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Pavlo Kerimov (Ukraine), Yuliia Shapoval (Ukraine)

RELATIONSHIP BETWEEN INCOME

INEQUALITY, SOCIAL TRANSEFERS,
POVERTY, AND EMPLOYMENT
IN UKRAINE

Abstract

The impact of social transfers on income inequality and poverty remains a subject
of debate, particularly regarding threshold effects, design, and integration with taxa-
tion and labor market dynamics. Using a linear regression model, the study analyzes
the dependency of the Gini index on the percentage of social transfers in the average
household’s monthly resources, the percentage of households with income below the
median, and the percentage of the employed populace in Ukraine from 2010 to 2021.
The results show that a 1% increase in social transfers in household income reduces
income inequality by 0.13%, a 1% increase in employment decreases income inequality
by 0.1%, whereas a 1% rise in poverty leads to a 0.34% increase in income inequality.
In line with the results from EU and OECD countries, this study confirms that increas-
ing the share of social transfers in household incomes contributes to the mitigation of
income inequality in Ukraine. However, this remains valid only if the share of social
transfers in households’ total income rises proportionally. The income and expenditure
patterns of Ukrainian households, along with the Gini index, reflect poverty, which is
partially mitigated by social transfers; however, their effectiveness is constrained by
offsetting inflation. The rise in household income without a corresponding reduction
in poverty suggests that employment is no longer the predominant factor in poverty
alleviation in Ukraine.

Keywords fiscal policy, income inequality, social spending, poverty,
employment, redistribution, Gini index, regression
analysis

JEL Classification D31, D63, E25, H55

INTRODUCTION

The enduring challenges of inequality and poverty significantly im-
pede economic growth. In Ukraine, these issues are further aggra-
vated by economic crises and demographic shifts, particularly with
the outbreak of the ongoing war. Social transfers are theoretically de-
signed to narrow the income gap, but the practical outcomes are less
straightforward. Despite extensive public social spending, inequality
and poverty remain pervasive in Ukraine, raising issues about the ac-
tual effectiveness of social transfer programs. The primary means by
which social transfers affect income inequality is through direct re-
distribution. Social transfers raise the income levels of lower-income
households, thereby reducing the income gap between the wealthiest
and the poorest and stabilizing household consumption, especially in
times of economic downturns. The effectiveness of public spending,
namely social transfers, depends greatly on the tax base, accurate tar-
geting, and the presence of administrative resources to ensure that the
transfers reach their intended beneficiaries and are utilized for their
specified purposes. Understanding the distributional impact of social
transfers can facilitate shaping policy not only to alleviate poverty but
also to shift more fairly income across the populace.
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1. LITERATURE REVIEW

The welfare literature explores the relationship be-
tween social transfers and income inequality, em-
phasizing that societies with more extensive social
protection systems tend to exhibit greater equal-
ity. The ongoing debate centers around the effec-
tiveness of social welfare programs in alleviating
inequality and poverty, their significance dur-
ing economic downturns, their interaction with
demographic and social factors, and other fiscal
instruments.

This study builds upon previous quantitative re-
search indicating the positive influence of social
transfers on addressing poverty and inequality.
Prasad (2008) provided foundational evidence by
demonstrating that economies with higher social
transfers tend to exhibit lower income inequality.
That study revealed an inverse relationship be-
tween social transfer expenditure and inequality in
2007, where the United States, with limited social
transfer spending, experienced higher inequality,
while European nations such as Austria, Belgium,
Denmark, France, Germany, and Sweden, which
allocated substantial resources to social transfers,
observed relatively diminished income inequality.

Social transfers decrease poverty rates, particu-
larly in countries with substantial social spend-
ing. Expanding on this, Mieziené and Krutuliené
(2019) confirmed the role of social protection
transfers in decreasing the percentage of individu-
als at risk of poverty across the EU during 2008-
2016, with countries exhibiting higher social
spending showing more significant poverty re-
duction effects. Similarly, AntoSova and Stavkova
(2019) emphasized the impact of social transfers,
noting that countries with a higher proportion
of social benefits in household income, such as
Sweden, Ireland, Finland, Belgium, and Denmark,
achieved a more substantial reduction in poverty
in 2015. Additionally, the strategy of allocating a
high percentage of social benefits along with a low
percentage of old-age pensions has been proven to
be more effective in addressing poverty. In paral-
lel, Verberi and Yasar (2021) highlighted that in-
creased social spending across 30 OECD countries
in 2009, 2011, and 2015 correlated with a reduc-
tion in income inequality, reaffirming the redis-
tributive potential of social transfers.

