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APPROACHES TO PROFIT AND COST MANAGEMENT SYSTEM
OF HOUSEHOLDS WITHIN NATIONAL ECONOMY

The paper presents the contemporary approaches to interpretation of profit and cost manage-
ment system of households. The method of efficiency estimation for households profit and cost man-
agement is offered. An optimization model of profit and cost management system has been devel-
oped to increase their profits and enable further investment. The need for state support in develop-
ing the households of the investment type is grounded, viewed as an impetus that will enhance the
investment capacity of population.
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®OPMYBAHHS CUCTEMMU YIIPABJIITHHA 1OXOJAMUA
TA BUTPATAMMU JOMOI'OCIIOIAPCTB
B HAIIIOHAJIBHIV EKOHOMIIII

Y cmammi éuceim.aeno cyuachi nioxodu 0o mpakmyeanus cucmemu ynpaeaiHHs 00xXo0amu
ma eumpamamu 00M020¢N00apcme. 3anponoHo8ano Memoouxy OUIHIOBAHHs egheKmuHocmi
ynpaeainnsa doxodamu ma eumpamamu domozocnodapcme. PospoGaeno modeav onmumizauii
cucmemu ynpagainHs 00xo0amu ma eUMpPaAmamu 0oMo20Cno0apcme 3 Memoro 3pOCHaHHs ix
doxodié ma 3abe3neuenns 3oamuocmi 0o ineecmyeanns. Q0TpyHmMosano nHeobxionicmo depicas-
HO020 CMUMYAI08AHHSL PO3GUMKY 00MO20CH00apCMe iHeCMUNIIH020 MUNY, WO CRpUsMuUMe nideu-
wieHHI0 iHgeCmuyiiin020 NOMEHUialy HaACeAeHH .

Karouosi caosa: domococnodapcmeo; ynpaeninus 0oxodamu ma euOamKamu,; [HEeCMUUIHHUILL
nomenuyian domozocnooapcms.
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JIooos I'. JInmery, Enena A. IBamko, Cepreii B. MocTtenei
O®OPMUPOBAHUME CUCTEMM YIIPABJIEHUA TOXOJAMMU
N PACXOJAMMU JOMOXO03AUCTB
B HAIIMOHAJIBHOU DKOHOMMKE

B cmamve paccmompenvt coépemennvie nooxo0vl K MpaKmosKe CUCMEMbL YNPAGACHUS
doxodamu u pacxooamu oomoxossiicme. Ilpedaoncena memoouxa ouenxu 3¢hpghexmuenocmu
ynpaeaenusi 0oxodamu u pacxodamu oomoxossiicme. Paszpabomana mooeav onmumusauuu
cucHmeMbL ynpasieHuss 00X00amu u pacxooamu 00Moxo3icme ¢ yeavlo pocma ux 00x0006 u obec-
neuenusi cnoco6nocmu x umneecmuposanuro. Q06ocHosana HeobXxXo0uMocmv 20cy0apcmeeHHo20
CIMUMYAUPOBAHUS PAZGUMUSL 0OMOXO03ALUCME UHBECMUNUOHHO20 mMuna, Komopoe 6yoem cnoco6-
CIM608aMb NOGLIUEHUIO UHBECIMUUUOHHO20 NOMEHUUAAA HACEACHUS.
Karouesvie caosa: 0omoxossiicmeo; ynpasieHue 00X00amu U pacxooamu; UHEECMULUOHHbLI
nOMeHyUan 00OMoxXo3sicms.

Problem setting. With the transition of Ukrainian economy to the market princi-
ples there is a need to solve a number of acute problems related to profit and cost mana-
gement of households. Households in the process of their economic activities receive
profits, which serve as a basis for their living standards. Development of profit and cost
management system of households is critically important to facilitate large volumes of
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financial resources concentrated on the individual level. The share of final consumption
expenditure of households taking into account individual consumer spending in GDP
exceeds 60%. Therefore, the problem of profit and cost management by households
acquires national significance, as it concerns not only every citizen of Ukraine, but also
affects the processes of country’s social and economic development overall.

Recent publications analysis. An important contribution to the study of theoreti-
cal and practical aspects of profits generation and costs by houscholds have been
made by such scientists as V. Gluhov (2008), O. Hladun (2005), M. Karlin and
I. Tsymbalyak (2014), T. Kizyma (2011), E. Libanova et al. (2012), S. Panchyshyn
(2002), L. Shevchuk (2001), O. Vatamanuk (2007) and others.

