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Abstract. In their work, the authors will focus on what can be done to improve the process of human 
capital formation in Ukraine in the long-term and on Ukraine and EU cooperation opportunities in this di-
rection. As to the authors point of view the process of human capital formation consists of such parts as: 
1) demographic processes and health safety management; 2) education and occupational guidance man-
agement; 3) personnel training and allocation management. They will present both the state, regional and 
corporate levels of human capital formation on the basis of human potential development with practical 
examples and current statistical information. 

Keywords: human capital, formation, state, region, corporation. 

Jel classification: J24 

 

1. Introduction 

In Ukraine during the years of transition to a mar-
ket, a whole range of socially dangerous phenom-
ena that adversely affects the formation of human 
resources that define human capital, namely the 
deterioration of living standards, increase the abso-
lute differentiation of its revenues, lower invest-
ment in people, etc., which generates negative 
background to economic reforms and acts as a 
powerful social stimulus. Differences in levels of 
income per capita were formed under the influence 
of existing for decades’ practice of central plan-
ning salaries, pensions, scholarships and aid. 
However, the increasing growth of incomes of re-
gions depends on the activities of enterprises oper-
ating in the area, as well as carried out by regional 
authorities’ policies in employment, incomes and 
prices. 

The purpose of this paper is to offer a few 
guidelines for ensuring favorable conditions for 
further human capital formation in Ukraine. The 
objective is to present the current state of human 
capital formation process in Ukraine. 

We begin the work with a brief look at the 
human capital and human potential theory as hu-
man capital is the result of human potential trans-
formation. We then examine the national, regional 
and corporate levels of human capital formation in 
Ukraine. Finally, we close the paper with a brief 
assessment of human capital formation problems 
and propose possible ways of their solution in the 
long-term. 

2. Human capital theory 

Scientific researches in the field of human capital 
problems were made by such famous scientists as 
Becker (1993), Schultz (1971), Denison (1974; 
1979), Grishnova (2001), Ilyinsky (1996) etc. 

Grishnova (2001) understands human capital 
as an economic category that describes a set of 
generated and developed as a result of investment 
of productive abilities, personal traits and motiva-
tions of individuals who are in their property, used 
in economic activity, promote productivity growth 
and thus affect the growth of its owner income and 
the national income. 

Mikhailova (2003) considers human capital as 
an assessment of the potential ability of individu-
als to generate income. Applying this approach we 
can describe human capital as the ability to more 
efficient production of higher quality products due 
to higher labor productivity. 

However, there is no consensus of economists 
in matters of importance of human capital compo-
nents. Thus, Becker (1992), Nobel laureate in eco-
nomics for significant contribution to the populari-
zation of human capital ideas, offers to allocate 
human capital in education capital, health capital, 
training capital, migration capital and ownership 
of cost meaningful information, and motivation for 
economic activity (Becker 1993). In turn, I.V. 
Ilyinsky proposes to allocate human capital in ed-
ucation, health and culture (Ilyinsky 1996).  

Tadeusz Listwan (2006), the Polish econo-
mist, describes human capital as combination of 
intellectual, personal, health and motivation fea-
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tures as well as competences which help workers 
to develop them and the organization to develop 
and function. We should admit that this scientist 
describes an enterprise level of human capital, but 
he also allocates human capital in the similar com-
ponents as the scientists mentioned above. 

Sir William Petty (2008), the founder of clas-
sical economics, was one of the first who used 
human capital concept in 1676 comparing the loss 
of weapons and military communications with the 
loss of human life. Centuries later, Adam Smith, 
the founder of modern economic theory, in 1776 
drew attention in his famous treatise “Inquiry into 
the nature and causes of the wealth of nations” that 
the welfare of the people is determined mainly by 
the number of workers and their skills (Smith 
1977). A century later the English economist, the 
author of „The Economics of Industry“, Alfred 
Marshall et al. (2010) noted long-term nature of 
investments in human capital and the role of the 
individual in this process. 