156

The extent to which social transfers should be in-
tensified remains a contentious issue. Sidek (2021),
based on 122 countries, indicates that an initial in-
crease in government spending in advanced econ-
omies may lead to heightened income inequality.
However, once a certain threshold is surpassed,
this expenditure reduces inequality. Meanwhile,
in developing nations, investments in education
and development play a critical role in decreasing
income inequality. This highlights the complexity
of how social transfers impact inequality depend-
ing on broader economic conditions.

While traditional theory firmly holds that in-
come inequality determines social sector expen-
diture, circumstances can change. Longford and
Nicodemo (2010), analyzing the effectiveness of
social transfers in reducing poverty across EU
countries in 2007, found that northern and west-
ern European countries were more effective in re-
ducing poverty compared to southern countries
and former Soviet republics. In addition, central
European countries had similar effectiveness to
Scandinavian countries but with lower poten-
tial for poverty reduction. Focusing on countries’
cases, Mihaylova and Bratoeva-Manoleva (2017)
revealed that social transfers reduced income in-
equality in Bulgaria from 2000-2014. In particu-
lar, pensions had a substantial impact on reducing
inequality due to their increasing share in total in-
come, while family allowances, primarily for low-
er-income groups, had a weaker overall impact due
to their smaller share in recipients’ total income.
Likewise, Kozuharov and Petkovski (2018) dem-
onstrated that in Macedonia, higher social trans-
fer expenditures as a percentage of GDP, aimed at
vulnerable groups, were associated with reduced
income inequality (Gini index), while lower social
transfers were linked to increased inequality dur-
ing 2002-2014.

The demographic composition of a country influ-
ences the effectiveness of social transfers. Esping-
Andersen and Myles (2011) underscored the influ-
ence of a society’s demographics and social com-
position on income inequality, poverty, and gov-
ernmental actions. Leth-Petersen and Saeverud
(2024), examining Denmark from 1987 to 2021,
noted that despite a decrease in the marginal tax
rate on earned income and a reduction in social
assistance, household disposable income inequal-
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ity had risen since 2009. This trend aligned with
a notable influx of immigrants from non-Western
and Eastern European nations who heavily de-
pended on social transfers. Alongside, Murshed
et al. (2017) highlight that fiscal capacity and the
level of democracy have significant impacts on
social protection spending. However, issues like
bureaucratic inefficiency, often exacerbated by
corruption, can result in hidden incomes and ex-
plain the lack of positive effects of social transfers
on economic inequality. D’Agostino et al. (2020)
pointed out that social transfers reduced inequal-
ity in OECD countries over 1980-2015, but their
effectiveness varied based on each country’s elec-
toral system and government coalition dynamics.

The distributional effects of social transfers com-
pared to taxes, are also crucial. Although social
transfers typically support those with lower in-
comes, higher-income individuals usually pay a
larger share of their tax earnings (Luebker, 2011).
Wildowicz-Szumarska (2022) argued that social
transfers demonstrated greater effectiveness in
addressing income inequality across 28 EU coun-
tries from 2005 to 2017 than direct taxes. This is
attributed to the disproportionate allocation of
tax allowances to wealthier individuals, resulting
in reduced progressivity of personal income tax,
which impedes the attainment of redistributive
goals in conjunction with the reduction of top tax
rates. The relationship between direct redistribu-
tion and inequality is influenced by the dynam-
ics of poverty. As the poor population consumes
regulated goods more intensively than the rest of
the population, poverty encourages the need for
redistribution through regulation, while inequal-
ity steers the redistribution toward social spend-
ing (Costas-Fernandez & Lodato, 2022).

The combination of social transfers with other
redistributive policies is particularly effective
in mitigating inequality and poverty. For in-
stance, Sakamoto (2021) examined OECD coun-
tries, highlighting that active labor market pol-
icy spending positively impacted the skill levels
of lower-income workers. This study illustrates
how social transfers, when combined with la-
bor market policies, can reduce income dispari-
ties. Malone (2021), focusing on Ireland, demon-
strated how a progressive tax structure coupled
with redistributive social transfers effectively bal-
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anced out income inequalities during 2012-2019.
According to Wronski (2023), public pensions in
the EU were found to reduce wealth inequality by
approximately 30% as of 2019, emphasizing the di-
rect impact of pension systems as a form of social
transfer in narrowing the wealth gap. Findings
from the case of Brazil (Ibarra et al., 2023) show
that direct transfers primarily benefit the lowest
income groups before taxes. The fiscal system in
2019 had a more pronounced effect in reducing
poverty among households with elderly individu-
als, while households with children experienced
a comparatively smaller decline in poverty. This
highlights the uneven impact of social transfers on
different demographic groups (by household type)
and their varied influence on income inequality.
In-kind benefits also have the potential to miti-
gate inequality. According to Giangregorio (2024),
although in-kind benefits had a limited effect on
inequality in 15 EU countries between 2008 and
2017, they contributed to reducing Gini indexes.
This suggests that non-monetary social transfers
can play a role in reducing income inequality.