Appreciating high level of scientific achievements of the mentioned above
authors we should note that not enough attention is being paid to interpretation of
profits and costs management at the household level and the selection of areas for
improvement.

The purpose of the article is scientific study of theoretical and methodological
provisions and practical recommendations for improving the profits and costs mana-
gement system of households in today’s world.

Key research findings. Managing profits and costs by households gives them a
possibility to systematize the key aspects of their activity and direct it in a way to
ensure the maximum profit and social development for the state.

In the most general form "control" means "to direct the course of a process, to
influence the development, the status of something” (Large Explanatory Dictionary,
2007). Encyclopaedias interpret the term "manage" as "conscious, purposeful influ-
ence of subjects (economic, social, political and other relations) on individuals,
labour groups and wider community, as well as economic objects with the aim to
achieve goals and to provide stabile and dynamic development of managed objects".

Profit and cost management system of households is an activity of housechold
members on the regulation of incoming and outgoing cash flows in order to improve
the welfare of household members, as well as functions of public authorities, related
to the impact on formation process of profits and costs of households with the aim of
optimization and rationalization of economic relations.

In other words, we can state that managing profits and costs of households is a
set of processes related to planning, organization, motivation and control over eco-
nomic relations, both inside a household and with other economic operators (state
financial authorities, financial market institutions etc.).

Control objects for households are total profits and total costs of households.
The subjects of management are household members engaged in control over funds,
as well as the state represented by relevant financial authorities, which indirectly
influence the processes of profits and costs by households.

The key functions of households’ profit and cost management are correlated
with the public. These are planning, organizing, motivation and control over current
profits and costs of household members and formation of their savings.

Profits and costs management system of households is carried out at levels:
macro-, mezo- and microlevels.

At the macrolevel, the state is represented by relevant authorities (State Fiscal
Service, funds of obligatory state social insurance, the National Commission for
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100 EKOHOMIKA TA YINPABJ1IHHS1 HALJIOHAJIbHUM rocriogAPCTBOM

Regulation of Financial Services etc.), indirectly affects profits and costs of house-
holds.

At the mezolevel the process of household profit and cost management is influ-
enced by local authorities and various economic agents (financial institutions,
commercial and retail chains, manufacturers and service provides etc.). At the
macrolevel — activities of household members directly involved in the overall control
of funds.

It should be noted that the need for managing profits and costs by households
follow from the state influence on the formation of the scope and structure of house-
hold costs not only by stimulating total consumer demand in the country, but also
through activation of investments. Today, in the context of national economy there is
an urgent need in transformation of household resources into investment capital.

In this study we will build a structural and logical scheme of factor scoring for the
effectiveness of profit and cost management system of households in Ukraine
(Figure 1).

In many countries standard of living is calculated basing on the analysis of
households. For this the general sample of households is made, and on the basis of
official data the group of indicators, which should show the status of households is
calculated.

We perform the comprehensive analysis of households’ profits and costs correla-
tion for Ukraine and calculate the average and marginal propensity to consumption
and savings (Table 1).

It should be noted that the main source of households’ profits in Ukraine are
wages. During the crisis, their share is growing, real profits are decreasing, the share
of social benefits and current transfers are increasing. The growth rate of wages as the
key element of profits depends, above all, on the minimum wage, living wage but not
on workforce productivity, which is low in Ukraine.

However, in the total household costs consumer spending is 90%. The most
important item of total household costs (52%) is food. While analyzing the indicators
in dynamics we identified the reduction the in the share of expenses on food and
growth — in the share of costs on non-food products; provision of household durables
is also increasing (Table 2).

Thus, the greatest propensity to save demonstrate the households with low level
of profits, significant amount of saving is related to deferred consumption. Also, big
impact on savings have expectations related to macroeconomic and political instabi-
lity.

In households where the main source of profits is wage and/or social transfers,
consumer spending is 87% of the total costs and where profits is from business activ-
ities — 68.5%.

Thus, it is possible to make an analysis of differentiation in living standards in
Ukraine. About 13 ths addresses of houscholds are selected for the survey each year
in Ukraine. In 2012 in Ukraine 10.5 ths households took part in the survey (82.5%
addresses were selected except non-residential premises) (Table 3).

