also, state agencies are commit-
ted to their citizens by signing international agreements, declarations, charters etc.

Paragraph 1 of Article 4 of the European Social Charter [17] recognizes the right of workers to a
remuneration that will give them and their families a decent standard of living. There is stipulated that
the family as a fundamental unit of society has the right to appropriate social, legal and economic pro-
tection to ensure its full development. In Ukraine the Charter was ratified with statements by the Law
Ne 137-V (137-16) of 14.09.2006 and came into force on February 1, 2007. This meant that Ukraine
undertook the responsibility to implement not all articles and provisions of the Charter. Parliament did
not ratify three of the nine compulsory articles despite the existence of similar ones in the Constitution
of Ukraine, in particular Article 46 (right to social security). The above paragraph of the European So-
cial Charter was formulated in Ukrainian amended version as follows: "to recognize the right of work-
ers to compensation, which guarantees them and their families a decent standard of living." A decent
standard of living in the Constitution of Ukraine includes "adequate food, clothing and housing"
[18]. Such significant reduction of obligations led to the fact that in March 2016 the Cabinet of Minis-
ters of Ukraine adopts A poverty reduction strategy [19], where, in particular, is stated the fact that in
2015, below the relative poverty line according to expenditure were 23.8% of the population, the poor
among working people there were 18.8%, and the scale of shadow income, according to various ex-
perts, ranged from 40 to 60 percent.

One of the main trends, challenges and ways to implement the Strategy in [19] are recognized:

- Introduction of new approaches to minimum social standards and guarantees formation, including
a living wage, according to international practice, including EU countries;

- Raising the minimum wage as a result of improving the mechanism of its determination and guar-
antees of providing in accordance with international practice and the provisions of International Labour
Organisation Convention number 131 on Minimum Wage Fixing in developing countries;

Social policy aims, in particular, to ensure: required minimum consumption, housing, improving ed-
ucation and culture level, and guarantee family support. The economically inactive population needs,
obviously, the most of social protection. In 2015 in Ukraine it numbered 10,925,500 people, including
pensioners 53.3%, students and pupils 22.3%. General demographic burden per 1,000 population
aged 15 - 64 years in the same year was 443 (in 2011 - 419 people).

The current situation of incomes in Ukraine does not allow limited concern about_redistribution of
national income from the overwhelming majority of citizens with incomes above the average to the
economically inactive population or low-paid unskilled workers. The problem is that in Ukraine most of
employed people (including the educated and skilled) have incomes that do not allow meeting the
basic needs of their own and their families’. According to statistics [20] In January - April 2016 the av-
erage salary of full-time employees amounted to 4,984 UAH. Only 27% of staff received more than
5,000 UAH per month on average. 33.9% of full-time workers received less than 2,500 UAH and 3.1%
of workers receive wages lower than 1,378 UAH, that is less than the living wage minimum for working
age people. That is why today in the scientific sources [3, 4], which study social and economic devel-
opment of Ukraine, the use of the term "poverty of the working population" gets widespread.

According to the Social Report for 2015 [21] published by the Ministry of Social Policy, the share of
wages in population income structure in 2015 was only 39.0% (compared to 2011 51.83%). Revenues
in the form of profits and mixed income accounted for 18.3%, income received from property - 4.9%,
and social benefits and other current transfers - 37.8% (in 2011 - 20.88%). The data states the fact
that the principles of calculation of wages in Ukraine are ineffective and lead to the need of subsidies
for skilled working age population. Only in December 2015 of 4.6 million households received a subsi-
dy according to the simplified system, that is in 4 times more than in December 2014 (1.1 min. house-
holds) This situation does not allow to formulate citizens' needs in professional skills, level of educa-
tion and productivity development, which has extremely detrimental effect on the process of Ukrainian
economic development. Various social benefits and subsidies can only temporarily hold back the rapid
impoverishment of the population. The low pay for skilled labor — it is a road to nowhere, as the basic
principle of market economy is not implemented — it is the ability of self-sufficiency.
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Social policy pursued by the Cabinet of Ministers of Ukraine during the existence of our independ-
ent state is based on so-called social minima: minimum wage, minimum pension, living wage and so
forth. It is well known that social minima are the base for wages, pensions, scholarships and other so-
cial benefits calculation. The basis for the subsistence minimum calculation is the consumer basket. Its
qualitative and quantitative composition and method for its components evaluation becomes increas-
ingly irrelevant to the minimum needs of the modern citizen. The above irrelevance escalates the most
in 2013 — 2016 that is clearly illustrated in [21]. Table 1, which shows the dynamics of average values
of the minimum wage and living wage per year, traces slight increase of these values, but the dynam-
ics of the index of real wages is decreasing. Index of real wages characterizes the change in the pur-
chasing power of wages in the reported period compared to the baseline [22].