The extent to which transfers reduce income in-
equality varies based on their design. The impact
of social transfers depends on how well they reach
the most vulnerable groups and provide sufficient
benefits rather than just on the overall amount
of spending (Amaglobeli & Thevenot, 2022).
Joumard et al. (2012) emphasized that the extent
to which taxes and transfers reduce inequality
depends on their size, composition, and progres-
sivity. They noted that certain OECD countries
with smaller tax and welfare systems achieved
similar levels of income redistribution to those
with larger social transfer programs in 2000-2009.
Szczepaniak’s (2020) analysis of 25 EU countries
during 2005-2017 showed that social protection
expenditures had a significant positive impact on
reducing the Gini gap, in contrast to other types of
social expenditures.

During economic downturns, increased social
spending can mitigate the adverse effects of crises
on income inequality and poverty. Cyrek (2019)
demonstrated that the level of social spending in
OECD countries varied over time, declining dur-
ing economic growth and rising during financial
crises, leading to substantial changes in spending
patterns. However, on the whole, there is no con-
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sensus regarding the direct effect of social spend-
ing in mitigating the adverse impacts of economic
crises, as each nation’s decisions and outcomes
are context-specific. Cyrek (2019) identified no
direct correlation between the efficacy of social
policies in poverty reduction and the ameliora-
tion of social inequality in the EU countries over
2007-2016, suggesting that these policies necessi-
tate distinct priorities. It is pointed out that there
exist at least two models of state social assistance:
one that emphasizes poverty reduction (exempli-
fied by Scandinavian countries) and the other, fo-
cused on alleviating income inequality (observed
in Mediterranean countries and new EU members
such as Poland, Latvia, and Lithuania). This high-
lights that the design of social transfers can vary
significantly in their impact on inequality.

Efficiency in targeting and budget size is essen-
tial for reducing income inequality, as evidenced
by the research of 15 countries from 1982 to 2013
(Caminada et al., 2019). The performance of so-
cial transfers can be measured by their cover-
age, targeting accuracy, generosity, progressivity
index, impact on poverty and inequality, under-
coverage, and leakage (Sulla et al., 2017). As per
the findings of Cammeraat (2020), diverse types
of social expenditure within the EU from 1990 to
2015 influenced the poverty rate, Gini, and GDP
growth. The study indicated a lack of statistically
significant negative correlation between any form
of social spending and GDP growth and that the
most efficacious type of social spending in reduc-
ing poverty is positively associated with econom-
ic growth. Income inequality exhibited the most
considerable negative correlation with expendi-
ture types designed for a broader demographic
group than just people with low incomes, imply-
ing that inclusive social transfer programs have a
stronger impact on inequality tackling. Granger et
al. (2022) underline the efficiency of properly tar-
geted social transfers in terms of public spending
to outcomes, despite the complexity of adminis-
tration and the potential for creating negative eco-
nomic incentives. While universal social trans-
fers can also be effective, they rely on a broad tax
base. Most countries use a combination of these
approaches based on their specific goals, budgets,
and administrative capabilities. Luebker (2021)
points out that relative earnings differentials are
not a valid indicator of income inequality struc-
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ture, and there is no evidence that income distri-
bution skew is positively linked to fiscal redistri-
bution. Therefore, while social transfers play a cru-
cial role in reducing inequality, their design and
implementation are key to their effectiveness.

