International Scientific Journal “Internauka’. Series: “Economic Sciences”
https.//doi.org/10.25313/2520-2294-2023-7

Economics
UDC 336.01
Sydorchuk Anatoliy
Candidate of Economic Sciences,
Doctoral Student of the S. 1. Yuriy Department of Finance
West Ukrainian National University
Cunopuyk AHatoJiiii AHAPiHOBHY
Kanouoam eKOHOMIYHUX HAYK, OOYeHm,
dokmopanm kageopu ginancis im. C. 1. IOpis

3axionoykpaincoKuii HAYiOHAILHUL YHIGEpCUmMem

THE FINANCIAL SUSTAINABILITY DURING HOUSEHOLD LIFE-
STAGES
®IHAHCOBA CTIMKICTb YIIPOJOBXK ETAMIB )KUTTEBOI'O
UKJTY JOMOIOCIIOJAAPCTB

Summary. The theoretical aspects of financial sustainability by the life
stages of household impact were studied. In the research, analysis was used as a
method of the scientific method for studying financial stability and synthesis was
used as a method of the scientific method for studying household life stages. It is
clarified that the financial sustainability of households is one of the two
assessments of their financial condition. It is proposed to ensure the financial
sustainability of households to consider as a goal of managing their financial
resources at all stages of their life cycle. Based on the different ratios of
consumption and savings of household income throughout its life cycle
indicators for assessing the financial sustainability of households are studied.
The direction of change in the values of these indicators at certain stages of the
household life cycle is assessed. Thus, the role of indicators at a particular stage

of LCH is different (the growth of their values at all life cycle stages, growth for
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a certain period and a decrease in the future; growth during the period of active
labour activity, and their reduction through the use of savings and investments
in the future; reductions throughout all stages of the life cycle. The study of the
optimal values of these indicators for assessing the financial sustainability of
households opens up prospects for further research in this area of economic
science.

Key words: household, household life-stages, the financial sustainability,

financial literacy.

Anomauin. Jlocniooceno meopemuuni acnekmu GiHaHcoBoi cmitikocmi
YIPOOOBIHC HCUMMEBO2O YUKTY OOMO20CN00apcme. Y cmammi 8UKOpUCMAHO
aHaniz K 3a2albHOHAYKOBUL MemoO Npu O00CHI0NHCEeHHI (DIHAHCO80I cmilikocmi
0oM020Cn00apcme ma CuHmes K 3a2aibHOHAYKOBUL Memoo0 Npu 00CHIOHNCEHHI
emanis JHCUMmMeEBO20 YUKILY O0MO20CH00apcms. 3’acoeano, wo Qinancosa
CMIUKICMb € OOHIEID 3 080X OYIHOK (DIHAHCOB8020 CMAHY 0OMO20CNOOAPCME |
supaxcac 30amuicms 3a OONOMO20K  [HCHMPYMeHmie (opmMysaHHs ma
BUKOPUCAHHS (DIHAHCOBUX pecypCig 3abe3neyumu po38Umox 0aHo2o cyo ekma
Qinancosux GIOHOCUH YNPOOOBIHC YCIX emani@ Cc6020 IHCUMMEBO2O UYUKITL).
Bcmanoeneno, wo cinomesa sicummegoco yukny oyna pospoonena @. Mooinvsaui
ma P. Bpymbepeom i cmana ooHiclo i3 Mmooeneu MidHcuaco8o2o 8ubopy
00M020CNO0APCMBA MINC CRONCUBAHHAM MA 3A0UJAOHNCEHHAM 81IACHO20 00X00).
3anpononosano 3abezneuenHs (QiHaHCcoB80i cmMIUKOCMI 00MO20CNO0APCME
poszensdamu K Memy YRPAGNiHHA iX (IHAHCO8UMU pecypcamu HA 6CIX cmalisix
ix orcummesoeo yuxkny. Ha ocHo8i pi3Hux cniéBiOHOWEHb CNONCUBAHHA MdA
3aA0WadAHcenHs 00X00)y 00MO20CN00ApPCMEa NPOMs2OM U020 HCUMMEBO20 YUK
00cnioxnceHo 9 NOKA3HUKIE OYIHKU (DIHAHCOBOI CMIUKOCMI 00MO20CHO0APCMA.
OyineHo HanpsIMOK 3MIHU 3HAYEHb OAHUX HNOKA3HUKIE HA OKpeMux emanax
AHCUMMEBO20 YUKTY O0oMococnodapcmed. Bcecmanoeneno, wo ponv noxasuuxis