Table 1
Dynamics of the minimum wage and living wage index of real wages
Years Index of real wages The average alr}r;u: | cost of living, Average annual wage, UAH
2010 1.105 848.60 890.00
2011 1.110 923.00 972.50
2012 1.110 1050.60 1104.20
2013 1.068 1142.00 1182.20
2014 0.865 1176.00 1218.00
2015 0.901 1227.00 1298.00
2016 0.846* 1388.50 1388.00

Note: * - the calculated values for the first half of 2016
Source: Built on materials by State Statistics Service of Ukraine [20]

The calculation takes into account the consumer price index of the current period compared to
baseline by dividing it in the index of accumulated nominal wages "net" in the same period. Despite
the legally allowed review of the consumer basket at least every five years, according to [23], which
was adopted in 1999, the composition of food and non-food products and services has not been
changed and has not been revised for over 17 years.

Thus, with full reliability it can be stated that social and economic policy of the state does not meet
the standards established not only in the world, but in Ukraine, which does not provide not only a de-
cent standard of living, but even its vital needs in health care, recreation, sports, education, access to
communication tools, and so on.

Social living standards remain low throughout 2016, despite the approved Law [24] on new dimen-
sions of social minima, where the value of the living wage minimum for a working age person, and the
minimum wage is set at 1,378 UAH per month (for the period 01.05.2016 - 30.11.2016). Rising of liv-
ing wage for a working age person by 12.3% and the minimum wage by 10.6% respectively are not
able to brake the rapid impoverishment of the population. These minima, in our opinion, do not meet
the inflation processes in Ukraine and are only doomed to deepen the negative effects on the path of
socio-economic development: corruption, bribery, loss of productivity and quality of work, a significant
reduction of education and science level, braking of cultural development, and so on.

The social report for 2015, released by the Ministry of Social Policy of Ukraine [21], shows that for
the last year prices for food and soft drinks increased by 41.5%, alcoholic beverages and tobacco
products - by 22.7%, clothing and footwear - 35.0%, housing, water, electricity, gas and other fuels - in
2,0 times, furnishings, household equipment and routine maintenance of housing - by 36.0%, health
care - at 29, 1%, transport - by 20.4%, communications - 7.0%, recreation and culture - by 37.9%, ed-
ucation - 24.2%, restaurants and hotels - by 23.3%, various goods and services - 31.4%. This made
the specialists of the Ministry of Social Policy of Ukraine [21] publish in the mentioned report the actual
value of the monthly living wage minimum in 2015 for the working population, the average of which is
2,361 UAH., that is on 71.3% higher than established minimum wages in 2016.

As an economic unit, reflecting the state of socio-economic development of the national economy,
it was selected household that with its structure of revenues and expenditures, as grounded in scien-
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tific sources [6, 11], is both a major consumer of goods and services and factor productions. Their
number in Ukraine is 17.6 million. And the average size is 2.58 people (2014) [25].

The low expenditure on education, culture and recreation compared to total expenditure of one
household can be seen from Table 2.

Table 2
The dynamics of aggregate expenditure of one household during 2005-2015
Years Total expenditure of one house- | Expenditure on education of one |Expenditure on culture and rec-
hold, UAH household, UAH reation of one household, UAH
2005 1325.80 11.93 30.49
2006 1591.20 20.69 36.60
2007 1829.30 27.44 38.42
2008 2639.30 31.67 52.79
2009 2828.70 31.12 33.94
2010 3153.10 34.68 59.91
2011 3424.30 44.52 41.09
2012 3660.20 36.60 51.24
2013 4108.48 49.30 65.74
2014 4409.77 35.28 57.33
2015 6341.25 57.38 76.51
2016* 7394.926 55.03 71.22
2017* 9201.044 58.43 74.85

Note: * - Estimates for the first half
Source: Built on materials by State Statistics Service of Ukraine [20]

This is because, first of all, households satisfy their physiological needs in food, clothing and pay-
ing utility bills and other expenditure is made in case of the balance is enough after basic needs are
met. In these works [6, 11], exploring the principles of income and expenditure of households for-
mation, the authors do not touch the prediction of these processes, so this necessitated a trends build-
ing (Fig. 1) and the calculations of predictive values of these indicators for years 2016-2017 (Tab. 2)
by the ranking models method explained in [26].
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Polynom trend of total expenditure
----- Liniar trend of expenditure on education of households
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Fig. 1. Trending model of total expenditure and education, culture and recreation expenditure per
household during the period 2005-2015
Source: Own calculation according to the State Statistics Service of Ukraine [20]
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As it can be seen from Table 2, expenditure on education, culture and recreation of one household
in 2016 continues to fall and account for 55.03 UAH. and 71.22 UAH respectively, compared to a sig-
nificant increase in total expenses (7,394.926 UAH.) in the same year, indicating for an opinion on
their use in future research as one of the indicators of the welfare of households. We recommend us-
ing the total share of spending on education, culture and recreation in total household expenditure as
an indicator, which is reflected in the following diagram (Fig. 2).