Lastly, studies specific to Ukraine under-
score the mixed effectiveness of social trans-
fers. Cherenko (2011) revealed that certain so-
cial transfer programs (financial assistance for
children and targeted support for low-income
families) positively impacted the distribution of
households in 2010. Meanwhile, contributions
to social inequality in the form of pensions are
not so equal to their role in the income struc-
ture, while contributions of social benefits to
inequality outweigh their role in the formed
income of the population. Consequently, afflu-
ent individuals were the primary beneficiaries
of these social transfers (Cherenko, 2011). The
Ukrainian populace consistently depends on
social transfers as a substantial component of
household income, which can be attributed to
the country’s political landscape and the ex-
pansive social programs implemented by the
government (Kizyma, 2009). Sokolovska (2019)
highlighted the pivotal role of the design of so-
cial transfers in influencing inequality, noting
that they generally exhibit a more pronounced
redistributive impact compared to taxes.
Cherenko (2023) underscored that prior to the
full-scale war, vulnerable segments of the popu-
lation derived limited benefits from most social
protection initiatives, with indicators reflecting
suboptimal efficiency in coverage and targeting
despite augmented funding. Perehudova (2022)
stressed over-reliance on social transfers, cau-
tioning that excessive transfers amidst the war
might lead to dependency and transform social
assistance into an unconditional basic income
model.

Thus, social expenditures predominantly target
the reduction of economic inequality, although
their tangible impact often remains ambigu-
ous. Empirical studies conducted across EU and
OECD countries indicate that social transfer ef-
fectiveness largely relies on the availability of
resources and their targeted allocation. While
an extensive body of literature underscores the
role of higher social transfers in diminishing

http://dx.doi.org/10.21511/pmf.13(2).2024.13



income inequality, recent analyses have high-
lighted the significance of various factors such
as demographic changes, fiscal capacity, and
bureaucratic efficiency. As Ukraine contends
with ongoing economic and social adversities,
including those stemming from war, an in-
depth analysis of the role of social transfers in
addressing poverty and income inequality is
critical for adjusting fiscal policy within the so-
cioeconomic context.

Against this backdrop, the aim of this paper is
to assess the nexus between income inequality
and social transfers, poverty, and employment
in Ukraine. To build on this objective, the study
seeks to analyze whether income inequality
(Gini index) is affected by social transfers (social
transfers percentage in the average household’s
monthly resources), employment (percentage of
employed population aged 15-70 in yearly av-
erage population), and poverty (poverty head-
count ratio at societal poverty line also known
as the percentage of populace with income be-
low median income) using Ukrainian data from
2010-2021.

2. METHODS

2.1. Model specification

Applied linear regression is a standard procedure
for gauging the dependencies between variables.
Since none of the previous studies considered the
connection between income inequality and social
transfers to be non-linear, this study also skips the
functional form determination step. Thus, a least
squares linear regression with HAC standard er-
rors is used to gauge the connection between in-
come inequality, social transfers, poverty, and em-
ployment in Ukraine. The functional form of the
model is expected to be as follows:

II=p,+BST+B,P+ BE+e, 1)

where IT is Income Inequality; B, B, B,, B, are the
coefficients measuring the effect of each indepen-
dent variable; ST is Social Transfers; P is poverty,
and E is employment; ¢ is unexplained variation.
The analysis is to be performed via the “gret]” soft-
ware package.

http://dx.doi.org/10.21511/pmf.13(2).2024.13
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The hypotheses are formulated as follows:

HO:  B,=pB,=B,=p,=0 (none of the independent
variables affect income inequality).
HI: At least one 8, # 0 (at least one independent

variable affects income inequality).
2.2. Variable specification
2.2.1. Dependent variable

The Gini index is used as the dependent variable.
It is taken from the World Bank’s Poverty and
Inequality Platform and the State Statistics Service
of Ukraine — SSSU. The Gini index is chosen to
represent income inequality since it is the most
universal metric used in similar studies. Moreover,
it is a ubiquitously calculated ratio, which means
that:

a) as a ratio, it is inherently comparable across
countries (i.e., it is not denominated in a par-
ticular currency, as are the direct indexes ha-
bitually used in country-specific studies such
as average household income or consumer
expenses);

b) since it is tracked by the World Bank and cal-
culated by most countries’ statistics services,
the data on this ratio is readily available, uni-
fied, and transparent, minimizing the chance
of it being erroneous.

2.2.2. Independent variables

The independent variables used in the model are
the percentage of social transfers in the average
household’s monthly resources, the percentage of
households with income below the median across
the country, and the percentage of employed pop-
ulace across the country. All of the indices used
are ratios to prevent any data comparability issues.

