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Conceptual framework for the development of financial
support for social protection in Ukraine

Abstract

Introduction. The social protection in Ukraine is characterised by a complex multicomponent structure of funding, which is
determined by a number of economic, demographic, social and political factors. Problems of economic development and a
complex socio-demographic situation affect not only financial resources but also the level and quality of social benefits and
services. Therefore, the development of a new concept of financial support for social protection to ensure balanced funding of all
social benefits and allowances is currently a burning issue. The purpose of the article is justification of the conceptual framework
for financial support for social protection in Ukraine.

Results. The authors of the article have developed and formalised a conceptual framework for social protection of the population
to create a comprehensive system that will balance financial resources at all levels and in terms of all forms of social protection.
It has been proven that a comprehensive system of social security provides social assistance through: 1) the public system
of social security formed based on taxes paid to the budget of the country; 2) compulsory social insurance represented by
cash payments and bonuses received by employees; 3) a non-governmental social insurance system (the formation of financial
resources through contributions to non-governmental social security institutions or social programs developed by employers). It
was determined that people can get the same kind of social benefits (e.g. pensions and medical services) through various levels
of social protection. This will enhance the impact of the system on the population and affect the final size of social payments (or
the amount and quality of provided social services).

Conclusions. It has been proven that this multifunctional system with clear separation of powers for the formation along with
the use of financial resources will increase the level of social security in the future, reduce social tensions and the pressure
upon public finances due to programs of social assistance to the poor. Expansion of accumulative financing principles has a
positive impact on the financial stability of the entire system of public social protection and contributes to social and economic
development, providing reduction in poverty and wealth disparity.
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OOKTOP EKOHOMIYHUX HayK, AOLUEHT Kadeapu iHaHCiB, 6aHKIBCbKOI Cnpasy i CTpaxyBaHHS,

YMaHCbKWIN HaLioHanbHWI YHIBEPCUTET cadiBHULTBA, YMaHb, YKpaiHa

HenouateHko O. O.

OOKTOP eKOHOMIYHNX HayK, Npodecop Kadenpw iHaHciB, 6aHKIBCbKOI CpaBu i CTpaxyBaHHs,

YMaHCbKIWI HalioHanbHWIA yHIBEPCUTET cafiBHULTBA, YMaHb, YKpaiHa

HenouyaTeHko B. O.

KaHanaaT eKOHOMIYHMX HayK, CTapLunin BUKNagad, kadeapa Typnsmy Ta rotefbHO-pecTopaHHol Crpasu,

YMaHCbKMWI HalioHanbHWIA yHIBEPCUTET cafiBHULTBA, YMaHb, YkpaiHa

KoHuenTtyanbHi 3acagu po3BuTKy (hiHaHCOBOro 3a6eane4YeHHs coulianbHOro 3axucTy B YKpaiHi

AHoTauif. CTaTTio NPUCBAYEHO OBrPYHTYBaHHIO KOHLENTYalbHUX 3acaf Po3BUTKY (DiHAHCOBOro 3abe3neveHHs colianbHOro
3axuCTy HaceneHHs B YKpaiHi. Po3pobneHo Ta dopmanisoBaHO KOHUENTyanbHi 3acagy pPO3BUTKY COLianbHOro 3axucTy
HaceneHHs, Wo nonsaraioTb y No6yA0Bi KOMMIEKCHOI CUCTEMU, sika [O3BONUTL 36anaHcyBaT (hiHAHCOBI PECYPCK Ha YCiX PIBHAX
i B ycix chopmax couianbHOro 3axucTty HaceneHHsi. O6r'pyHTOBaHO CTpaTeriyHi OpieHTMPU PO3BUTKY 3aranbHOO60B’A3KOBOIO
Oep>KaBHOMO coLianbHOro cTpaxyBaHHs, SKi FPYHTYIOTbCA Ha KOHLUEenTyalbHWUX 3acagax nobydoBu HakonuyysasnbHOI cUcTeMu
(hiHaHCYBaHHS, O AO3BOMNTL 3MEHLLNTY HaBaHTaXXEHHSA Ha AepXXaBHi (hiHaHCK Ta MiABULLMTL PO3MIp coujianbHMX BUNnaT Ta
SAKICTb coLianbHNX NOCAyT.