The analysis of differentiation in living standards in Ukraine made it possible to
conclude that there is upward trend in the number of people with average per capita
equivalent total profits per month below living wage, since 2010.
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Table 1. The dynamics of indicators of the current state

of households in Ukraine

2006 | 2007 | 2008 | 2009 2010 2011 2012
Profits — total, mln UAH 472061 | 623289 | 845641 | 894286 | 1101175 | 1266753 | 1457864
Costs and savings — total

min UAH " 1472061 | 623289 | 845641 | 894286 | 1101175 | 1266753 | 1457864
Consumer spending 427858575510 793630 | 813909 | 939308 | 1143630 1310584
Savings 44203 | 47779 | 52011 | 80377 | 161867 | 123123 | 147280

The average propensity to
consume

The average propensity to
save

Marginal - propensity  to| | 976 | 0081 | 0417 | 0.606 | 1234 | 0.874
consume

Marginal propensity to save 0.024 | 0.019 | 0.583 | 0.394 0 0.126
Source: Costs and resources of households in Ukraine during 2006-2012. State Statistics
Committee of Ukraine.

091 | 0923 | 0939 | 091 0.853 0.903 0.9

0.09 | 0.077 | 0.061 | 0.09 0.147 0.097 0.1

Table 2. Dynamics of costs and savings for households in Ukraine, min UAH

=) b= —
- [ o g g Z 5 s - =
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Years 228 S| £E8% | £ 4588 & 2 & & 2 S
&5 a* 35 228 S 85 5 g & = K
S Eo” |E8SF| 82 =
SEg™| <%
2006 472061 385681 33803 7159 37044 44203
2007 623289 509533 49053 9939 37840 47779
2008 845641 695618 67606 29515 22496 52011
2009 894286 709025 67053 10493 69884 80377
2010 1101175 838213 72251 19578 142289 161867
2011 1251005 1024249 83778 -1159 124282 113925
2012 1457865 1194791 97226 -2954 150234 12659

Source: Costs and resources of households in Ukraine during 2006-2012. State Statistics
Committee of Ukraine.

We carry out an analysis of households’ profits by the level of average per capita
equivalent profits (Table 4).

The largest share in 2012 accounted for the households with profits
1200.1—-1560.0 UAH — 23.9%. The lowest profits was in 0.3% of households — 480
UAH per month.

According to the survey the annual income of one family in 2012 in the Volyn
region was 18806 UAH, that is the monthly average income per family was 1567
UAH. This data received from the survey where all sources of profits were taken into
account during the statistical sampling. It should also be noted that according to the
State Statistics Committee from 3 to 4 people are employed in personal informal
work. That is, the survey data differs significantly from the Statistics Committee data.
There are a lot of reasons for these differences, statistical authorities do not provide
the actual data on the number of households and profits. This leads to some differ-
ences between the actual results of households’ activity and research results due to
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partial shadowing of personal activity. In addition, this situation doesn’t allow defin-
ing the real level of profits of employed citizens.

Table 3. Differentiation of living standards Ukraine
2006 | 2007 | 2008 | 2009 [ 2010 [ 2011 [ 2012

Population with average per capita
equivalent total profits per month
below living wage

min people 22.5 5.7 3.2 2.6 3.9 34 4.0
% to the total number 49.7 | 127 | 7.1 5.8 8.8 7.8 9.1
The average amount of living wage (in | 4¢3 ¢ | 518.5| 607.5 | 638.5 | 843.2 | 914.1 | 1042.4
average per person per month, UAH)
Quintile coefficient of differentiation
of profits of population, times

Quintile coefficient of funds (on total
profits), times

Source: Costs and resources of households in Ukraine during 2006-2012. State Statistics
Committee of Ukraine.

24 2.0 2.0 2.0 1.9 1.9 1.9

4.7 3.6 3.7 3.6 3.5 34 33

Table 4. Distribution of population in Ukraine by the level of average
per capita equivalent total profits

2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012
Distribution of population (%) by the
level of average per capita equivalent
total profits per month, UAH
below 480.0 64.1 151993 | 25|19 ] 07 ]02]03
480.1-840.0" 35914811451 212|171 | 80 | 50 | 3.1
840.0-1200.0” - - | 456321320260 187|129
1200.1-1560.0 - - - 21.1 [ 22.1]27.0 267|239
1560.1-1920.0 - - - 112 ] 12.5 | 164 | 20.0 | 21.1
1920.1-2280.0" - - - 119 ] 144219 (294 [ 144
2280.1-2640.0 - - - - - - - 9.4
2640.1-3000.0 - - - - - - - 5.6
3000.1-3360.0 - - - - - - - 3.0
3360.1-3720.0 - - - - - - - 2.2
above 3720.0 4.1

Note: P In 2005-2006 — over 480 UAH; ® In 2007 — over 840 UAH; * In 20082011 — over
1920 UAH.