The percentage of social transfers in the average
household’s monthly resources is calculated based
on the aggregate resource structure (based on the
selective examination of the household’s living
conditions) compiled by the US. It represents the
influence of social transfers on an average house-
hold’s income. It is likely to be a more precise rep-

159



Public and Municipal Finance, Volume 13, Issue 2, 2024

resentation of such influence than the more stan-
dard percentage of social spending in the state
budget index, for it presumably accounts for the
number of social transfers that actually reached
their recipients. These transfers include cash pen-
sions, stipends, and social benefits, as well as non-
cash benefits and subsidies to pay for housing and
communal utilities, electricity, fuel, healthcare
goods and services, travel services, recreation,
transportation, and communications services.
This index was included in order to account for
both household income and social transfers since
two of these indices turned out to have a nearly
linear correlation, which made their simultaneous
inclusion into the model ill-advised.

The percentage of households with income below
the median across the country is used to represent
the influence of poverty since any social transfers
exist to alleviate poverty, be it via reducing in-
come inequality or compensating for historically
accumulated wealth inequality. The index used is
taken from the World Bank statistics, namely the
poverty headcount ratio at the societal poverty
line (% of the population). Even though the locally
supplied data (i.e., the percentage of the populace
below the living wage) were also available, these
statistics provided no additional time periods, and
thus, the more internationally recognized source
was used.

The percentage of the employed population across
the country is used to evaluate the influence of em-
ployment on income inequality in Ukraine. The
index is calculated based on the data of the SSSU,
namely “Employed populace by type of economic
activity in 2012-2021 (KVED-2010)/NASE (rev.2)”
table, appended with the data taken from “Employed
populace by type of economic activity in 2000-2012
(KVED-2005)” table, and “Populace quantity and av-
erage populace quantity across the year” table for ap-
propriate years by dividing the number of employed
populaces by average yearly populace quantity.

Table 1. List of dependent variables

3. RESULTS

The data cover the period from 2010 to 2021, as
their availability constrains them (as of August
2024). The data on employment, poverty, and state
social transfers, as well as the last data point of the
income inequality time series, are taken from the
SSSU. The rest of the income inequality time series
is taken from the data provided by the World Bank.
Table 1 provides an overview of the data sources.

All of the data used are denominated in percent-
age points to ensure the same bit depth for mutual
comparability. There are 12 observations per vari-
able available, which is enough to build a model,
but its quality could be greatly improved by in-
creasing the time scale up to at least 50 observa-
tions per variable. The average monthly income
and average monthly expenses per household
were not included in the model because both indi-
ces have a near-linear correlation with the month-
ly social transfers received per household. As the
descriptive statistics show (Table 2), the income
inequality and poverty data are largely uniform
during 2010-2021, while data on social transfers
and employment show a bit more variation.

Table 2. Descriptive statistics

Variable | Min Maxm Mean S.td:
: i deviation
I ¢ 24.00 266 25.27 L0.7667
ST 18.6 28.2 3413 ..
P 95 12.1 .. 07394
E . 3788 44.48 2.519

Note: Il is Income Inequality, ST is Social Transfers, P is pov-
erty, and E is employment.

The correlation matrix (Table 3) shows that the
strongest correlation is between the indicator of
income inequality (Gini index) and the combined
indicator of social transfers’ percentage in month-
ly resources of households. This correlation is in-
versely proportionate and is quite strong at —0.7430.
Preliminary testing also showed that the Gini index

Characteristic Indicator . Symbol ;| Source of data
Income inequality  GINIindex,% L. World Bank, sSSU
State social transfers Percentageoof social transfers in average household’s monthly financial ST : SssU
e L TESOUTCES, 96 .
Poverty sssy
Employment SSSuU
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had a strong positive correlation (0.718) with social
transfers per month received by the households
(denominated in UAH), a strong negative correla-
tion (-0.742) with monthly income of households
(denominated in UAH) and a strong positive cor-
relation (0.747) with monthly spending of house-
holds (denominated in UAH). All three of these
indicators had near linear correlation among them
and thus caused harmful collinearity in the model.
Therefore, only social transfers to households (di-
vided by total household monthly income in order
to ensure that it is denominated in %) were includ-
ed in the model. Thus, according to the correlation
matrix, an increase in the sum of received social
transfers, household income, and expenses increas-
es the Gini index, while the increase in the frac-
tion of social transfers in total household income
and an increase in employment decreases it. Since
the higher values for the Gini index correspond to
higher income inequality, the increase in the sum
of social transfers, as well as in the sum of monthly
household income and expenses, increase income
inequality. In comparison, the increase in the frac-
tion of social transfers in total household income,
as well as the increase in employment, decreases it,
which aligns with standard predictions.