55 03 UAH: 71,22 UAH;
073% 0,95%

7394,926 UAH;

M Total expenditure of one household, UAH. S8%

M Expenditure on education of one household, WAH.

Expenditure on culture and recreation of one household, UAH.

Fig. 2. Forecast of education, culture and recreation expenditure in total expenditure per one house-
hold in 2016
Source: Own calculations

After analyzing the composition of total expenditures and other comprehensive income of one
household, we can see that the structure of the total expenditure varies depending on the structure of
real income.

The rapid fall in expenditure on education, culture and recreation in total costs (Tab. 2), in our view,
is a clear proof of the conclusion about the rapid impoverishment of the population, despite the steady
growth of the value of total household expenditure and steady nominal growth of social minima
(Tab. 1). In particular, the 2016 it is projected that the share of expenditure on education in total ex-
penditure reaches unprecedented previously point in 0.73%, while the share of food products will be
65.5% (Fig. 2). One of the reasons of the described dynamics is, certainly, the change of the national
currency. However, clear connection of such variables as average total household expenditure in dol-
lar terms and the share of expenditure on education, culture and recreation is complex and incorrect to
be proved (Tab. 3).

Table 3
The dynamics of socio-economic indicators in 2007-2015
The average | The average an- : : The share ofl Share of cul-
vear |annual inflationl nual US dollar ex- Inflaponary growth Inflgtllonary growth|expenditure | ture arjd
0, 0,
rate change rate, USD. Mines s / n,% living wage% on.educa- recregtlon
tion,% |expenditure,%
2007 116.60 5.02 2.02 -5.16 1.50 2.10
2008 122.30 6.74 0.56 -5.84 1.20 2.00
2009 112.30 8.01 2.37 -1.99 1.10 1.20
2010 109.10 7,93 37,81 18.84 1.10 1.90
2011 104.60 7.96 4.67 4.17 1.30 1.20
2012 99,80 7.99 13.74 14.02 1.00 1.40
2013 100.50 7.99 6.56 8.20 1.20 1.60
2014 124.90 11.89 -21.87 -21.92 0.80 1.30
2015 143.30 21.85 -36.73 -38.96 1.20 1.60

Source: Own calculation according to the State Statistics Service of Ukraine [20]
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The obvious conclusion is that the volume of minimum wage and living wage as a basic value for
calculating of wages, pensions, scholarships and other social payments are major factors in the for-
mation of household welfare level in modern Ukraine. A significant increase in the percentage of social
benefits, pensions and other current transfers in the household incomes structure compared to the
percentage of salary should become a serious signal for the government about the disastrous ineffi-
ciency and destructive for the existing social policy. The most paradoxical is the fact that educated and
skilled workers, including employees of education and healthcare, in recent years are far below the
average wage of full-time employees according to the kinds of economic activities.

Thus, in April 2016 workers of healthcare and emergency social assistance were stated on the last
step of the scale. Their average wage was 223% of the living wage minimum for working people
(62.7% of the average in the national economy), that is 3,070 UAH, equivalent to US $ 122,8. Wage of
education workers was on the third position from the end and was 244% of living wage minimum
(68.7% of the average in the national economy), that is 3,362 UAH, equivalent to US $ 134.4 [20].
Wages of employees of these areas are directly related to the established social minima, as health
and education in Ukraine are financed from the state budget.

It is logical to formulate the question of the reasons of that during the sustainable growth of the
nominal value of the living wage and minimum wage (Tab. 1) there is a rapid impoverishment of large
part of the population of Ukraine, especially the educated and skilled people, significant drop of the
actual level of household welfare (Tab. 2) and, consequently, reformatting of their costs structure, in-
cluding significant reduction in education, culture and recreation expenditure.

One of the reasons of this trend is an inadequate growth of social minima according to the rate of
inflation caused by internal factors as well as the depreciation of the national currency (Tab. 3).

Conclusions. The survey results give reason to suppose that the nominal growth of social minima
can provide sufficient household income only in case of the adequacy of their rate of growth to the in-
flation index. The principle of sustainable slight advance of social minima growth comparing to inflation
growth rate is the most effective one. A significant and prolonged lag of growth rates of these indica-
tors from inflation rates and falling of the national currency is launching the mechanisms of economic
stagnation, the banking system crisis, work productivity and quality reduction, the abroad outflow of
skilled working population, corruption and bribery flourishing. The prospect of further research is build-
ing of economic and mathematical model of the impact of socioeconomic factors on the welfare level

of households in Ukraine using modern fuzzy logic and fuzzy sets apparatus.
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