Source: Costs and resources of households in Ukraine during 2006-2012. State Statistics
Committee of Ukraine.

Based on the proposed methodology 3 groups of households are identified —
consumer, saving and investment — their share is 28%, 24% and 18% respectively.

We calculate the share of households’ costs, directed to state budget and private
institutions as an investment tool.

According to the data in Table 6 there is a downward trend in the share of taxes
and savings of households. This can be explained by the growth of costs on con-
sumption by households of Ukraine under the conditions of economic crisis.

We calculate the share of costs that households invest in improving their welfare
(Figure 2).
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Table 5. Types of households depending on the profits and costs,
own development

Types of households | Level of monthly profits, UAH | Level of monthly costs, UAH
Consumer <1218 2389.4
Saving 1218-2339 3216
Investment > 2339 3862

Table 6. Dynamics of cost structure of domestic households
| 2006 | 2007 [ 2008 [ 2009 [ 2010 | 2011 | 2012
Costs and savings — total

min UAH 472061 | 623289 | 845641 | 894286 | 1101175 | 1266753 | 1457864
% 100 100 100 100 100 100 100
purchase of goodsand | ¢} 5 | g7 | gr3 | 793 76.1 81.4 82.0
services, %
profits from property, | ¢ | 54 36 | 42 2.6 23 13
paid, %

current taxes on

income, wealth and 72 | 79 | 80 | 75 6.6 6.6 6.7
others current paid

transfers, %

accumulation of 16 | 16 | 35 | 12 1.8 - .
nonfinancial assets, %

growth of financial 78 | 61 27 | 78 129 9.7 10.0
assets, %

Source: Costs and resources of households in Ukraine during 2006-2012. State Statistics
Committee of Ukraine.

18 16.8

16
14 12,7 12 12,9 12,6

12
10 10

S NV B~ O

2010 2011 2012
[ Urban households [ Rural households

—&— Level of unconsumer charges all households in Ukraine
Figure 2. The share of non-consumer household costs in Ukraine, 2010-2012,

% (Costs and resources of households in Ukraine during 2006-2012.
State Statistics Committee of Ukraine)

According to Figure 2 there is a downward trend in the share of non-consumer
spending in the whole Ukraine. It is also shown that rural households invest more
money in improving their material well-being.
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To ensure a significant increase of aggregate demand, lower taxes for people with
high incomes should be accompanied by adopting a policy encouraging savings and
investment. It should include tax incentives reducing the tax rate on income from
securities, complex of investment incentives for banks. If we look closely on taxes and
social spending budget, the lack of balance between them is the root cause for distur-
bances in the distribution system, budget deficit and consequent inflation.

All of the above does not mean that easing the tax load on citizens with relative-
ly high incomes less impacts the aggregate demand. It all depends on that in which
form savings are made. If they are deposited to the accounts of Ukrainian banks and
invested in securities of Ukrainian enterprises, then under certain conditions they
become a source of investment and are transformed into investment losses.

Differentiation in households profits, which tends to deepen, encourage popu-
lation to shift from extensive increasing of expenditure to all possible ways of saving.
This changes the economic behavior of consumer market. Therefore, the state should
actively influence the formation of profits and costs of households not only through
stimulation of aggregate consumer demand in the country, but also through activation
of their investment.

Therefore, it is necessary to improve the mechanism of households’ profits
through activation of their business activities. This will ensure the stability of their
operation; optimize the sources of revenue growth, especially for socially vulnerable
groups; transform savings into investment capital of the state.

Thus, in order to stimulate the development of households at the mesolevel there
is expedient to realize the support programs for farmers and private farms. There is a
tendency of rural households profits increase, which are engaged intensively in sub-
sidiary holding. Therefore, the keys to financial security of the national program of
food security are: cheaper loans for purchasing cattle, pigs, sheep, bee colonies, poul-
try etc.; creating of educational and informational groups implementing advanced
technologies in agricultural production; organizing exercises, seminars, trainings etc.

Profits and costs management system of households is effective in case of
increase in the number of savings households, which in turn leads to the increase of
investment's level within national economy. Achieving this objective should be the
basis in profits and costs management at the macrolevel.

Optimizing this process means ensuring the growth of household profits for
investment. Management should include not only the welfare of each individual
household, but also stimulation of such entities development.

For this we have developed an optimization model of profit and cost manage-
ment system for households, the use of which will not only increase individual house-
hold welfare but will also foster their development. The objective function of eco-
nomic and mathematical modelling of selected profit of household, that is, the por-
tion of income that can be invested or savings.