After the definition of human capital theory 
significant changes were made in the concept of 
national wealth, because it got a wider interpreta-
tion. Along with real elements of capital (the value 
of land, buildings, structures, equipment, and in-
ventory) financial assets, materialized knowledge 
and ability of people to productive work were in-
cluded to the national wealth. The accumulated 
scientific knowledge, particularly, materialized in 
new technologies, investments in health are now 
considered as intangible elements of national 
wealth (Rykovska 2005). 

In 1998, the World Bank estimated the cost of 
national wealth in 192 countries on three main 
components: human capital, natural capital, physi-
cal capital (accumulated material and proprietary 
funds). In their observations the experts assumed 
that much of consumer spending (current expendi-
tures of families for food, clothing, housing, edu-
cation, health, culture, and the costs of the state for 
these purposes) are used to reproduce human capi-
tal and its accumulation. According to these calcu-
lations, human capital is 64 %, natural – 20 %, and 
physical – 16 %. Human capital advantages over 
the material and physical capital especially appears 
in the countries with high income, namely in Ger-
many, Switzerland, Japan, its share is on average 
80 % (Zhavoronkova 2007). 

Thus, research and knowledge of level, struc-
ture and development of human capital stocks in 
the national economy is now necessary for raising 
and resolving a number of general economic prob-
lems and make macroeconomic decisions. Taking 
into consideration the techniques of Western 
economists, Ukraine needs to develop its own 
model of formation and development of human 

capital as a social and economic growth factor for 
the national economy.  

3. Human potential theory 

Thus, the performance assessment of natural, so-
cial, scientific and technological changes in peo-
ple’s life requires the development of the category 
of “human potential”.  

In our opinion, the human potential of the en-
terprises is a specific set of high quality and some 
quantitative characteristics of employees that are 
to be realized in the process of labor and increase 
its effectiveness (Shkoda et al. 2011). The result 
of this transformation is human capital. 

On the basis of this definition, the human po-
tential of the enterprise, we can say that human 
potential can be equated to labor potential only 
partially, and we can not identify them because 
human potential is more complex term, which 
however includes labor potential.  

Indeed, in a more expanded sense human po-
tential is equal to labor potential. Labor potential 
is defined as a complex combination of physical 
properties, knowledge, experience, spiritual and 
moral values, cultural facilities, customs and tradi-
tions of the country’s population. 

According to Shchelkunov (1999), “labor po-
tential is the number, demographic composition, 
educational level and qualification of personnel”. 
This definition also describes a set of qualitative 
and quantitative components.  

Onikiyenko et al. (1986) proposed noteworthy 
approach to labor potential. He defined that “labor 
potential” is a territorial aggregate of working 
population, which has relevant vocational and 
training qualification, and has a definite place of 
work in the national economy considering their 
level of technological and technical equipment. 
However, we emphasize that this definition relates 
primarily to macro-level.  

Thus, labor potential includes a set of differ-
ent qualities that characterize its performance. 
These qualities associated: 
1. with the ability of an employee to work, his 

health, stamina, type of nervous system, that is 
all that reflects the physical and psychological 
potential; 

2. with the volume of general and specific 
knowledge, abilities and skills that determine 
the ability to a certain qualification work; 

3. with the level of responsibility, social maturi-
ty, needs and interests. 

4. At the level of society labor potential is de-
fined as the derivative of the three variables: 

5. the number of population at a given time in the 
employable age; 
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6. the number of regulated time for the produc-
tion purposes during the day, week, month, 
year, human life; 

7. socially necessary intensity of employment 
within regulated time. 
It should be noted that employment potential 

is the main source of enterprise personnel. There-
fore it is appropriate to call the enterprise labor 
potential – personnel potential, which owns the 
integrity property. This fundamentally distin-
guishes it from the properties inherent to each 
worker individually. 

Thus, we think that it is appropriate to equal 
the enterprises labor potential and personnel po-
tential. However, the notion of labor potential is 
more limited than human potential. And human 
potential includes labor potential. That's why hu-
man capital is a realized, active part of human po-
tential. 

The problem of human potential is a problem 
of perspective, assessing the possibilities of human 
development and management.  