OYIHKU (DIHAHCOBOT CMIUIKOCMI HA NEBHOMY emani € pi3HoI0 (3POCMAHHS 3HAYEHb
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HA 8CIX CMAOIAX HCUMMEBO2O YUKTY, 3PDOCMAHHS HA NeGHUL Nepio0 [ 3HUNCEHHS]
Haoaui; 3p0CManHs 8 nepioo aKkmueHoi mpyooeoi OisIbHOCMI Ma X 3HUNCEHHS.
KOWMOM GUKOPUCMAHHA 3A0WA0JHCeHb ma IHeeCmuyiti npu  O0O0CACHEHHI
NEeHCIUHO020 GIKY; 3HUNCEHHS HA BCIX CMAOJIAX HCUMMEBO20 YUKLY. [locnioxncen s,
ONMUMANbHUX  3HAYEHb  NOKA3HUKIE  OYIHKU  (hiHaHCO80I  cmillkocmi
00M020CN00apcme 8IOKpUBAE nepcneKmueu 0Jisi NOOAILULUX PO3BIOOK V OAHOMY
HANpAMi eKOHOMIYHOI HAYKU.

Knrouoegi cuoea: 00M020CN00apcmaeo, oHcummesul YUK

domozocnodapcmaa, (hinancosa cmilKicms, QiHaAHCOBA 2PAMOMHICMb.

Statement of the problem. The problem of ensuring the financial
sustainability of households as active participants in the financial system is
relevant not only for Ukraine but also for all countries of the world. However,
global experience does not provide universal solutions to ensure this, as each
country has its specific financial system, different levels of development and
financial market conditions, economic growth rates, and different levels of
financial literacy. The «Life Cycle Hypothesis of Saving» (LCH) was elaborated
by F. Modigliani and R. Brumberg in 1953 and 1954 [1]. LCH became one of
the models of the intertemporal choice for a household between consumption
and saving of ones [2, p. 297]. Therefore, we consider the effective management
of consumption and savings processes within the framework of the LCH as one
of the potential conditions for ensuring the financial sustainability of
households.

Analysis of recent researches and publications. In the papers studied
that LCH i1s based on the following assumptions:

a) Individual consumption does not depend on income in the current

period but on lifetime income [3, p. 114];
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b) Households should divide their consumption. As a result, expenditure
flows are even over the life course. In other words, they should favour a smooth
spending trajectory over an uneven one [4, p. 19];

c) Consumption in the period after active labour activity should be
provided by savings made during active labour activity. Therefore, savings are
closely related to consumption and are its residual value: an increase in
household disposable income, while consumption remains unchanged, will lead
to an increase in savings and vice versa [5, p. 18].

However, the peculiarities of managing households’ financial resources
during certain stages of their life cycle have not been properly studied. Based on
the positive results of the conducted research, we consider it necessary to
analyze the role and importance of the LCH in the system of managing the
sustainability of its financial resources.

Formulation purposes of article (problem). The purpose of the article is
to study the financial sustainability of households during the stages of their life
cycle. To achieve this goal, we will propose indicators for assessing the financial
sustainability of households.

The main material. The Explanatory Dictionary of the Ukrainian
Language defines the concept of «sustainability» as a property with the meaning
of «steady» and is revealed in the following features: 1) «retaining and showing
its properties for a long time»; 2) «able to withstand external influence, to resist
something»; 3) «characterized by sustainability, permanence; steady» [6].

Extrapolating the understanding of «sustainability» to financial relations,
«financial sustainability» is understood as one of the properties (characteristics)
of the «financial condition» of a household. In conditions of sustainability, the
formed financial resources fulfil their purpose — to ensure the life of households
in the short, medium and long term under the influence of endogenous and
exogenous factors. The opposite property of financial sustainability is its

insustainability. In this sense, financial sustainability is considered one of the
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assessments of the financial condition of a household, which in turn i1s a
consequence (result) of the management of its financial resources. Thus, the
short-, medium-, and long-term perspectives as constituent stages of the LCH
are the tangential point of interaction with household financial sustainability.

Household savings ensure a uniform (stable) amount of consumption over
the life cycle of a household, regardless of changes in its income. The choice of
forms and methods of savings becomes the basis for managing household
financial resources during the period of active labour activity. Financial
sustainability is an effective result of managing household financial resources,
which ensures the completeness of consumption at all stages of its life-cycle.

The significance of the model developed by F. Modigliani lies in the fact
that it explains the need for savings for a person when his or her income is above
average during active work, and their use for consumption when their income is
below average (for example, when reaching retirement age, temporary or
permanent disability, etc.). In addition, Kizyma T. concluded that «with rising
incomes, savings grow faster than consumption; and with falling incomes,
savings decline even faster, as people find it difficult to abandon their habitual
level of consumption» [7, p. 184-185].