Table 3. Correlation matrix for variables

Variable © 1. : ST P E
N1 -07430 . 03669 : -07072
ST = 1. 00422 . 05463
P - - 1 -0.1800
e s

Note: Il is Income Inequality, ST is Social Transfers, P is pov-
erty, and E is employment.

Outputs of a basic linear model of dependency of
income inequality (Gini index) on the percentage
of state social transfers in monthly household in-
come, poverty (fraction of populace with income
lower than median income across the country),
and employment (yearly average of constantly em-
ployed populace) with HAC standard errors are
presented in Table 4.

Table 4. Regression outputs

Variable :coefficient: std. error : t-ratio p-value
ST —0.1291 0.0462 =2.792 0.0235*
.P....0303 01100 3114 00143
E ~0.1015 :0.0313 ~3.238 :0.0119*

Note: * variable significant within 95% confidence interval. ST
is Social Transfers, P is poverty, and E is employment.
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The equation for this regression can be transcribed
as such:

1 =-0.12918T +0.3434P
—0.1015F + 28.855.

@

According to the model, a 1% increase in fracture
of social transfers in monthly household income
decreases income inequality by 0.13%; a 1% in-
crease in poverty increases income inequality by
0.34%; a 1% increase in employment decreases
income inequality by 0.1%. The constant is rath-
er high, however, and sets the default level of in-
come inequality at 28.8%. All of the variables are
significant within 95% confidence interval except
for the constant, which is significant within 99%
confidence interval. This rejects the null hypoth-
esis that none of the independent variables affect
income inequality.

The R? of this model is rather high for a social sci-
ence-related model, and shows that at least 78.4%
of the variation of the dependent variable (i.e., the
Gini index) is explained by the variation of inde-
pendent variables. Such a value, however, indi-
cates at a likelihood of some important variables
being missing.

Therefore, the alternative hypothesis that social
spending, employment, and poverty affect income
inequality holds. An increase in social spending
and employment decreases income inequality,
while an increase in poverty increases it.

While social transfers contribute to the reduction
of income inequality, their influence is intricate
and interconnected with broader economic cir-
cumstances and living standards in Ukraine. The
Gini index was chosen to represent income in-
equality as it is universally used and widely accept-
ed. The Gini index for Ukraine is quite low, and
in 2021, Ukraine was in the top 5 worldwide by
this metric. This placement, however, indicates the
weakness of the Gini Index, for the neighboring
countries in this rating are Moldova and Belarus,
while more developed countries like Japan or the
USA occupy 55" and 113" places, respectively. The
reason for this is that income inequality alone does
not correspond with accumulated wealth or living
standards. Historically, Ukraine has always had a
rather low Gini index, with the highest historical
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Figure 1. Gini index and poverty ratio for Ukraine, 2010-2021

value being 0.39 in 1995, with a gradual decline
to the 0.24-0.26 range captured during 2010-2021
(Figure 1). Under a general slight downward trend
of employment, the Gini index declined from the
mid-1990s until 2010, followed by a slight increase
until 2019 (due to the effects of the national cur-
rency devaluation resulting from the GFC and the
start of the war in 2014) and then a slight decrease
again until 2021. When the Gini index increased,
the poverty rate tended to follow a similar pattern,
suggesting that higher inequality often coincides
with increased poverty in Ukraine.

This equality in income shows even poverty, which
is common for small economies with significant
social fiscal components. In order to confirm this
presumption, it is necessary to analyze the income
and spending structure of households. While the
aggregated resources (aggregate income from all
possible sources, including help from relatives
and subsistence farming) per household grew
throughout the whole period, from 438 USD in
2010 to 523 USD in 2021, the growth was not linear
and included a noticeable decline in 2013-2015. It
is most likely the result of political destabilization
culminating in the beginning of Russian aggres-
sion, which happened during that period.

Subsistence minimum and minimum wage
both only increased from 2010-to 2021, but
since 2017, minimum wage was set to be twice
the subsistence minimum and thus grew faster,
up to the point when, in 2021, the subsistence
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minimum was 2,250 UAH (81.2 USD), while
minimum wage - 6,042 UAH (218.1 USD). That
being said, the percentage of actual wages dur-
ing 2010-2021 was never higher than 50%, even
though it was the biggest source by percentage.
The second category was social transfers (which
included pensions, scholarships, subsidies, and
social payments), which accounted for roughly
25% of the total available monthly resources
per household. Another 12.8% were accounted
for by profits from self-employment (including
profits from subsistence farming and selling
self-grown harvest), and yet another 7.4% came
from relatives.