Knto4voBi cnoBa: ¢iHaHcoBe 3abe3neyeHHsi; colianbHU 3axucT; (GiHaHCOBI pecypcu; couianibHe CTpaxyBaHHS; coljianbHa
nonitTmka.
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YMaHCKuUii HaumoHanbHbI YHUBEPCUTET CafoBOACTBa, YMaHb, YKpanHa

KoHuenTtyanbHble OCHOBbI pa3BuTusi huHaHCOBOro o6ecneyYeHusi counanbHOM 3awWwmTbl B YKpauHe

AHHoTauma. Ctatbsi nocssiLieHa 060CHOBAHMIO KOHLIENTYanbHbIX OCHOB pasBuTus (OMHaHCOBOro obecrneyeHnst coumanbHom
3alWmnTbl HaceneHus B YkpavHe. PaspaboTaHbl U hopmannsoBaHbl KOHLEMNTYalbHble OCHOBbI Pa3BUTUSA COLMANbHON 3alluThbl
HaceneHusl, 3aknio4valrolmecs B MOCTPOEHUM KOMIMIEKCHOW CUCTEMbI, KOTopas no3BonuT cbanaHcupoBaTb (PUHAHCOBbIE
pecypcbl Ha BCEX YPOBHSIX U BO BCex hopmMax coumanbHON 3awmnTbl HaceneHus. O60CHOBaHbI CTpaTterm4eckne OpueHTUpbI
pasBuTUA 06LLEe06s3aTENBHOMO rOCYLAaPCTBEHHONO COLMANbHOrO CTPaxoBaHUsA, KOTOpble OCHOBbLIBAOTCA Ha KOHLUENTYasbHbIX
OCHOBax MOCTPOEHNS HaKOoMUTENIbHOW CUCTEMbI (PUHAHCUPOBAHWS, YTO MO3BOMINT YMEHbLUUTL Harpy3Ky Ha rocyaapcCTBEHHbIE
(hVMHAHCbI 1 NOBbLICUTL Pa3Mep COLMaNbHbIX BbINAAT N KA4eCTBO COLManbHbIX YCYT.

KnroueBble cnoBa: ¢uHaHCOBOe obecnedeHue; counanbHas 3awmTa; (UHAHCOBblE PECYpPChbl; coumanbHOE CTpaxoBaHUe;

counanbHasa NonnTuKa.

1. Introduction

The system of social protection formed in Ukraine is multi-
level and complex. All its forms (social security, social insurance
and social assistance) are financed from various sources. This
makes it possible to protect all segments of the population from
a large number of various social risks. Conducted researches
[16] have shown a constant increase in the number and diver-
sity of social benefits, allowances and reduced payments. As a
result of expansion in the number of potential recipients, more
and more financial resources are required year by year.

In the meantime, complicated economic and demogra-
phic problems adversely affect both the balance of funds in
the system of social security and the efficiency of their use.
This is manifested in a constant shortage of funds for certain
social programs and inefficient use of financial resources by
recipients that do not need them.

All this affects the performance of social protection and
eliminates the use of huge financial resources to support so-
cial protection. Therefore, in our opinion, it is extremely impor-
tant to develop a conceptual basis for further development of
financial provision of social protection.

2. Brief Literature Review

Conceptual approaches and a comprehensive analysis of
the problems of social security, conditions and principles of its fi-
nancing, mechanisms of formation of the major sources of finan-
cial resources, and principles of some of its forms are presented
in great depth in the works by local and foreign scientists, among
whom are S. Anna McCord and Rachel (2015) [1], V. V. Antropov
(2006) [2], K. Barglowski et al (2015) [3], A. Barrientos (2010) [4],
B. Basak and K. Barglowski (2015) [5], M. Cichon et al (2004) [6],
K. Devesh and P. Nangia (2015) [7], G. Esping-Andersen (1990)
[8], L. Morgon Banks et al (2016) [9], M. Pinilla-Roncancio (2015)
[11], M. Wagas and M. Sarwar Awan (2017) [12], D. Piachaud
(2011) [13], D. Pieters (2002) [14], M. M. Ruzhenskyi (2006) [15],
P. Ruxandra (2017) [16], S. M. Brooks (2015) [17], S. Kidd (2017)
[18], V. B. Tropin (2008) [19]. Basic conditions and principles of
the organisation of the social protection system, the peculiarities
of the formation and use of financial resources by governmen-
tal and private social insurance institutions, the forms and princi-
ples for the implementation of social assistance to various seg-
ments of the population, the peculiarities of the functioning of the
social protection system under the influence of the whole range
of social and economic factors and the characteristics of the
relevant country have been researched by thre scientists men-
tioned above. In recent years, special attention has been paid to
reforming social protection systems because of various econo-
mic, social, demographic and cultural problems facing the world
community in the new millennium. Despite significant achieve-
ments of local and foreign researchers, in the current dynamic
conditions of the formation of the modern global economic sys-
tem and transition from the so called welfare state model (fol-
lowed by a decrease in government financing for social pro-
grams and their gradual reduction) to the new governmental so-
cial policy aimed at the elimination of contradictions between the

laws of the market and social objectives, as well as new theore-
tical and methodological problems requiring solution emerged.