The concept of human potential development 
requires solving the following tasks: 

1. provision of safety (task of human po-
tential keeping and reproducing); 

2. development of infrastructure subsys-
tem projects (task of human potential de-
velopment); 

3. development of cultural-psyhologic 
programs (task of providing development 
of society human potential). 

4. Current state of human capital formation 

The scientific-technological revolution, especially 
its information component, removes the problem 
of human potential realization and human capital 
accumulation to a new level. And those areas of 
life that contribute to human capital formation 
should be identified as priority in strategic plan-
ning. First and foremost it is education, training 
and retraining of personnel; science, including the 
costs of research and development; innovation sec-
tor, including costs of technological innovation, 
stimulation of innovation and creation of intellec-
tual property; health, including the costs of envi-
ronmental and physical culture, and finally, the 
culture in the broadest sense. 

4.1. National level 

Human capital formation is a part of conceptual 
scheme of human capital management system pre-
sented at Fig.1. In turn, human capital manage-
ment is a part of the state socio-economic policy in 
general, governing bodies’ socio-economic policy 

at the regional level and corporate policy of busi-
nesses in particular.  

Ukraine’s economy in a globalized poorly 
withstand the competition: in 2009–2010 index of 
international competitiveness, based on research 
conducted by the World Economic Forum, a low – 
3.95 points in comparison 4.05 points in 2008 –
2009. This are predetermined downgrade – from 72 
(2008–2009) to 82 places (2009–2010) (Drzenik 
Hanour et al. 2008; Abbasova et al. 2010). 

 

 
Fig. 1. Conceptual scheme of human capital manage-
ment system (Source: Zhavoronkova et al. 2010) 

 
Ukraine is much lower than developed coun-

tries and by the level of human capital: the impor-
tance of the human development index, used the 
United Nations Organization to characterize the 
quality of life in different countries, has allowed 
Ukraine to include grades’ average level of devel-
opment (0.5 – 0.8) and take into 76 in 2011 
(UNDP 2011).  

4.2. Regional level 

Based on the analysis of indicators of human de-
velopment in Ukraine five groups of regions with 
differences in the state of human development are 
distinguished (Table 1). The main reasons for low 
values of human development index are a short 
life duration, too low cover complete secondary 
education and high levels of contamination. The 
best indicators provide higher levels of education, 
income and health indicators.  

Contents of regional human resources man-
agement are to solve the following problems 
(Chvertko 2005): 
1. creating conditions for citizens to realize the 

right to work; 
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2. providing equal opportunities to choose the 
kind of work; 

3. developing and implementing programs for 
training and retraining; 

4. creating healthy and safe working conditions; 
5. establishing optimal proportions in the distri-

bution of labor between sectors of territorial 
economic complex; 

6. balancing regional labor market, the number of 
labor recources and jobs; 

7. social protection of uncompetitive population. 
 
Table 1. Regional features of human development in 
Ukraine, 2010 (Source: Regional Human Development 
2011) 

Human  
development 
index 

Region of Ukraine (province, auton-
omous republic, Kyiv, Sevastopol) 

0.409–0.459 
Vinnytska, Donetska, Zhytomyrska, 
Kirovogradska, Luganska, Odeska, 
Sumska 

0.460–0.486 

Volynska, Dnipropetrovska, 
Zaporizka, Lvivska, Mykolaivska, 
Rivnenska, Ternopilska, Khersonska, 
Cherkaska, Chernivetska, 
Chernigivska 

0.487–0.514 AR Crimea, Zakarpatska, Ivano-
Frankivska, Poltavska 

0.515–0.541 Kyivska, Khmelnytska,  
0.542–0.698 Kharkivska, Kyiv, Sevastopol 

4.3. Corporate level 

As to the authors’ point of view, the following fac-
tors are typical for human capital formation in 
Ukraine at the corporate level (Table 2). 