Thus, in Ukraine, about a quarter of a household’s
total available monthly resources were social
transfers and subsidies. It is a relatively low amount
compared to the EU countries. For instance, ac-
cording to AntoSova and Stavkova (2019), the av-
erage fraction of social transfers across the EU
countries in 2018 was 31.6%, while the maximum
fraction (Greece) was 40.9%. Ukraine appears to
have a comparable fraction of social transfers in
household income with Lithuania (25.32%), Latvia
(24.82%), and Estonia (22.29%), which were 91,
71%, and 45™ on the list of income inequality by
Gini index in 2021, respectively. It is worth not-
ing that despite having the highest percentage
of social transfers in household income, Greece
only ranks 54" on the Gini index rating in 2021.
Therefore, higher social spending does not auto-
matically decrease income inequality.

http://dx.doi.org/10.21511/pmf.13(2).2024.13



The household spending structure in Ukraine
from 2010 to 2021 also implies poverty. The most
spending (49.5% on average during the entirety
of the period reviewed) was centered on food and
utility bills (11.2% on average during 2010-2021).
And even though there was a tendency to de-
crease the fracture of resources spent on food (in
2021, for instance, it was 45.9%), it is still a rather
high percentage, comparable to many other coun-
tries with below-average income like Cameroon
(45.2%), Uzbekistan (46.4%), and Uganda (44.2%)
(Our World in Data, 2024). In comparison, the
fraction of household food spending in the US
during 2021 was 6.7%, in Greece - 18.8%, and in
Lithuania - 19.8%.

High food spending in Ukraine is coupled with
relatively low savings; if to count the difference be-
tween the total household’s monthly income and
spending, using the data of the SSSU, on average
in 2010-2021, a household could save around 14%
of its income or 62 USD per month.

Thus, the income and spending structure of
Ukrainian households in 2010-2021, along with
the Gini index, shows even poverty, which is alle-
viated by social transfers, that amounts to a quar-
ter of the total household’s monthly income. This
conclusion is further reinforced by the model out-
puts, that is, the decrease in income inequality is
achieved by increasing the fraction of social trans-
fers in the household’s monthly income. However,
the impact of the mentioned social transfers seems
to be relatively low in magnitude and is only sig-
nificant as long as it is a percentage increase. This
is likely the result of a rather drastic increase in
overall household income during 2010-2021, even
though it stayed primarily unchanged in USD
equivalent, and is likely to be severely diminished
by inflation in real purchasing power.

As of August 2024, there are not newer comparable
data on per-household earnings since the presented
data are calculated by the SSSU on an unidentified
set of households, i.e. are stylized. Thus, only a ba-
sic analysis can be performed for the beginning pe-
riod of war. Based on the data from the Ministry
of Finance of Ukraine (2024), social spending grew
from 367 bln UAH (approximately 13.6 bln USD) in
2021 to 514 bln UAH (approximately 14 bln USD)
in 2023. It is apparent that due to the devaluation
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of the Ukrainian currency since the full-scale war,
the real purchase power of the recipients of state aid
mostly did not change or even decrease despite a
rather significant increase (+40%) in social spend-
ing. A similar dynamic was seen in subsistence
minimum, with it being increased from 2,393 UAH
(74 USD) in 2022 to 2920 UAH (74.3 USD) in 2024
and minimal wage - from 6,500 UAH (201 USD)
in 2022 to 8,000 UAH (203.6 USD) in 2024. The
social spending alone, however, does not account
for the loss of wage income and self-employment
income, which has become commonplace due to
war, nor does it account for an increase in wages
for those categories of people who were receiving
average or below-average wage before the full-scale
war, but are now receiving an above average wage
in the military. And while the increase in wealth
inequality is likely to be massive regardless of state
support due to the widespread destruction of prop-
erty, income inequality might retain roughly the
same levels. However, even with nominal income
retention, Ukrainians’ purchasing power steadily
declines. Thus, the general conclusion of the model
that the low Gini index in Ukraine shows equality
in poverty, and it is mainly attributed to state social
spending, still holds up.