3. The purpose of the article is to justify the conceptual
framework for financial support for social protection in Ukraine.

4. Results

The conducted research [16] suggests that the established
structure of financing of social protection in Ukraine is one of
the main reasons for a significant number of financial prob-
lems. According to the distribution principle, basic funds are
accumulated and distributed among various forms of social
protection, its kinds and programs, mostly by means of the
system of public financing (public budget, local budgets and
public funds of compulsory social insurance). However, part
of financial resources, especially those funded from premium
payments reduces annually, which increases the tax burden on
the budget system of the country.

On average, during the period between 1996 and 2017, part
of public funds in the total amount of financial resources aimed
at social security was about 43%. However, during the period
under review, part of non-governmental social insurance ex-
penses in total expenses of the system of social protection in
Ukraine ranged from 0.1% to 0.5%, which is extremely low. For
example, in OECD countries, private spending is about 2.6% of
GDP (most in the USA - 11.4% of the country’s GDP). Such de-
velopment of the system of non-governmental social insurance
enables to accumulate significant amounts of investments in
non-governmental social insurance institutions, primarily private
pension funds and insurance companies. Total assets of non-
governmental social insurance institutions of OECD countries in-
creased only from 104.1% to 125.7% of GDP over the period of
2006-2016. In value terms, they increased from USD 25.34 tril-
lion in 2006 to USD 38.14 trillion in 2016 [20]. Despite the con-
stant increase in social protection expenditures in Ukraine (on
average they grew by UAH 27 billion over the period from 1996
t0 2017 or by 19.57% each year), the size of social expenditures
per capita is rather low, not only with regard to the EU and OECD
countries, but also the countries of the post-Soviet space. At
the same time, the constant growth of social expenditures from
the budget system (especially to cover the financial deficit of the
Pension Fund of Ukraine) negatively affects the economic de-
velopment of the state and the stability of the financial system.

Therefore, the first step towards a financially balanced so-
cial security system is to change the structure of financing and
provide a gradual transition to financing most social benefits
and allowances through the system of compulsory state so-
cial insurance and non-governmental social insurance, where
the accumulative principle of financing prevails.

The final result of the changes is to create a three-tiered
system of social protection in Ukraine, where the first tier is
designed to ensure a minimum level of social protection and
be accessible to all groups of the population (Figure 1).

The first level should guarantee basic rights on social se-
curity to the population stipulated by the current legislation of
Ukraine. The main goal of this level is to overcome poverty,
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Fig. 1: Suggested structure of social protection in Ukraine

Source: Compiled by the authors

reduce income inequality and support disadvantaged groups

of people.

However, the authors adhere to the position that health
care in Ukraine should continue to be public, universally ac-
cessible to all groups of the population regardless of their in-
come level and receive financial resources from the budget
system. Non-governmental social insurance in the field of
health care (which may be provided through insurance com-
panies, health insurance companies, etc.) can and should be
the only form of additional insurance protection.

The concept of the first tier of social protection should aim to
achieve the following objectives:
1) reduce poverty among the

population by providing mini-
mum social assistance and
facilitate its reception by the
groups of people who need it;

2) ensure adequate income for
families with children to pro-
vide full access to education,
health care, food and accom-
modation, which is one of the
main preconditions for over-
coming the demographic cri-
sis, increasing the birth rate
in the country, improving the
quality of education, etc.;

3) facilitate the functioning of
qualitative and affordable
health care services;

4) provide temporary social sup-
port for other groups of people who do not deal with other
levels of social protection.

Social assistance to vulnerable groups of the population
within the first tier should be given in accordance with the fol-
lowing basic principles:

1) welfare payments should provide the subsistence minimum
for people with low income;

2) recipients of such benefits must be objectively deprived
of opportunities to financially sustain themselves by other
means of access to other financial resources (it is important
to develop an effective system to assess the revenue po-
tential of recipients of social benefits, taking into account
the existence of a significant shadow income in Ukraine);

3) assistance should not encourage dependency, but include
measures to develop the recipient’s self-sufficiency and
certain financial independence.