For example, analysis of aviation personnel in 
Ukraine according to age group showed that over 
25 % of flying pilots are over 53–55 years 
(Zhavoronkova et al. 2009). As you can see, there 
is a long break between the changes of personnel, 
the gap in the vital process of transfer of 
knowledge and experience from older to younger. 
In this regard, regular aviation companies are 
forced to employ flight or engineering staff, 
which does not meet the level of qualification, 
conduct training and retraining of these spe-
cialists. Such situation adversely affects the finan-
cial performance of aviation companies, and is 
dangerous for passengers and the entire transport 
system of Ukraine. 

Thus, we can see that aviation companies in 
Ukraine have to pay more attention to the factors 
of human capital formation, especially to demo-
graphic, socio-demographic groups of factors. 

 

Table 2. Factors that impact on human capital for-
mation and realization in Ukraine at the corporate level 
(Source: Zhavoronkova et al. 2010) 

Group of 
factors Components of factor 

Social-
economic 

Level of general education and profes-
sional training of the population and 
corporation personnel  
Health status and culture of the popula-
tion 
System of corporate work stimulation 
State and corporation social infrastruc-
ture level of development  
Level of corporation technical and eco-
nomic development 

Economic Nominal and real incomes 
Income distribution by population 
groups 
Availability of goods and services 
Inflation in the country 
Credit and financial mechanism of the 
country 
Tax system of the country 
Territorial distribution of productive 
forces  
Level of specialization and cooperation 
of production  
Development level of state foreign 
economic relations in general and busi-
nesses foreign economic relations in 
particular 

Demo-
graphic  

Number of population in the country 
Gender and age structure of population 
Rate of natural population growth 
Average life duration 
Migration mobility of population 

Socio-
demo-
graphic  

The number of economically active 
population 
Distribution of population by industries 
and by economic sectors  
The number of employed and unem-
ployed population, its administrative 
and territorial division  
Duration of working period of life  

Legal  Corporation legal framework 
Social-labor relations between employ-
er and employees  
Rules of conduct within the corporation 

Ecologic  The overall ecological condition of the 
country  
The quality of drinking water and food 
Natural and climatic conditions of the 
corporation territory location  
Hygiene and sanitary conditions of 
work 
Recreational resources of the territory 

 
But at the corporate level the improvement of 

human capital formation system depends largely 
on the enterprise management attitude to personnel 
training. Thus, according to the Research of Open 
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Business School, only 23 % of managers are 
committed to personnel training and development, 
67 % - support it and 10 % - ignore (OBS 2007). 

We can see that all levels of human capital 
formation in Ukraine are united with each other. 
And we need to search human capital formation 
problems in Ukraine. 

5. Human capital formation problems 

The development and implementation of employ-
ment programs in regional programs of economic 
and social development is quite important and 
necessary. Such programs should be developed not 
for one year, as it is today, and included in the 
strategic plan. Perspectives of the labor market at 
the regional level are based on projected balances.  

The importance of area-based approach to 
solving problems of the labor market is generally 
recognized. Regularities of the national labor mar-
ket set general and specific trends in the dynamics 
of the main features of regional and local labor 
markets. 

Development and implementation of measures 
for tackling the crisis in the economy must be made 
so that the social problems solution of Ukraine’s 
population positively affects the demographic situa-
tion. Since any direction of social policy directly or 
indirectly affects the reproduction of the population, 
demographic problems must be solved by strength-
ening the demographic focus and increase the effi-
ciency of the demographic social and economic 
activities in all spheres of society’s life, especially 
in the sphere of labor. We agree with the suggestion 
of Chvertko (2005) on rehabilitation measures for 
improving demographic situation: 
1. continuous improvement of credit system for 

demographic purposes depending on the num-
ber of children born with expanding the range 
of credit not only to purchase housing and du-
rable items, but also for professional educa-
tion, health care, a possible period of unem-
ployment, self-employment, family develop-
ment cooperation, the start-up; 

2. development and implementation of taxation 
on preferential and differentiated (to compen-
sate benefits) basis, namely: а) families - de-
pending on the number of children and level of 
provision; b) enterprises - depending on the 
activity of social programs; c) regions - de-
pending on the demographic situation, on the 
situation in the labor market, etc.; 