According to the LCH, the management of a household’s financial
resources is mainly about balancing their volumes depending on the stage of the
life cycle at which it is located. In particular, balancing can be manifested in the
decision to attract credit resources at the beginning of its creation (e.g.,
mortgages, purchase of movable property) when own financial resources are not
enough and the use of certain forms and instruments of savings and investments
in case of excess of such resources in the future. Thus, the assumption of a
shortage or surplus of financial resources during certain stages of the
household’s life cycle (childhood, youth, maturity (active labour activity), and
old age) allows us to build an appropriate schedule for financial support of its

expenses. Throughout its life cycle, a household will have periods when its
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needs are clearly characterized by a shortage of financial resources (childhood,
youth, and old age) and a surplus of financial resources (youth and maturity, and
the period of active labour activity).

Accordingly, a household needs to balance its financial resources. The
balance of financial resources at a particular stage of the household life cycle
(childhood, youth — stage 1) begins with the attraction of external resources of
parents, credit resources of financial institutions and ends in old age with the
receipt of financial resources both at one’s own expense (income from funds
saved and invested during active labour activity) and at the expense of other
subjects of financial relations (the state — in the form of pension payments,
social benefits or maintenance in nursing homes), non-state pension funds
(private pension), own children or third parties (charitable assistance).

At the stage of active labour activity in the life cycle, when there is a
surplus of financial resources that significantly exceeds the level of its
consumption (stage 2), the household balances their volume by making savings
and investments. The dynamic balance of financial resources at all stages of the
household life cycle is achieved on a planned, operational or final basis, and is
the object of management and justification for the use of specific tools that
should be used to regulate the processes of formation and use of household
financial resources. A household will be able to achieve a state of static or
dynamic balance of its financial resources only if it establishes a process of
managing them depending on the stages of its life cycle and achieves the goal of
such management — household financial sustainability.

It is necessary to recreate financial sustainability as the goal of managing
household financial resources in accordance with the stages of its life-cycle
through the following 9 indicators:

1) The share of employees’ wages in GDP (Wg;pp);

2) The share of household wages in income (Wy;);

3) Household savings rate (Hgg);
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4) The ratio of households’ borrowed funds to their income (Hgg;);

5) An indicator of household investment potential is defined by dividing
the volume of the monetary aggregate which measures cash outside depository
corporations (M;) by total household income (H;p);

6) The indicator of income sufficiency is defined by the method of
dividing the amount of income by the amount of the subsistence minimum per
month (Hys);

7) An indicator of household non-consumption expenditures (Hycg);

8) An indicator of household food expenditures (Hgg);

9) Engel index (E;).

The initial stage of the household’s life cycle begins with insignificant
amounts of own financial resources, which explains the low values of indicators
that assess own income (Wgpp, Wy, Hsgr) and the possible growth of the
indicators that assess funds raised from external sources Hgg;. The value of the
household savings rate (Hgg) and the indicator of investment potential (H;p) will
be close to zero. Satisfaction of the household’s priority consumer expenditures
with low values of own financial resources will be reflected in high values of the
indicators (Hpg, E;) and low values of an indicator of household non-
consumption expenditures (Hycg). As financial resources increase and the
transition from the youth to the maturity (active labour force) stage in the
household life cycle, the values of Hpg, E; and will decrease, and Hycg on the
contrary, will continue to grow. At this stage of transition, the value of the
household savings rate Hgp and the indicator of investment potential H;p will
start to increase. The presence of excess financial resources should lead to a
reduction in the values of the ratio of households’ borrowed funds to their
income Hgg;.

Excess financial resources and awareness of the need for savings and
investments to ensure a uniform level of income (in case of temporary disability
at the stage of active labour activity) and to ensure a constant level of
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consumption; to compensate for the lost level of income (in case of permanent
disability) and to ensure a constant level of consumption at the next stage of
one’s life cycle — retirement age, will lead to an increase in the household
savings rate Hgp and the indicator of investment potential assessment H;p.

Thus, the role of indicators for assessing the financial sustainability of
households at a particular stage of the household life cycle is different: 1) The
optimal for some of them will be the growth of their values at all stages (W;pp,
Wy, His, Hycg); 2) Growth for a certain period and a decrease in the future for
Hgrr; 3) Gowth during the period of active labour activity, after the primary
consumption needs are met and financial resources are surplus Hgp and H;p and
their reduction through the use of savings and investments in the future; 4)
Reductions throughout all stages of the life cycle (Hpg, E)).

Thus, considering financial sustainability as the goal of managing
households’ financial resources, we note that the objects of such management
are the individual components of their financial activities (income, expenses,
savings, and investments) during LCH.

Insights from this study and perspectives for further research in this
direction. Based on the results of our study, we have deepened the
understanding of the concept of financial sustainability of households and
demonstrated its achievement through the prism of life cycle stages. In
particular, it is proposed to consider financial stability as considered one of the
assessments of the financial condition of a household, which in turn is a
consequence (result) of the management of its financial resources. The study of
the optimal values of the Indicators (from 1 to 9) for assessing the financial
sustainability of households deepens the existing approaches to understanding
the process of managing personal income and expenses and opens up prospects

for further research in this area of financial science.
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