The share of public social expenditures in GDP of the coun-
try should be stabilised in the medium term, whereas it will gra-
dually decrease in the long run. This is important given the ne-
gative impact of increasing public social spending on economic

growth. We have carried out an economical and

statistical analysis of the dependence of the le-

vel of economic growth on the share of public ex-

penditures on social protection in the country’s

GDP (data for the period 1980-2014 relating to

OECD countries was used for the study, data for

the years 2015-2017 is not yet available) (Table 1).

The obtained results indicate that a gradual

increase in the share of public expenditure on

social protection in GDP of the country reduces

the level of economic growth. However, it redu-

ces when achieves 10% of the level of govern-

ment expenditure. The empirical correlation ra-

tio n = 0.3235 indicates that there is a link bet-

ween the share of public expenditure on social

protection in the country’s GDP and real eco-

nomic growth, but it is moderate. The determi-

nation coefficient 0.1046 shows that the varia-

tion is 10.46% due to the differences between

the signs, and 89.54% due to other factors [16].

Therefore, it can be argued that the optimal

share of public expenditure on social protection

in Ukraine’s GDP should be within the range of

10-18%. Such amount of public spending on

social protection, according to the authors, enables the coun-

try to fight poverty effectively and does not suppress the level

of economic growth. The second level should be based on the

basic principles, incorporated in the system of compulsory so-

cial insurance: compulsory insurance to people according to

the types of social insurance and the possibility of voluntary in-

surance in the cases provided by law; differentiation of benefits

depending on the pension insurance record and insurance pre-

mium level; targeted use of social insurance; employers’ liability

and funds for the realisation of the rights of the insured person
for financial support and social services.

Tab. 1: Results of analytical grouping of countries in terms of the dependence between
average values of public expenditure on social protection and real GDP growth (1980-2014)

Source: Compiled by the authors based on data from the Organization for Economic
Co-operation and Development

Particular attention should be paid to the system of compul-
sory retirement insurance. According to the conducted studies
[16], the complex demographic and economic crisis in Ukraine
generates a strong deficit of financial resources in the Pension
Fund of Ukraine, which is covered at the expense of the pub-
lic budget. During the 2013-2017 period alone, financial re-
sources aimed at financing pension programs increased from
UAH 83.2 billion in 2013 to UAH 133.5 billion in 2017. At the
same time, loans totalling UAH 4.5 billion were attracted in order
to cover cash gaps from the single treasury account in 2017. As
of 1 January 2018, the balance of amount of loans unspent by
the Pension Fund of Ukraine makes UAH 48.1 billion.

The third tier should be based on the principles of accu-
mulative insurance, and perform both social and economic
functions - promote the development of public economics
through investment activities.

Ensuring the financial stability of the social security system
is only possible through complex interaction participants at all
levels in the system of social protection (social assistance re-
cipients, employees, employers, state, state funds compulsory
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social insurance, social security non-governmental institutions
(Non-State Pension Fund, insurance companies, banks, etc.)
all levels in the system of social protection (Figure 2).

A comprehensive social security system will provide so-
cial assistance through: 1) the public system of social securi-
ty formed based on taxes paid to the budget of the country);
2) compulsory social insurance represented by cash payments
and bonuses received by employees; 3) a non-governmental
social insurance system (the formation of financial resources
through contributions to non-governmental social security in-
stitutions or social programs developed by employers). It was
determined that people can get the same kind of social bene-
fits (e.g. pensions and medical services) through various levels

of social protection. This will enhance the impact of the sys-
tem on the population and affect the final size of social pay-
ments (or the amount and quality of provided social services).

5. Conclusions

The functioning of the introduced multifunctional system
with clear separation of powers for the formation along with the
use of financial resources will increase the level of social security
in the future, reduce social tensions and the pressure upon pub-
lic finances due to programs of social assistance to the poor. Ex-
pansion of accumulative financing principles has a positive im-
pact on the financial stability of the entire system of public so-
cial protection and contributes to social and economic develop-
ment, providing reduction in poverty and wealth disparity.

Fig. 2: The proposed scheme of interaction vectors between levels and participants of the social protection system in Ukraine

Source: Compiled by the authors
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