3. return to the scholarship of such demographic 
policy measures as a tax on childlessness, 
abortion restrictions, special medical duty on 
tobacco and alcohol; 

4. development of a regional target program that 

goes with the regional family standard „2 + 3” 
(couple and three children).  
Important indicator of social welfare is the 

level of remuneration. For evaluating the use of 
human capital the rate of payment is applicable. 
However, comparison of wages by sectors of the 
economy determines, albeit indirectly, the level, 
the value and specificity of their human capital. In 
a market economy wages reflect the value of hu-
man capital. 

Along with the devaluation of labor in 
Ukraine there was a significant reduction in real 
wages compared to productivity and GDP. In the 
nineties of last century, labor productivity has de-
creased in 1.44 times, and real wages in 3.8 times, 
ie the rate of wages decline was higher than the 
rate of labor productivity decline in 2.6 times 
(Pavlovska 2002). Average monthly wages in Jan-
uary-March 2012 compared with the correspond-
ing period in 2011 (941.00 UAH) (Minimal salary 
in Ukraine in 2011) increased by 14.02 % reaching 
1073.00 UAH per month, that is by 6.5 % higher 
than the subsistence minimum established for em-
ployable person in Ukraine –1017 UAH (Minimal 
salary in Ukraine in 2012). 

However, the results achieved in the field of 
labor income, as noted scientist and economist 
Kolot et al. (2005) should not be overestimated. 
Ukraine is far behind the European social stand-
ards, and for a number of areas there is continuing 
growth of the negative trends that lead to the ap-
propriate consequences. 

We must take into account that the decline in 
previous years was so deep and deformation in 
revenue so essential that there is an urgent need for 
change comparison database and assessment crite-
ria. It should be social standards - national, all-
European; indicators of changes in quality of life, 
human development etc. 

Decent average wages by European standards 
should be not less than 5–6 living wages. In 
Ukraine, the ratio of average wages in January–
March 2012 and the minimum subsistence level 
for able-bodied person (1017 UAH) is 1.06:1, we 
see an equalization of these indicators. However, 
we need a new ideology of wage formation in or-
der to meet European standards of living. 

Today the share of wages in income of the 
population is less than a half. Available income 
includes wages, profit, mixed income, social assis-
tance and others. 

Poverty of the population in general and pov-
erty of the economically active population in par-
ticular creates constraints for the economic devel-
opment that is multifaceted, with risky conse-
quences and those that literally threaten the econo-
mic security of the country. A significant conse-
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quence of poverty is the deterioration of quantita-
tive and qualitative parameters of human re-
sources, which adversely affects the fertility of the 
nation, opportunities to gain quality education 
(Table 3), motivation to work and social activity of 
the population. 

 
Table 3. Differences in Inaccessibility of Professional 
Education by Settlement Size, 2007 (%) (Source: Popu-
lation of Ukraine: Socio-Demographic Problems of 
Ukrainian Village 2007; Koroleva 2010) 

 All 

Distribution by 
settlement size 
of households 
unable to ob-
tain profes-

sional educa-
tion 

Risk of impossi-
bility of obtain-
ing professional 
education owing 
to lack of funds 
owing to lack of 
funds, compared 

with average 
Big 
city 43.3 30.9 71.7 

Small 
town 25.9 23.7 91.5 

Village 30.8 45.4 146.5 
Total 100.0 100.0 100.0 

 
The top-priority measures of employment pol-

icies and improvement in the labor market are: 
1. promoting the attraction of direct investment 

in the region economy; 
2. refusal to provide subsidies to employers to 

create additional jobs at the expense of the 
fund of compulsory state social unemployment 
insurance;  

3. initiating creation of a special focal point for 
the implementation of quick response and stra-
tegic planning. 
In modern times the educational determinant 

of human capital growth is a factor of competi-
tiveness in the labor market and economic growth, 
ensuring social and economic welfare of the state 
and increasing personal income. Indeed, the level 
of education affects the duration of employment, 
indicates the magnitude of financial income, affect 
the possibility of professional self-improvement. 