A significant number of factors that affect profit and cost management system of
household and high uncertainty of the external environment with national economy
objectively impose the following: consumer spending should be higher than the exist-
ing level, but lower than the upper limit of consumption; increase in the share of prof-
its from farming is equal to state subsidies volume. Conditions under different sce-
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narios will be different. Under the current conditions the model of houscholds rev-
enues and expenditures will be as represented by the formula (1).

In the inspection model in a real environment the adequacy calculated value
depends on the optimal level of total household profits, on the value and volume of
total cost of public subsidies.

I=3>>F- zn: ,,+ZT —smax,i=1n, j=1m,I=1k;

i=1j=1 i=1 =1 P
UAPF = AT, »>max, 0<T, <DUO<T, <D; AF7 =AT,UT, > min, T, >0;
V,<Vji<v,;

P, =P/ +Pf +P;;
¥ TR "
Vil:Vils+Vi/R;

T,=T,+T,

T,,ZZa,xX,., p:‘L_5;

i=1

Ty =af xx;, T) =af xx;, T) =t/ xx;, T =af xx;, T =a xx;,

where / — profits of households remaining at their disposal and can be invested; Pj; —
total profits of the household, where j= 1,_n, n — the number of households j = 1,—m,
J — the type of households profits, m — the number of profit types; V;, — the total cost
of the household, |= 1,_k, | — the type of household costs, k — the number of costs

types; T, — state targeted funding, where s :1,_2 (transfer payments, government

grants); P,-,-h — primary profits (arising in connection with the distribution of natio-

nal profits); P,,:" — profits from farm’s individual activities; P; — other profits

(investment profits, inheritance etc.); V;y — consumer costs; V,-, — household costs
on development; V; — the current level of consumer costs; V|, — limiting consump-
tion; T, — transfer payments; T, — government subsidies; Tp" — size of pensions; TpC
— scholarships payments; T; — disability benefits; pr — unemployment benefits;
T, — other benefits; o, — multiplier; p =1,_5 (the size of pensions, the amount of

scholarship payments, the amount of disability benefits, the amount of unemploy-
ment benefits and other benefits); D — the amount of government subsidies in the

state budget; AP/ — increase in the share of household profits on keeping its own

economy; AT, — increase in the share of government subsidies.

As a result of testing the model revealed that the maximum profits of households
that can be achieved in near future, provided that the increase in profits will reach the
2010 level, and it will increase by 12%, or 88.31 bln UAH. It is determined that under
the optimistic scenario of national economy, the double growth of government subsi-
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dies, the household profits and investment in national economy would increase
24.322 bln UAH, so the predictive value is almost three times the level achieved.

Thus, we developed a method for optimizing the profit and cost management
system for households the use of which will lead to profits maximization by house-
holds to be furhtr invested in national economy.

This model is twofold — on the one hand it can be used at the microlevel for
financial planning of households, profits and costs, and on the other — in forecasting
of national income, formed by houschold profits.

Members of households make decisions on how much to spend and on which
purposes. Thus, different levels of priorities, needs and interests of households forms
a model range of their behaviour.

For each of the selected household’s types choose select the type of economic
behaviour that will be most suitable. For the households of the first group it is con-
sumer benaviour, for the second — saving one and for the third — investment behav-
iour.

Table 7. Households’ economic behaviour types, authors’ development

Types Description
Consumer |is characterized by a survival strategy, the hope for government and private
transfers, borrowings
Saving is characterized by the maximal strategy diversification, moderate instruments
diversification, moderate concentration of active and passive strategies, dominance
of liquid assets, focus on protection of savings from impairment
Investment | is characterized by maximal strategy and instruments diversification, maximal
concentration of active strategies, focus not only on savings, but also on profitable
investments

Conclusions and recommendations for further research. All the above-mentioned
give us an opportunity to make conclusions about the ways of increasing the invest-
ment potential of population as a factor of national economic development. In par-
ticular, these should include:

- reduction of economically unjustified differentiation in profits of population;

- growth of profits from employment as investment resources of households;

- focus on average profits groups in the formation of attractive investment pol-
icy for households;

- increasing the trust level to the state as funds manager;

- development of civilized stock market and real estate market with various
investment schemes;

- encouraging the residents to invest in the development of local infrastructure.

The results of our research give us an opportunity to deepen the theoretical foun-
dations of households’ profits and costs management, in terms of practical recom-
mendations which would help optimize national and regional investments.
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