4. DISCUSSION

The findings align with existing studies posit-
ing an interplay between social transfers and in-
equality. Following Cammeraat’s approach (2020),
which involved a regression model to examine
the relationship between social expenditure and
the final values of the poverty rate and Gini index,
this study conducted an analysis of the dependen-
cy between income inequality and its most regu-
lar factors by using data on Ukraine during 2010-
2021. The growth of fracture of social transfers in
monthly household income was found to be sig-
nificant in reducing income inequality in Ukraine,
which is according to the findings of Prasad
(2008), Longford and Nicodemo (2010), Mihaylova
and Bratoeva-Manoleva (2017), Kozuharov and
Petkovski (2018), Mieziené and Krutuliené (2019),
Caminada et al. (2019), and Costas-Fernandez and
Lodato (2022).

In contrast to the conclusions drawn by prior re-

searchers, this study found that poverty and em-
ployment appear to not affect income inequal-
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ity, and an increase in the absolute sum of social
transfers appears to not have an impact either. The
latter seems to be a paradox, but it is mostly linked
to the magnitude of such increases; during 2010-
2021, the minimum wage increased 6.8 times,
from 888 to 6,042, while its purchasing power,
roughly estimated via USD equivalent, only grew
by 19%, from 438 USD to 523 USD. In other words,
the increase in household income mostly exists to
compensate for the inflation and currency risks
and predominantly allows for sustaining the same
level of poverty year after year.

Since only half of the available monthly income of
households comes from actual wages and social
transfers are the second biggest source of income,
their increase allows for equalizing household in-
come only when it is big enough to affect the per-
centage structure of a household’s income visibly.
Otherwise, these transfers are barely registered,
and a yearly increase of, say, pension, less than 100
UAH does not cover, for instance, loss of purchas-
ing power due to inflation. Therefore, those who
are dependent on social transfers are equally poor,
and those, who are not, tend to receive their income
from non-transparent sources, which do not find
their way into being represented in official statistics.

While this study provides insights into the im-
pact of social transfers, poverty and employment
on income inequality in Ukraine, it is crucial to
acknowledge its limitations. The R? of the mod-
el indicates that some of the factors are missing;
finding such factors can be a topic for further re-
search. One such likely factor would be inflation,
but including it without any modifications ap-
pears to have worsened the model. There is also a
factor of regional inequality, which is not shown
on the state average levels; for instance, income
for Kyiv and Kyiv Oblast is on average three and
more times above country averages, which in turn
makes “help from relatives” a significant enough
source of income to be tracked separately. Another
part of this income source was labor migration.

To sum up, the results from Ukraine’s case show
that increasing the proportion of social benefits in
household income helps reduce income inequal-
ity, even though there is not a direct link between
poverty and employment. Simultaneously, in light
of fiscal discipline challenges, social transfers
alone cannot be the sole solution to address eco-
nomic inequality. This highlights the importance
of targeted social transfers and brings attention to
employment-related concerns.

CONCLUSION

This study underscores the role of social transfers in mitigating income inequality in Ukraine. Regression
analysis during 2010-2021 reveals that a 1% increase in social transfers as a proportion of monthly
household income corresponds to a 0.13% reduction in income inequality. Although this finding aligns
with economic theory, demonstrating that social transfers redistribute income to lower-income house-
holds, the reduction of 0.13% in income inequality might seem modest and could vary depending on
the targeting and scale of the transfers. The findings also show that a 1% increase in poverty leads to a
0.34% elevation in income inequality, whereas a 1% increase in employment is associated with a 0.1%
decrease in income inequality, indicating that just employment growth may not be sufficient to signifi-
cantly reduce income inequality.

Meanwhile, wages constitute only half of the monthly household income, with social transfers being
the second most significant income source. Non-wage income tends to be not from self-employment,
however, since it is the fourth-most source of income, after wages, social transfers, and aid from rela-
tives. This suggests either an entrepreneurship-averse mindset among the Ukrainian populace or effec-
tive masking of self-employment income for tax evasion. The percentage of transfers appears to have
declined slowly as the overall volume of monthly resources available to households increased during
2010-2021, pointing to potential challenges with expanding social transfer volume due to resource con-
straints. This underscores the need for better-targeted social transfers to reduce inequality effectively.
Overall, the income and spending structure of Ukrainian households, along with the Gini index, indi-
cate persistent poverty that is, to some extent, alleviated by social transfers. Despite an increase in so-
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cial spending since the onset of the full-scale war, Ukrainians’ purchasing power has decreased due to
currency devaluation. On the whole, the rise in household income largely aims to counterbalance the
effects of inflation.

Future research should incorporate additional variables influencing income inequality, such as regional
disparities and inflation effects, to develop more effective fiscal policies for tackling poverty and in-
equality in Ukraine.
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