Education is a form of value-normative basis 
reproduction, the main social institution that regu-
lates the individual’s life, transmission of know-
ledge. Thus, the listed factors are difficult to mon-
etary terms, but they have social orientation, and 
effectiveness of education is directly proportional 
to the improvement of life quality and is inversely 
proportional to the spiritual impoverishment and 
crime rates in the country. Socio-economic chang-
es in Ukraine led to the transformation of the pro-
fessional segment of the educational system, 
which showed itself in the emergence of new types 
and forms of education, in the improvement of the 

technological support of the educational process 
and so on. 

Today it is impossible for 5–6 years to prepare 
people for professional activity in a lifetime, as 
5 % of theoretical knowledge and 20 % of profes-
sional knowledge are updated each year. For ex-
ample, the adopted in the USA unit of measure-
ment of aging of specialist new knowledge, so-
called “haqlf-life of competence” (a period of de-
clining competence at 50 %) as a result of new 
information shows that this threshold for many 
occupations occurs in less than five years 
(Fedulova 2009). It is possible to solve such prob-
lem only by using the concept of lifelong training 
at the state level, where each level of education 
will be a continuation of the previous one. Today 
this approach is growing in Ukraine. 

The key principles of health care in accord-
ance with the standards of the welfare state are: 
1. legislative consolidation of the state full re-

sponsibility for the health of citizens and the 
formation of a unified public health policy; 

2. assignment of the state guarantees program of 
free medical assistance provision to issues of 
joint jurisdiction, which allows the object of 
delegation of financial powers to implement 
on the basis of subsidiary liability; 

3. development of general metrological ap-
proaches in the health care system formation; 

4. account of the medical services market’s de-
mands and the state's role in its regulation; 

5. legal framework for the coordination of na-
tional, regional, municipal and corporate level 
with the public health tasks realization; 

6. intersectoral cooperation of state, municipal 
and private organizations related to public 
health, creation of inter-industry commission; 

7. development of local strategies (realization of 
Cities Health projects); 

8. creation of conditions to support personal 
health by citizens. 
Ukraine has declared its goals of building a 

socially oriented market economy that puts sus-
tainable human development at the core of state 
social policy and makes it a measure of the coun-
try’s economic and social progress. 

To achieve these objectives, Ukrainian society 
should unite around ideals of human development 
and progress. The European Parliament in 2005 
passed almost unanimously a motion asserting the 
wish of the European Union (EU) to establish 
closer ties with Ukraine. The Association Agree-
ment is currently under negotiation, with the aim 
of deepening Ukraine’s political association and 
economic integration with the EU (UNDP in 
Ukraine 2011). Given the EU’s extensive experi-
ence in implementing effective policies and pro-



HUMAN CAPITAL FORMATION IN UKRAINE 

1267 

grammes of social inclusion, improved collabora-
tion in this area can help Ukraine. 

6. Conclusions 

So, in order to ensure favorable conditions for fur-
ther human development and human capital for-
mation in Ukraine, it is necessary to: 
1. form a new philosophy of aiming at the for-

mation, development and reproduction of the 
state human capital; 

2. support the implementation of new technolo-
gies on large industrial enterprises; 

3. stimulate further development of all forms of 
business through their functioning in the rela-
tionship and interdependence; 

4. establish institutional mechanisms of function-
ing and adaptation of the labor market, aimed 
at employment restructuring, movement of la-
bor from non-effective activities in promising 
sectors of the economy; 

5. improve the tariff regulation of wages in the 
Ukrainian enterprises through the use of a sin-
gle flexible tariff system; 

6. Improve work standardizing to existing norms 
of labor costs to fully comply function of labor 
measure. 
To improve the conditions of human potential 

realization at national, regional and corporate lev-
els it is required a balanced policy of the executive 
authorities and local governments, which must be 
based on the priority of human development and 
human capital formation. And only when all the 
subjects of social partnership will unite around a 
common idea, it is possible to build a welfare state 
and civil society. 
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